For  Reference 
Do  Not  Take 
From  the  Library 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 

Penal  Code  of  California 
1915,  Section  623 


#BXBCB6J  ******#****CAR-RT  LOT**C-030 
#FRB0075205773/2tt 

HiliniuriliMiMff/i.,, 

BURLINGME  PUBL  L      MAY  Q  1  Onne  1 
430  PRIMROSE  RD         WAT  S  1  ^UUb 
BURLINGAME  CA    34i  LIBRARY 


BURLINGAME 


Some  think 
exclusive  hobby. 


in 


vvcaiu  i 

management. 


Since  1856,  we  have  focused  on  bringing  new  perspectives  to  our  clients.  Understanding 
the  past,  but  shaped  by  the  future.  Always  looking  at  opportunities  and  challenges  from 
a  different  point  of  view.  Because  we  know  what  it  takes  to  successfully  maintain  wealth. 
And  to  turn  passionate  work  into  great  results. 
www.credit-suisse.com 


Thinking  New  Perspectives. 


Not  taking  risks  is  risky. 


1  lie  Bl  iWname  and  logo  are  registered  tradi 


It's  a  rare  luxury,  having  the  autonomy 
to  do  what  we  believe  is  right.  But  with 
this  freedom  comes  a  certain  obligation. 
To  never  rest  on  our  laurels.  To  trust  our 
instincts.  To  set  benchmarks.  And  while 
uncharted  territory  is  unnerving  to 


BMW  2006 

bmwusa.com 
1-800-334-4BMW 


ter  risk  lies  in 
tiich  is  why  at  BMW,  ideas 
are  everything.  And  as  an  independent 
company  we 


Panasonic,  America's  best -selling  plasma  brand1  is  about  to  change  your  perspective  on  television.  Our  new  plasma  HDTVs 
ow  have  three  times  more  color  and  contrast?  making  it  our  best  picture  ever.  So  now  all  of  your  favorite  shows,  photos, 
'  leos,  games  and  artwork  look  better  than  ever  before.  Discover  a  whole  new  way  to  think  of  television  at  panasonic.com 


will  your  vacation  photos 
become  your  favorite  show? 


Timepieces  by  Louis  Vuitton. 


Tambour  in   Black,   analog  and   digital  chronograph. 

Manufactured   in   les  Ateliers   Horlogers   Louis  Vuitton.  I    /""N  I    I   I   O      \/|||  TT^N  |W  I 

Sold   exclusively  in   Louis  Vuitton   stores.     www.louisvuitton.com     866  VUITTON  L  Vb/   \J   I  O       V    \J   \  I    \J  |^ 


Forbes 

JUNE  5,  2006  |  VOLUME  177  NUMBER  12 


141  Investment  Guide 

Dealing  with  unexpected  ends  to  investment  fads. 
Also:  strategies  for  stocks,  mutual  funds  and  IPOs,  and 
retirement  tips. 
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The  boom  is  probably  dead.  But  you  still  can  make  good 
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By  Stephane  Fitch 
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You  can  make  a  tidy  income  owning  second  homes  and 
renting  them  out.  But  watch  out  for  the  tax  traps. 
By  Janet  Novack 
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capital  gains  taxes  that  they  pay  a  fortune  in  fees  to  get 
into  a  "tenancy  in  common."  Look  closely  before  you 
dive  into  one  of  these  properties. 
By  Matthew  Swibel 


160  Special  Retirement  Guide 
The  Spending  Question 


Forbes 

Ret» 
Guide 

m 


What  will  you  really  shell  out  in 
retirement?  Maybe  not  as  much  as 
financial  planning  calculators  tell 
you.  By  Janet  Novack 

Drug  Therapy 

In  retirement  you  can  spend  a  small 
fortune  on  prescription  drugs.  Here's  how  to  cut  down 
on  expenses.  By  Carrie  Coolidge 

Tax  Traps 

Retirement  accounts  can  increase  your  wealth — and  your 
blood  pressure.  Learn  how  to  avoid  angst  over  IRS  pitfalls. 
By  Janet  Novack 
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161  The  IRA  Steps  Out 

You  can  buy  exotic  investments  with  your 
tax-deferred  account.  But  just  because  you  can 
doesn't  mean  you  should.  By  Carrie  Coolidge 

1 66  Power  Player 

Alternative  energy  is  hot.  So  is  energy  infra- 
structure. Sanjay  Shrestha  tells  you  how  to  get 
in  on  these  sectors.  By  Andrew  T.  Gillies 

170  Defensive  Play 

Those  "supplemental"  defense  appropriations 
are  getting  out  of  hand.  You  can  get  a  piece  of 
the  action.  By  Matthew  Swibel 

1 75  How  to  Make  Money  in 
New  Issues 

Most  IPOs  stink.  But  a  few  superstar  stocks 
make  up  for  the  flops.  By  Scott  DeCarlo, 
Susan  Kitchens,  Shlomo  Reifman.  Research  by: 
Godwin  Maidment,  Brian  Zajac 

180  A  Billion  Opportunities 

Only  90  million  people  in  India  have  cell 
phones,  but  companies  are  scrambling  to 
connect  the  rest  of  the  population.  Here's  how  to 
profit  from  the  situation.  By  Paul  M.  Murdock 

182  A  Gently  Warming  Sun 

Forget  Asia's  hot  markets.  Recovering  Japan 
offers  the  best  picks.  By  Tim  Kelly 

186  Global  Bargain  Hunter 

Bernie  Horn  scours  boring  companies  in 
dozens  of  countries,  looking  for  cheap  stocks 
promising  exciting  returns.  By  Susan  Kitchens 

190  Not-Quite  Index  Funds 

Called  sector-neutral,  they  seek  to  match  the 
S&P  500— and  then  outdo  it.  Here  are  the  best. 
By  David  Serchuk  and  James  M.  Clash 

194  Money  on  Tap 

If  you  have  capital  burning  a  hole  in  your 
pocket,  buy  a  boiler,  a  fermentation  vat  and 
a  bottling  machine.  By  Christopher  Steiner 

198  Flight  From  the  Phoenix 

The  Phoenix  Four  hedge  fund  promised  monthly 
redemption  privileges.  Until  it  ran  out  of  money. 
By  Michael  Maiello  and  Amanda  Schupak 
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40  The  Big  Sleazy  Nine  months  after 
Hurricane  Katrina,  the  recovery  effort  has 
been  slow,  expensive — and  riddled  with 
fraud.  By  Elizabeth  MacDonald  and 
Megha  Bahree 

42  Death,  Taxes  and  Uncertainty 

Chaos,  thy  name  is  the  new  tax  cuts. 
By  Janet  Novack 

46  Gore,  Inc.  The  former  vice  president 
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wants  to  peer  into  your  engine  remotely  to 
detect  problems  early — and  save  itself  a 
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If  being  treated  fairly  and  paid  quickly  are  important  to  you 
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Chubb,  Box  1615.  Warren,  NJ  07061-1615.  ©  2005  Chubb  &  Son,  a  division  of  Federal  Insurance  Company. 
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_Side  Lines  

Take  Your  Chances 

GOOD  NEWS  FOR  UPPER-BRACKET  INVESTORS:  BEGINNING  IN  2010, 
a  magnificent  tax-planning  device  known  as  the  Roth  conversion 
will  be  available  to  savers  in  all  income  groups.  With  Roth,  you  pay 
tax  up  front  on  retirement  savings  but  are  promised  a  tax  holiday 
on  withdrawals.  Roth  accounts  of  various  sorts  are  already  allowed, 
but  this  new  law  permits 
older-style  IRAs  to  be 
converted.  See  Janet  No- 
vack's  story  on  page  42. 

Bad  news:  Con- 
gress could  pull  the  rug 
out  from  underneath 
you.  In  the  case  of  the  Roth 
conversion,  this  is  more  than 
remote  probability. 

Look  closely  at  the  strange  arith- 
metic that  Congress  uses  to  keep  budget  deficits  within  bounds. 
It  counts  only  a  decade  of  revenue  effects  from  tax  changes.  Now, 
Roth  conversions  have  the  effect  of  initially  goosing  up  tax  collec- 
tions (as  rich  people  opt  to  accelerate  their  tax  bills)  but  losing 
money  in  later  years.  The  ingenious  tax-writing  legislators  have 
arranged  the  Roth  conversion  law  to  come  into  effect  four  years 
from  now.  Inside  the  narrow  budget  projection  window,  the  rev- 
enue-enhancing early  years  are  counted.  The  loser  years  are 
mostly  beyond  the  time  horizon.  So  Congress  can  kid  itself  that 
liberalizing  Roth  conversion  rules  helps  pay  for  the  Iraq  war. 

Come  2010,  what  do  we  have  in  our  ten-year  budget  window 
for  Roth?  A  few  revenue-enhancing  early  years  followed  by  a  lot 
of  revenue-losing  out-years.  On  balance,  a  budget  loser.  So,  how 
would  the  revenuers  score  a  law  that  strangled  the  Roth  conver- 
sion in  its  crib?  As  a  revenue  raiser. 

Hows  that?  Enacting  a  certain  tax  law  is  a  revenue  raiser. 
Repealing  the  tax  law  is  also  a  revenue  raiser.  This  is  how  the 
folks  on  Capitol  Hill  balance  their  books.  Bernie  Ebbers'  account- 
ants were  never  this  clever. 

Those  retirement  planning  tools  from  outfits  like  Financial 
Engines  use  something  called  Monte  Carlo  methods  to  calculate 
the  probability  that  you  will  outlive  your  savings.  The  software 
has  odds  assigned  to  the  possibility  that  stocks  go  gangbusters,  to 
the  possibility  that  they  sink  like  stones  and  to  every  possible  out- 
come in  between.  What  they  don't  do,  but  should,  is  assign  prob- 
abilities to  various  behaviors  by  future  Congresses.  My  off-the- 
cuff  estimates:  that  the  new  Roth  rule  is  repealed  before  taking 
effect,  85%;  that  people  who  have  existing  Roth  accounts  and 
paid  tax  will  be  double-crossed  in  some  way,  25%;  that  we  will 
ever  get  a  predictable  and  simple  tax  code,  1%. 
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— — —  Dream  the  impossible,  — -— 

not- so -impossible 
merely  improbable, 

hev-I-can-do-this  dream. 


■■■KB 


Are  you  part  of  the  "can-do"  generation?  The  generation  of  people 
revolutionizing  retirement  by  chasing  their  dreams— as  well  as  their 
grandchildren?  At  Lincoln  Financial  Group,  we  have  a  full  array  of  tools  to 
help  you  balance  protection  with  growth  potential,  and  meet  income  needs 
that  change,  like  yourself,  over  time.  For  more  retirement  income  solutions, 
see  your  financial  advisor,  visit  LFG.com/retire  or  call  1-877-ASK-LINCOLN. 

Retirement     Investments     Financial  Planning     Life  Insurance 


□Lincoln 


Financial  Group® 

Heilo  future: 


Securities  distributed  by  Lincoln  Financial  Distributors,  Inc.,  member  NASD,  SIPC.  Insurance  offered  through  Lincoln  affiliates,  Lincoln  Financial  Group  is  the  marketing  name  for  Lincoln  National  Corp.  and  its  affiliates.  ©2006  Lincoln  National  Corp. 
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The  word  "engineering"  means 
different  things  to  different  people. 


2007 


TO  STUDY  THE  EXTERIOR  LINES  OF  THE  2007  SL-CLASS  IS  TO  STUDY  A  WORK  OF  ART. 
To  carefully  examine  its  mechanical  systems,  internal  components  and  technological 
advancements  is  to  behold  another  level  of  beauty  altogether -and  to  understand  the  Mercedes-Benz 
definition  of  engineering. 


The  retractable  hardtop 
is  a  marvel  of  its  own. 
Eleven  separate  hydraulic 
cylinders  work  in  concert  to  effortlessly  conceal  it 
within  the  trunk  in  a  scant  16  seconds.  And  with 
the  top  up  or  down,  the  SL  slices  the  air  with  an 
unmatched  aerodynamic  proficiency. 

This  car's  impeccable  handling  is  a  product  of  both  an 
exceptionally  rigid  body  and  a  development  known  as 
Active  Body  Control.  This  system  continuously  stabilizes 
the  car  during  cornering  as  well  as  acceleration  and 


braking.  Explained  here  in  a  single  sentence,  it  is  the 
result  of  years  of  research;  a  feature  which  seems  to 
almost  defy  the  laws  of  physics,  delivering  a  ride  which 
is  nothing  short  of  breathtaking. 

Inside  the  cabin  of  the  SL,  every  dial  and  switch  has 
been  painstakingly  engineered  to  provide  a  balance 
of  aesthetics  and  function.  Luxury  is  abundant  but 
never  superfluous.  Driver  and  passenger  experience 
all  the  comforts  of  a  Mercedes-Benz,  and  all  the 
invigorating  performance  characteristics  of  our 
finest  roadster. 
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Readers  Say 
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Hard  Act  to  Swallow 

Big  Pharmas  "addiction"  to  marketing  is  not  the  "triumph  of  salesmanship  over 
science"  you  describe  in  "Pill  Pushers"  (May  8,  p.  94).  The  growth  of  pharma 
research  on  difficult-to-treat  diseases,  plus  greater  industry  regulation,  has 
lengthened  the  time  needed  to  develop  new  drugs.  Consumer  demand  for 
lower  drug  prices  and  competition  from  generics  have  lowered  returns  on 
investment.  The  industry,  in  turn,  has  intensified  its  drug-marketing  efforts  to 
stimulate  sales  and  improve  ROI. 

WILLIAM  K.  HALL 
Adjunct  Professor  of  Corporate  Strategy 
Ross  School  of  Business,  University  of  Michigan 

Ann  Arbor,  Mich. 


You  hit  the  nail  on  the  head.  To  per- 
mit advertising  of  prescription  drugs 
is  a  major  mistake.  Such  ads  play  on 
emotions,  using  humor  and  celebrity 
endorsements.  Medicine  is  not  a  busi- 
ness like  any  other — there  should  be 
limits. 

WALTER  M.  GERHOLD 
Osprey,  Fla. 


HHMMI 


Spiel  of  Fortune 

You  make  a  surprising  claim  in  "The 
Fortunes  of  Kings,  Queens  and  Dicta- 
tors" (May  22,  p.  56):  that  President 
Teodoro  Obiang  Nguema  Mbasogo  has 
a  personal  fortune  of  $600  million  based 
on  funds  Equatorial  Guinea  holds  in 
Riggs  Bank.  In  no  way  are  these  funds 
part  of  the  property  or  personal  wealth 
of  the  president.  Rather,  government 
spending  is  directed  to  sectors  such  as 
health,  education  and  potable  water. 

MIGUEL  OYONO 
Spokesman 

Government  of  Equatorial  Guinea 
Malabo,  Equatorial  Guinea 

Overhead  Baggage 

"Even  Giving  Money  Away  Carries  a 
Cost"  (Informer,  May  8,  p.  44)  misrepre- 
sents the  activities  of  the  Commonwealth 
Fund.  Most  foundations  only  make  grants 
and  are  not  involved  in  the  results  of  the 
projects  they  fund — and  thus  have  low 
overhead.  Value-added  foundations  like 
the  Commonwealth  Fund  conduct  their 
own  research,  working  in  partnership  with 


grantees.  In  fact,  80%  of  our  spending  is 
devoted  to  grants  and  research,  along  with 
communications  aimed  at  improving  the 
U.S.  health  care  system. 

JOHN  E.  CRAIG  JR. 
Chief  Operating  Officer 
The  Commonwealth  Fund 
New  York,  N.Y. 

System  Crash 

In  "Sun  Down"  (May  22,  p.  46)  we  mis- 
stated several  sales  figures  for  Sun's 
servers  and  microprocessors.  We  should 
have  said  that  sales  of  Sun  servers  pow- 
ered by  chips  from  Advanced  Micro 
Devices  grew  90%  last  year  to  $420  mil- 
lion of  Sun's  $5.8  billion  in  server  sales 
and  could  reach  $850  million  next  year. 
Sun's  Sparc  business  is  expected  to  fall 
from  $5.4  billion  last  year  to  $4.2  billion 
in  2007,  says  Martin  Kariithi,  analyst  at 
Technology  Business  Research  in 
Hampton,  N.H. 
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Florida  Guardian  ad  Litem  Saw  the  Future  of  Child  Advocacy. 

Citrix  Provided  Access. 


"Custody  rulings.  Foster  care.  Adoptions.  Our  founding  vision  was  to  give  every  abused 
and  neglected  child  in  Florida  a  strong  advocate  in  court.  Two  years  later,  we're  well  on 
our  way.  Today  program  staff,  attorneys  and  over  5,000  volunteers  represent  more 
than  27,000  children.  Instead  of  information  in  file  drawers  scattered  all  over  the  state, 
Citrix  software  gives  advocates  secure  access  to  our  case  management  system  from 
anywhere.  Resources  are  precious,  so  we  must  apply  them  wisely  not  waste  time 
chasing  data.  These  kids  depend  on  us.  That's  why  we're  depending  on  Citrix  to  take 
us  the  rest  of  the  way  to  advocate  every  Florida  child  in  need. " 

JOHNNY  C.  WHITE 

CIO 

Florida  Guardian  ad  Litem  Program 


Access  your  future  today  at 
citrix.com. 


©2006  Citrix  Systems,  Inc.  All  rights  reserved.  Citrix*  is  a  trademark  of  Citrix  Systems,  Inc. 
and/or  one  or  more  of  its  subsidiaries,  and  may  be  registered  in  the  United  States  Patent 
and  Trademark  Office  and  in  other  countries.  All  other  trademarks  and  registered 
trademarks  are  the  property  of  their  respective  owners. 


CITRIX 


To  learn  more  or  see  special  offers,  visit  hp.com/go/colorsavings. 
Call  1-800-888-3119.  Visit  your  reseller  or  retailer. 

©2006  Hewlett-Packard  Development  Company,  L.P  Estimoted  U.S.  retail  price  Actual  price  may  vary.  Simuloled  images. 
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HP  Color  LaserJet  2600a 
Up  to  8  pages  a  minute. 
More  affordable  than  ever. 

$399. 


HP  Color  Laserjet  3600a 
Up  to  17  pages  a  minute. 
A  great  fit  for  a  growing  business. 

$699 


FASTEST 

HP  Color  LaserJet  3800a 
Up  to  22  pages  a  minute. 
There's  no  deadline  it  can't  meet. 

$999 


Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding." 


Nettlesome  Idea 


BEWARE,  INVESTORS,  OF  AN  IDEA  CALLED  "NET  NEUTRALITY."  IF 
it  becomes  law,  you  will  be  hurt — because  the  economy  will  be  hurt. 

Net  neutrality's  seemingly  benign,  superficial  appeal  is  that 
Internet  network  providers  would  have  to  give  equal  treatment 
to  all  traffic  on  their  networks,  with  no  transmissions  getting 
preference  over  others. 

The  major  telecom  firms,  such  as  Verizon  and  AT&T,  are 
pouring  billions  of  dollars  into  building  extensive  fiber-optic  net- 
works. Among  other  things,  they  are  beginning  to  provide  televi- 
sion programming  to  compete  with  cable  companies,  which,  in 
turn,  are  going  into  the  telephone  business.  The  telecoms  also 
want  to  offer  new  services  with  which  providers,  for  a  fee,  could 
have  certain  kinds  of  traffic  move  faster  than  others.  It  would  be 
similar  to  sending  a  letter  via  FedEx  versus  traditional  mail.  You 
pay  a  premium  to  FedEx  for  speed  and  reliability.  But  net  neu- 
trality regulations  would  bar  this  kind  of  tiering. 

Why  are  outfits  like  Google  pushing  Congress  and  the  Fed- 
eral Communications  Commission  to  bar  such  practices? 
Because  they  fear  that  Verizon  et  al.  could  discriminate  against 


them  by  arbitrarily  charging  them  higher  prices  or  by  not  offer- 
ing them  on  their  networks. 

Networkers  shouldn't  be  permitted  to  discriminate  against 
particular  Web  sites  or  services,  but  they  should  otherwise  be  free 
to  do  as  they  see  fit.  Only  in  this  way  will  the  necessary  invest- 
ments be  made  to  bring  us  out  of  our  high-tech  Stone  Age. 

Net  neutrality  would  discourage  the  kind  of  investments 
Verizon  and  others  are  making.  It  would  be  equivalent  to  the 
disastrous  1996  Telecommunications  Act,  which  forced  the  tele- 
coms to  provide  access  to  competitors  at  below-market  prices,  a 
critical  reason  that  we  haven't  developed  broadband  the  way 
numerous  other  countries,  such  as  South  Korea  and  Japan,  have. 
Experts  say  we  are  technologically  years  behind.  Net  neutrality 
would  require  voluminous  regulations  to  ensure  that  all  traffic  is 
priced  the  same. 

Even  today  there's  not  true  net  neutrality.  People  and  compa- 
nies have  developed  elaborate  firewalls  and  filters  to  combat 
viruses.  Individuals  pay  premiums  to  get  DSL. 

Net  neutrality  would  be  a  net  disaster. 


Gag  Rules  and  Silly  Regs  Harm  Investors 


WARREN  BUFFETT  AND  A  NUMBER  OF  OTHER  INVESTORS  VIGOR- 
ously  oppose  management  "guidance"  concerning  quarterly 
earnings.  Corporate  executives  give  a  range  to  analysts  of  what  to 
expect — say,  15  cents  to  18  cents  a  share  and  a  fiscal  year  forecast  of 
75  cents  to  80  cents.  The  Buffetts  of  the  world  believe  these  com- 
pany earnings  forecasts  accentuate  a  short-term 
focus.  Some  in  Congress  want  the  government 
to  ban  quarterly-earnings  guidance  altogether. 

The  sentiment  is  noble — but  misguided. 
Sure,  a  company  that  misses  the  earnings  range  it 
gave  investors  may  have  its  stock  hit  hard,  but  if 
its  long-term  fundamentals  are  sound,  the  price 
will  move  up  again.  Managers  should  be  encour- 
aged to  provide  information  instead  of  withhold- 
ing it  in  the  name  of  a  "long-term  perspective." 
All  too  often  the  CEOs  who  don't  provide  guid- 
ance are  those  whose  companies  are  heading  into 
troubled  waters.  Whatever  the  case,  the  decision 
on  earnings  forecasts  should  be  left  to  manage- 
ment, not  to  Washington  politicians  or  regulators. 

Last  year  the  National  Association  of  Securities  Dealers  actu- 
ally fined  a  stock  analyst  $75,000  for  repeating  a  rumor  that  a 
particular  company  was  going  to  have  trouble  from  its  largest 
customer.  The  rumor  wasn't  true,  but  the  analyst  made  money 
because  he  had  shorted  the  stock. 


Jail  sentences  a  la  Bernie  Ebbers' 
best  curb  corporate  malfeasance 


Again,  the  motives  were  virtuous,  but  the  actions  were 
wrong.  The  analyst  did  not  cover  the  company  in  question,  nor 
did  he  originate  or  make  up  the  rumor.  This  disciplinary  action 
will  only  hurt  the  spread  of  information  and  provide  fodder  for 
rapacious  trial  lawyers.  Having  an  open-information  atmosphere 
is  a  positive,  not  a  negative.  The  markets  will 
eventually  judge  whether  the  information  is 
accurate  or  not. 

Washington's  been  going  in  for  an  orgy  of 
regulation  in  the  wake  of  the  high-tech  bubble's 
bursting  and  the  corporate  scandals  of  the  early 
part  of  this  decade.  Some  of  it  is  useful,  but 
much  of  it  has  been  destructive.  The  Sarbanes- 
Oxley  Act  has  imposed  enormous  costs  on  busi- 
nesses, particularly  small  ones,  yet  these  paper- 
work burdens  have  not  prevented  corporate 
fraud.  (And  this  bureaucratic  delight  didn't  ban 
corporate  executives  from  lucratively  backdat- 
ing stock  options,  thereby  generating  huge  gains 
with  virtually  no  risk.)  Those  intent  on  wrong- 
doing will  easily  find  ways  around  paper  barriers.  In  a  free  mar- 
ket this  wrongdoing  will  eventually  be  found  out.  The  best  deter- 
rent is  what  has  already  happened — stiff  sentences  for  the  guilty. 
No  one  wants  to  emulate  Bernie  Ebbers,  disgraced  former  chief 
of  WorldCom,  who  was  sentenced  to  25  years  in  the  slammer. 
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Fact  and  Comment 


Happy  Capitalist  Warrior 


LOUIS  RUKEYSER,  WHO  DIED  IN  MAY  AT  AGE  73,  NOT  ONLY 
invented  TV  financial  journalism  with  his  show  Wall  Street  Week 
but  also  achieved  audience  levels  that  are  still  envied  today.  Why 
this  extraordinary  success  for  more  than  three  decades? 

•  Rukeysers  bedrock  belief  in  U.S.-style  entrepreneurial  capitalism. 

•  His  disdain  for  pessimistic,  Chicken  Little-like  punditry— 
beloved  by  so  much  of  the  mainstream  media — was  in  synch  with 
the  basic  optimism  of  most  Americans. 

•  His  belief  that  the  typical  individual 
could  make  a  profit  in  the  market  by 
getting  good  advice  and  sticking  to 
basic  commonsense  rules. 

•  His  role  as  the  individual  investors  cham- 
pion. He  was  on  our  side.  He  worked  hard 
to  make  complex  ideas  accessible  and 
understandable.  His  cheerful-Olympian 
approach  never  descended  into  conde- 
scension. Guests  could  elaborate  beyond 
sound  bites,  but  they  had  to  be  crystal  clear  in  making  their  points 
so  that  every  viewer  could  understand  what  they  were  getting  at. 
While  respectful  and  gracious,  Lou  never  took  experts  too  seriously. 
He  also  avoided  getting  caught  up  in  fads  and  emotions. 

•  His  obvious  enjoyment  of  life  was  immensely  appealing. 

A  true  professional,  Louis  Rukeyser  made  finance  and  invest- 
ing— and  doing  the  show — look  easy.  He  even  fooled  Maryland 
Public  Television,  whence  his  show  originated  each  week  from 


1970  to  2002.  When  the  station  decided  Rukeysers  time  had 
passed  and  tried  to  phase  him  out,  he  challenged  them  on  it  on 
the  air  and  was  prompdy  fired.  Fortune  magazine  took  over  the 
show.  Result:  Ratings  plummeted,  and  last  year  the  show  was  can- 
celed. Rukeyser,  however,  was  thriving  again  with  his  new  show 
on  CNBC — until  his  batde  with  cancer  forced  him  off  the  air. 
The  man's  energies  were  prodigious,  and  his  ability  to  work  under 
pressure  never  ceased  to  amaze  me.  I  was 
privileged  to  appear  on  his  show  a  hand- 
ful of  times.  Often  on  the  road,  he  would 
arrive  at  the  studio  from  the  airport 
shortly  before  the  show  was  to  broadcast 
Hed  go  into  a  room  and  write  out  his  in- 
troductory commentary.  His  stuff  was 
always  fresh,  funny  and  insightful.  How 
he  came  up  with  such  wonderful  mate- 
rial with  such  unmerciful  deadlines  star- 
ing him  right  in  the  face  is  a  marvel. 
Lou  also  defied  the  conventional  wisdom  about  speaking  to 
live  audiences.  His  lectures  were  often  up  to  two  hours  in  length. 
Most  speakers  lose  people  if  they  go  beyond  20  to  30  minutes. 
Yet  Rukeyser  would  both  educate  you  and  hold  your  interest. 

We  will  miss  Lou  Rukeyser,  especially  now  when  the  U.S.  and 
global  economies  are  going  gangbusters  and  the  media  is  saturated 
with  downbeat  assessments.  One  yearns  for  Rukeysers  urbane 
way  of  puncturing  such  unsubstantiated,  pretentious  pessimism. 


Mystery  Man 


Sunstroke — by  Jesse  Kellerman  (CP.  Putnam's  Sons,  $24.95).  Im- 
pressive debut  catapulting  playwright-turned-novelist  Kellerman  into 
the  first  ranks  of  mystery/suspense  writers.  The  dialogue 
crackles,  and  the  plot  briskly  and  plausibly  moves  ahead. 
Places,  characters  and  emotions  are  superbly  evoked. 
The  theme  of  this  tale  is  an  ancient  one:  We  think  we 
know  someone  well,  but  it  turns  out  we  don't  at  all. 

In  this  case  Gloria  Mendez,  a  36-year-old  secre- 
tary, has  worked  for  years  for  Carl  Perreira,  owner  of 
a  novelty  toy  company.  Gloria  has  fantasized  about 
marrying  Carl,  but  even  though  they've  worked 


closely  together,  he's  never  made  any  romantic  moves.  The  story 
revolves  around  Carl's  disappearance  in  Mexico.  A  determined 
Gloria  painstakingly  finds  out  where  he  might  have 
had  an  accident  and  goes  to  search  for  him — or  at 
least  to  locate  and  claim  his  body. 

Startling  discoveries  and  violence  ensue.  The 
dusty,  depressed  town  where  Carl  apparently  died 
and  its  unsavory  police  chief  are  brought  to  life  par- 
ticularly vividly. 

This  is  a  page-turner  whodunit  with  an  impres- 
sive dose  of  Dostoyevsky. 


RESTAURANTS:  GO,  ,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


9  Philippe— 33  East  60th  St.  (Tel.:  212-644-8885).  The  entrance 
to  this  new  and  supertrendy  establishment  is  crowded  and  noisy, 
but  once  you're  inside  the  dining  room  all  is  a  sea  of  calm.  The 
Chinese  cuisine  here  is  some  of  the  most  delicious  in  the  city.  Par- 
ticularly memorable:  exquisite  and  unusual  jade  dumplings,  great 
Singapore  noodles,  divine  filet  mignon  and  delectable  Peking 
duck.  Desserts  are  yummy.  One  caveat:  It  is  very  expensive. 
•  La  Focaccia— 51  Bank  Street,  at  West  4th  St.  (Tel.:  212-675- 


3754).  A  delightful  place  for  anyone  wanting  some  old-fashioned 
Greenwich  Village  ambience.  The  food  is  satisfying  and  tasty, 
and  be  sure  to  try  the  mushroom  polenta. 
9  Roberto  Passon— 741  Ninth  Ave.,  at  50th  St.  (Tel.:  212-582- 
5599).  This  is  a  charming  spot  at  which  to  eat  absolutely  first- 
rate  Italian  fare  before  or  after  the  theater.  The  fried  calamari, 
grilled  branzino  and  red  beet  salad  are  outstanding,  and  the 
pastas  are  scrumptious.  F 
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WHERE  DO  7  OF  THE  TOP  10  FORTUNE  100® 
TURN  FOR  THEIR  I.T.  NEEDS? 

TO  THE  BIGGEST  I.T.  COMPANY  YOU'VE  PROBABLY  NEVER  HEARD  OF. 


Presenting  Tata  Consultancy  Services,  TCS,  the  creator  of  the  Network  Delivery  Model  for 
software  development.  For  over  35  years  TCS  has  been  the  provider  of  choice  for 
hundreds  of  customers  around  the  globe,  including  seven  of  the  top  ten  FORTUNE  100'" 
companies.  TCS,  with  revenues  of  $2.97  billion  in  FY  2005/06,  serves  its  customers  with 
over  63,000  expert  associates  from  53  countries  around  the  globe,  including  9,000 
employees  in  50  locations  throughout  the  U.S. 

It's  time  you  got  to  know  the  biggest  I.T.  company  you've  probably  never  heard  of.  For  a 
more  complete  introduction,  email  marketing@usa-tcs.com  or  visit  us  online  at 
www.tcs.com. 


TATA  CONSULTANCY  SERVICES 


I.T.  Services  /  Business  Solutions  / 


c  2006  Tata  Consultancy  Services  Ltd.  All  rights  reserved.  Tata  Consultancy  Services  and  the  Tata  Consultancy  Services  logo  are  registered  trademarks  of  Tata  Consultancy  Services  Ltd. 


Other  Comments 


It  takes  two  to  make  peace. 

—JOHN  F.  KENNEDY 


Lost  in  Translation  Its  not  easy  to  be  an  enlightened 
liberal  internationalist  these  days.  An  enlightened  liberal  interna- 
tionalist wants  to  send  troops  to  the  Sudanese  region  of  Darfur  to 
protect  a  majority  Muslim  population  against  murderous  Islamic 
extremist  militias.  On  the  other  hand,  he  or  she  must  oppose  keep- 
ing troops  in  Iraq  to  protect  a  majority  Muslim  population  against 
murderous  Islamic  extremist  militias.  The  enlightened  liberal  inter- 
nationalist wants  to  use  U.S.  airpower  to  stop  Osama  bin  Ladens 
allies  in  Khartoum  from  committing  terrorist  atrocities.  On  the  other 
hand,  he  or  she  must  condemn  the  use  of  U.S.  airpower  to  stop  Osama 
bin  Ladens  allies  in  Iraq  from  committing  terrorist  atrocities. 

—DAVID  FRUM,  American  Enterprise  Institute, 
National  Post  (Canada) 

Off  the  Mark  Many  experts  say  guidance  inappropri- 
ately forces  investors  to  focus  on  the  short  run  at  the  expense  of 
the  long  run.  By  eliminating  guidance,  they  say,  investors  will 
stop  overreacting  to  earnings  announcements  that  miss  the  mark 
by  a  penny  or  two.  Instead,  investors  will  pay  more  attention  to 
managements  long-run  business  plans.  And  long-run  success  is 
much  more  important  than  short-run  results.  Yet  the  long  run 
is  really  nothing  more  than  a  consecutive  string  of  short  runs. 
Indeed,  short- run  achievements  are  the  best  indicator  we  have  of 
whether  the  firm  is  on  track  to  achieve  its  long-run  goals. 

So  defenders  of  this  latest  trend  in  the  corporate  sector  are  in 
the  awkward  position  of  arguing  that  investors  are  better  off  having 
less  information.  As  a  result,  we  will  have  greater  uncertainty.  And 
greater  uncertainty  means  more  risk,  which  by  definition  means 
lower  stock  prices.  Ironically,  many  of  those  who  call  for  an  end  to 
guidance  have  also  criticized  the  analysts  for  doing  such  a  poor  job 
of  forecasting  quarterly  earnings.  Perhaps  some  analysts  have  done 
little  more  than  regurgitate  what  they  were  spoon-fed  by  the  cor- 
porations that  they  cover.  Most  analysts,  however,  do  painstaking 


"No,  but  I  can  tell  you  the  meaning  of  whole  or  term  life  insurance." 


research  and  try  to  identify  where  management's  assumptions 
may  be  off  the  mark.  Yet  if  all  this  analysis  hasn't  resulted  in  more 
accurate  earnings  projections,  why  in  the  world  does  anyone 
think  that  the  elimination  of  guidance  will  make  things  better? 
Without  guidance,  the  gap  between  actual  earnings  and  the 
consensus  estimate,  which  is  already  large,  will  only  be  larger. 

— VAHAN  IANJIGIAN,  editor,  Forbes  Growth  Investor 

Stabilizing  Factor  The  mere  intellect  is  perverse;  it 
takes  all  sides,  maintains  all  paradoxes,  and  comes  to  understand- 
ing only  when  it  listens  to  the  whisperings  of  common  sense. 

—JOHN  LANCASTER  SPALDING 

Holding  Us  Back  If  ever  an  economic  sector  needed  a 
coherent  vision  for  substantial  liberalization,  the  massive  telecom- 
munications marketplace  is  it.  If  we  were  starting  from  a  clean 
slate  in  today's  world,  we  wouldn't  create  a  Federal  Communica- 
tions Commission  with  command  over  price,  entry  and  services. 
Internet  technologies  have  been  among  mankind's  most  liberat- 
ing technologies;  erasing  distance,  making  broadcasters  of  thou- 
sands. Today's  communications  landscape  has  given  individuals  a 
freedom  of  speech  that  the  framers  could  never  have  imagined. 

Public  interest  and  airwave  scarcity  rationalizations  have  long 
justified  telecom  regulation.  But  in  today's  world,  a  large  govern- 
ment bureaucracy  inhibits  new  infrastructure  development, 
options  and  freedom  of  speech.  A  study  by  economist  Jerry  Ellig 
finds  government  telecommunications  regulation  has  cost  con- 
sumers up  to  $105  billion  annually  in  higher  prices  and  foregone 
services.  Yet  a  pro-regulatory  discussion  dominates  Washington. 

Although  reform  bills  so  far  only  change  one  bulb  for 

another,  there's  hope  someone  in  Congress  will  one  day  propose  g 

turning  out  the  lights  at  the  FCC.  We've  seen  the  phaseout  of  the  | 

Civil  Aeronautics  Board  and  the  Interstate  Commerce  Commis-  £ 

sion.  It's  only  a  matter  of  time  until  it's  the  FCC's  turn  to  transi-  * 

tion  public  interest  regulation  to  the  marketplace.  ^ 

—CLYDE  WAYNE  CREWS,  Competitive  Enterprise  Institute,  | 

Washington  Times  1 
S 

Misdirected  Denunciation  Something  interest-  5 

ing  is  happening  with  regard  to  the  crisis  over  Iran's  nuclear  ambi-  | 

tions.  Slowly  the  blame  is  shifting  from  the  mullahs  to  the  Bush  | 

Administration  as  the  debate  is  redirected  to  tackle  the  hypothet-  < 

ical  question  of  U.S.  military  action  rather  than  the  Islamic  J 

o 

Republic's  real  misdeeds.  "No  War  on  Iran"  placards  are  already  ~ 
appearing  where  "No  Nukes  for  Iran"  would  make  more  sense.  c 
— AMIRTAHERI,  Opinion] ournal.com  g 

Living  Into  Generosity  Real  richness  is  in  how  £ 

you  spend  your  money.  * 

—JACQUES  LIPCHITZ      F  o 


28      FORBES      JUNE  5,  2006 


igjim  Cryle  MASTER  DISTILLER/or  his  PREFER 
is  like  asking  a  father  to  play  favorites.  In  thiu 


eighteen  is  FIRST  in  line  for  the  inheritance 


\fier  18  years  it  is  especially  h  a  r  d  to 
tt go.  Time  and  again  JIM  CRYLE 
ises  to  the  CHALLENGE.  He  watches 
is  whisky  MATURE  for  eighteen  years, 


then  sends  each  BOTTLE  into  them 
Selfless  actions  from  a  selfless  m% 
so  you  can  taste  the  excellenc 
is  the  SINGLE  MALT  that  started 


SINGLE  MALT  SCOTCH 
WHISKY 


GUARANTEED 


18 


YEARS  OF  Ai 


THE  SINGLE  MALT  THAT  STARTED  IT  ALL/ 


Current  Events 


By  Paul  Johnson 


9 


First  Editions  Are  Not  Gold 


A  FIRST  EDITION  IS  A  RARITY,  NOT  A  WORK  OF  ART. 

There's  some  tut-tutting  going  on  in  London  over  the  Dr.  Williams' 
Library's  decision  to  sell  its  prize  possession,  an  almost  perfect  First 
Folio  of  William  Shakespeare's  work.  It  is  expected  to  fetch  up  to 
£3.5  million  ($6.5  million)  when  Sotheby's  auctions  it  on  July  13.  The 
library  specializes  in  theology  and  the  history  of  nonconformity,  so 
the  Folio  has  no  obvious  role  on  its  shelves.  Selling  it  will  secure  the 
library's  future  and  save  a  good  deal  in  insurance  fees.  But  not  every- 
one agrees  that  institutions  have  a  right  to  sell  off  valuable  items  left 
to  them  in  perpetuity  by  benefactors,  and  there  is  talk  that  this  may 
be  the  thin  end  of  the  wedge.  Dr.  Williams'  also  owns  the  diary  of 
Henry  Crabb  Robinson,  one  of  my  favorites,  which  gives  splendid 
glimpses  of  Charles  Lamb,  William  Wordsworth,  William  Hazlitt  and 
others — as  well  as  a  fascinating  manuscript  of  George  Herbert's  poems. 
These  could  also  be  sold.  "So,"  ask  the  purists,  "where  will  it  end?" 

I  don't  get  worked  up  about  the  Folio.  If  I  had  one,  I  wouldn't 
know  what  to  do  with  it,  except  gaze  at  it  in  awe  and  be  terrified 
thieves  would  steal  it.  When  I  want  to  read  Shakespeare,  there  are 
many  more  convenient  texts.  Scholars,  of  course,  find  work  to  do 
on  this  edition,  but  they  can  do  it  most  comfortably  at  the  British 
Library,  the  Bodleian,  the  Library  of  Congress  or  other  similar 
caravanseries.  The  Folio  is  essentially  a  very  grand  first  edition. 
Forty  years  ago  I  started  collecting  first  editions,  especially  of  Vic- 
torian novelists  like  William  Makepeace  Thackeray,  Charles  Dick- 
ens and,  above  all,  Anthony  Trollope.  In  those  days  some  novels 
by  Trollope  were  hard  to  come  by  except  in  their  original  editions. 
So  I  went  around  collecting  them  and  acquired  a  dozen  or  so. 

Eventually  my  zeal  for  first  editions  evaporated,  and  I  gave  away 
or  sold  most  of  those  I  possessed  I  did  keep  a  few,  and  the  other  day 
I  picked  up  a  volume  of  my  first  edition  of  The  Last  Chronicle  of Barset. 
It  was  a  bit  crumbly,  and  I  soon  gave  up  reading  it,  switching  to  a 
modern  edition.  Unless  you're  a  true  bibliophile  and  care  desperately 
about  minor  discrepancies,  the  first  edition  game  is  a  lot  of  nonsense. 

It's  true  that  some  first  editions  have  a  powerful  presence.  I'd 
like  to  own  the  original  edition  of  Sir  Walter  Raleigh's  The  History 
of  the  World,  which  he  wrote  while  imprisoned  in  the  Tower  of 
London  by  James  I,  who  eventually  had  Raleigh  executed. 

I  once  came  across  a  first  edition  of  Pride  and  Prejudice  in  an 
Irish  country-house  library.  Such  private  book  rooms,  found  at 
their  best  in  Ireland,  are  the  perfect  places  for  reading.  Sir  Harold 
Nicolson  described  the  one  at  Clandeboye  in  Ulster  as  "the  nicest 
room  in  the  world,"  and  the  library  at  Tullynally  in  Westmeath  is 
equally  delectable.  Anyway,  I  read  Pride  and  Prejudice  right 
through  in  its  original  edition — and  it  was  a  special  pleasure  I'll 


never  forget.  I  would  certainly  like  to  own  a  first  edition  of  Emma, 
though  if  I  had  to  choose  between  it  and  an  original  letter  of  Jane 
Austen's  uncensored  by  her  sister  Cassandra  or  any  other  of  her 
overprotective  family  members,  I'd  unhesitatingly  pick  the  letter. 

After  all,  a  first  edition  is  only  another  copy  of  a  book  that,  no  mat- 
ter how  famous,  you  may  not  wish  to  read,  or  reread  When  I  was  15, 
I  read  Wuthering  Heights,  and  the  next  year  Sons  and  Lovers.  Both  books 
bowled  me  over — I  was  devastated  and  exalted  by  this  double  whammy 
(not  an  expression  we  used  in  the  years  1943-44)  of  subversive  genius. 
But  nothing  on  Earth  would  persuade  me  to  read  either  again,  not 
even  possessing  the  first  editions.  For  me,  once  a  book  of  a  highly  emo- 
tive kind  has  done  its  powerful  work,  rereading  it  is  taboo.  And  re- 
ally, how  else  do  you  make  use  of  a  first  edition  except  by  reading  it? 

Putting  the  Duke  to  Sleep 

I  love  the  story  of  the  old  8th  Duke  of  Devonshire  and  his  library. 
He  spent  most  of  his  life  as  the  Marquess  of  Harrington  (Harty-Tarty) 
and  as  a  Liberal  MP  and  Cabinet  minister.  He  was  a  strong  supporter 
of  Prime  Minister  William  Gladstone  until  they  parted  company  over 
Home  Rule  and  Harty-Tarty  went  on  to  found  the  Liberal  Union- 
ist Party  with  Joseph  Chamberlain.  I  suppose  that  he  was  not  as  often 
at  his  Chatsworth  estate  as  he  would  have  liked  and  was  therefore 
less  familiar  with  its  unrivaled  collections  as  he  ought  to  have  been. 
Anyway,  one  afternoon  (after  succeeding  to  the  dukedom)  he  wan- 
dered into  the  library  and  peered  about.  The  librarian  came  up  and 
asked  if  he  could  be  of  service.  "Yes.  Show  me  something  interest- 
ing." The  man  came  back  with  that  great  rarity,  a  copy  of  the  first 
edition  of  Paradise  Lost.  "Ah,"  said  the  Duke.  "This  poem  is  very  fa- 
mous, isn't  it?  I've  never  read  it.  What  a  treat!"  An  hour  later  the  li- 
brarian returned.  The  Duke  was  fast  asleep.  So  the  precious  volume 
was  gently  withdrawn  from  the  ducal  hands  and  restored  to  its  place. 
His  Grace's  inattention  to  John  Milton  is  not  as  condemnatory  as 
might  be  thought,  since  he  occasionally  fell  asleep  in  Cabinet  meet- 
ings, sometimes  when  Mr.  Gladstone  himself  was  expostulating. 

A  first  edition,  even  a  grand  one,  may  put  you  to  sleep.  But 
not  so  a  manuscript.  That  is  a  unique  and  living  thing,  not  exacdy 
a  work  of  art  but  a  prism  of  the  creative  act.  Imagine,  for  instance, 
owning  the  original  holograph  of  Madame  Bovary  (now  in  the 
Bibliotheque  Nationale)  with  all  of  Gustave  Flaubert's  frenzied 
second,  third  and  fourth  thoughts  scribbled  all  over  it.  Or  better 
still,  the  complete  manuscript  of  A  Christmas  Carol,  now  the 
pride  of  New  York's  Morgan  Library,  the  writing  and  overwriting 
of  which  positively  vibrates  with  Dickens'  genius,  throbbing  away 
at  top  pitch.  No  chance  of  falling  asleep  over  that,  I'd  say.  F 


I  Forbes 


Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan  Yew,  minister  mentor  of  Singapore;  and  Ernesto  Zedillo,  director, 
Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico,  rotate  in  writing  this  column. 
To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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n  a  people-ready  business,  people  make  it  happen.  People,  ready  with  software. 

When  you  give  your  people  tools  that  connect,  inform,  and  empower  them,  they're  ready, 
sady  to  collaborate  with  partners,  suppliers,  and  customers.  Ready  to  streamline  the 
chain,  beat  impossible  deadlines,  and  develop  ideas  that  can  sway  the  course  of 
ustry.  Ready  to  build  a  successful  business:  a  people-ready  business.  Microsoft  Software 
r  the  people-ready  business?"  To  learn  more,  visit  microsoft.com/peopleready 
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Digital  Rules 

By  Rich  Karlgaard,  publisher 


Why  Isn't  Socialism 


I  OWE  THIS  TITLE  TO  WRITER  LEE  HARRIS.  LAST  MONTH  HARRIS 
posed  this  headliner  question  in  a  piece  he  wrote  for  Tech  Cen- 
tral Stations  Web  site,  TCSDaily.  Harris  is  right  to  ask;  socialisms 
track  record  is  abysmal. 

The  milder  forms  of  it  have  yielded  economic  stagnation 
where  and  whenever  tried:  England  in  the  1970s;  France  today. 
The  more  impatient  strains — "socialism  in  a  hurry?'  as  Lenin  reput- 
edly called  communism — did  nothing  but  plunder  economies  and 
destroy  lives.  Their  fine  leaders  ordered  the  deaths  of  more  than 
100  million  people — Lenin  and  Stalin  (40  million),  Mao  (60  mil- 
lion) and  Pol  Pot  (2  million),  not  to  mention  that  syphilitic  dictator 
of  the  German  National  Socialist  Party,  Adolf  Hitler  ( 1 1  million 
directly,  another  35  million  through  the  war  he  started). 

By  all  rights  socialism  should  be  dead,  sealed  in  a  steel  vault  and 
buried  in  Hell.  Yet  the  disease  lives.  You  might  even  say  it's  spreading 
when  you  look  at  the  ascent  of  Hugo  Chavez  in  Venezuela,  Evo 
Morales  in  Bolivia,  Ken  Livingstone  in  London  and  the  "progres- 
sive" American  Net-based  left  (which  says  Hillary  Rodham  Clinton 
is  too  far  right).  What  accounts  for  socialism's  reappearance?  To  dis- 
cover the  answer,  we  must  ask  another  question.  Why  do  so  many 
people  around  the  world  hate  its  opposite — free-market  capitalism? 

Denial  on  the  Left 

Old  news,  but  worth  repeating  (since  the  mainstream  press  is  in 
denial):  U.S.  GDP  growth  for  the  first  quarter  clocked  in  at  a  whop- 
ping 4.8%.  Remember  that  this  figure  is  typically  revised  upward 
weeks  later.  Look  for  a  final  tally  of  5.0+%.  Gosh,  what  else  is  there 
to  say  about  the  roaring  U.S.  economy?  Oh,  yes.  Unemployment  is 
safely  below  5%,  and — wonder  of  wonders — even  the  New  York 
Times  admits  that  wages  are  rising  faster  than  inflation. 

And  the  bad  news?  Let's  see.  Could  it  be  the  crunch  in  U.S. 
manufacturing  jobs,  such  as  in  the  auto  industry?  Actually,  no, 
says  heartland  economy  expert  Jack  Schultz.  In  1990  there  were 
955,100  Americans  employed  in  the  auto  sector,  compared  with 
956,200  in  2005.  Thank  you,  Toyota,  Nissan,  Honda  and  BMW. 
The  stock  market  likes  what  it  sees.  The  Dow  has  been  flirting 
with  its  high  of  1 1,723,  set  in  January  2000. 

No  matter  how  you  look  at  it — from  business  starts  to  job 
growth  to  salaries  to  share  prices — the  American  form  of  free- 
market  capitalism  delivers  the  goods.  But  you'll  never  convince 
socialists  and  their  fellow  travelers  on  the  trendy  Left  that  any- 
thing good  has  occurred.  Or  that  freedom — in  the  form  of 
reduced  regulation  and  taxes — is  responsible.  Take  this  recent 
post  from  the  leftist  Daily  Kos  (the  Web  site  that  thinks  Hillary 
Clinton  is  too  far  right): 

"The  Bush  tax  cuts  were  designed  to  stimulate  the  economy  by 
giving  huge  tax  cuts  to  the  wealthy.  But  Voodoo  economics  (trickle- 


down  economics  or,  as  we  like  to  call  it  here,  trickled-on  economics) 
has  been  proven  over  and  over  again  to  NOT  WORK. . . .  Demand 
will  dry  up  if  there's  nobody  out  there  who  can  afford  to  pay  for 

your  goods  and  services  This  is  a  simple  law  of  economics." 

The  only  thing  atypical  about  this  brain-dead  Daily  Kos  post 
is  the  lack  of  four-letter  words  beginning  with  "f" 

The  Revolutionary  Myth 

Back  to  writer  Lee  Harris,  who  also  asks:  "Why  are  the  people  in 
Bolivia  and  Venezuela  responding  so  enthusiastically  to  the 
socialist  siren-songs  of  Evo  Morales  and  Hugo  Chavez,  instead  of 
heeding  the  eminently  rational  counsel  of  [free-market  propo- 
nent] Hernando  de  Soto?  Why  are  they  clamoring  to  give  even 
more  power  and  control  to  the  state,  instead  of  seeking  to  free 
themselves  from  the  very  obstacle  that  stands  in  the  way  of  any 
genuine  economic  progress? 

"It  may  well  be  that  socialism  isn't  dead  because  socialism 
cannot  die.  As  [the  early  20th-century  French  revolutionary 
writer  Georges]  Sorel  argued,  the  revolutionary  myth  may,  like 
religion,  continue  to  thrive  in  'the  profounder  regions  of  our 
mental  life,'  in  those  realms  unreachable  by  mere  reason  and 
argument,  where  even  a  hundred  proofs  of  failure  are  insufficient 
to  wean  us  from  those  primordial  illusions  that  we  so  badly  wish 
to  be  true.  Who  doesn't  want  to  see  the  wicked  and  the  arrogant 
put  in  their  place?  Who  among  the  downtrodden  and  the  dispos- 
sessed can  fail  to  be  stirred  by  the  promise  of  a  world  in  which  all 
men  are  equal,  and  each  has  what  he  needs? 

"The  whole  point  of  the  myth  of  the  socialist  revolution  is  not 
that  human  societies  will  be  transformed  in  the  distant  future, 
but  that  the  individuals  who  dedicate  their  lives  to  this  myth  will 
be  transformed  into  comrades  and  revolutionaries  in  the  present. 
In  short,  revolution  is  not  a  means  to  achieve  socialism;  rather, 
the  myth  of  socialism  is  a  useful  illusion  that  turns  ordinary  men 
into  comrades  and  revolutionaries  united  in  a  common  strug- 
gle— a  band  of  brothers,  so  to  speak." 

Harris  says  free-market  capitalism  needs  a  "transformative 
myth  of  its  own"  to  fight  the  myth  of  revolutionary  socialism.  But 
don't  we  have  that?  I  thought  that's  what  entrepreneurial  heroes 
were  all  about.  Bill  Gates  and  the  Google  boys  are  still  heroes  to  mil- 
lions of  Chinese  and  Indians,  if  not  to  the  French  or  Bolivians. 
That's  why,  though  I  share  Harris'  concern  about  socialisms  odd 
new  vitality,  I  think  capitalism  will  win  the  battle  for  men's  minds. 

You  can  find  Harris'  terrific  piece  at  www.tcsdaily.com/ 
artide.aspx?id=050506I.  F 
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Read  Rich  Karlgaard's  daily  blog  at 
http://blogs.forbes.com/digitalrules  or  visit 
his  home  page  at  www.karlgaard.com. 
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We'll  Drink  to  That 

An  academic  study  reaffirms  earlier  counterintuitive 
research  that  drinkers  earn  more  than  nondrinkers  but 
suggests  that's  "most  likely"  because  the  affluent  can  bet- 
ter afford  booze,  not  because  liquor  enhances  the  mind. 
Reviewing  data  from  a  survey  that  started  in  1979  of 
13,000  adults  then  age  21  to  35,  Philip  J.  Cook  and 

Bethany  Peters  write 
that  it's  also  possible 
work  creates  stress  or 
social  conditions  away 
from  one's  home, 
both  conducive  to 
drinking.  The  paper's 
title:  "The  Myth  of  the 
Drinker's  Bonus." 

— Janet  Novack 
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Don't  Buy  Its  Stock 


Still  in  business:  Christopher  Cox. 


The  Securities  &  Exchange 
Commission  continues  to 
display  "material  weaknesses" 
in  the  way  it  prepares  its  own 
financial  reports  and  secures 
information,  the  Govern- 
ment Accountability  Office 
says  for  the  second  straight 
year.  While  noting  improve- 
ment, the  GAO  says  that  the 
SEC,  now  led  by  Chairman 
Christopher  Cox,  still  has 
"significant  errors  and  mis- 
statements" in  how  it  accounts 
for  $2  billion  in  penalties  and 


restitutions  assessed  but  not  yet  collected  from  violators.  Among 
other  cited  problems:  absent  paperwork,  the  charging  of  incor- 
rect filing  fees  and  poor  audit  procedures.  At  least  the 
government  auditors  didn't  slap  a  "going  concern"  caution  on 
the  agency.  —  William  P.  Barrett 

A  Blowout 

Shares  of  Deep  Well  Oil  &  Gas,  situated  in  Edmonton,  Alta.  but 
traded  here,  have  risen  517%  in  a  year  to  a  recent  $1.85  (U.S.),  a 
$110  million  market  cap  on  paper.  That's  pretty  dear  for  a  firm 
that  hasn't  sold  any  minerals  and  whose  latest  financials  were 
issued  for  June  2004.  That  nine-month  statement  listed  no  cash, 
no  revenue  and  a  negative  book  value — aftermath  of  a  year- 
earlier  bankruptcy.  Deep  Well,  whose  18-year  history  also 
includes  several  name  changes,  seems  to  be  benefiting  from  high 
energy  prices  and  increased  investor  interest  in  the  oil  sands 
region  of  north-central  Alberta,  where  the  firm  holds  interests  in 
exploratory  leases.  Deep  Well's  boss  since  last  summer  has  been 
Horst  A.  Schmid,  73,  an  ex-provincial  cabinet  minister.  He  tells 
FORBES  new  financials  are  forthcoming  and  that  oil-in-place  esti- 
mates are  high.  One  thing  Deep  Well  has  produced  so  far:  a 
string  of  bullish  press  releases.        — Matthew  Rand  and  W.RB. 

Not  All  the  Sticky  Fingers  Come  From  Maple  Candy 

Over  the  years  the  1.3  million  residents  of  sparsely  settled  Maine  seem  to  have  endured  more  than 
their  share  of  public  officials  and  workers  accused  of  dipping  into  the  till  at  the  local  level.  — W.RB. 


DEFENDANT/TOWN 

POSITION 

ALLEGATIONS  INCLUDE 

OUTCOME 

Gary  Dorman/Corinna 

town  manager 

using  $44,000  of  town  funds  for  self 

sentenced  to  30  days 

Ellen  Grant/New  Sharon 

town  clerk 

grabbing  $4,600  from  municipality 

pleaded  not  guilty 

Kevin  J.  Michaud/Fairfield 

fire  dispatcher 

embezzling  $10,000  from  donations 

sentenced  to  30  months 

Lisa  Paine/Madison 

town  clerk 

stealing  $250,000  from  town 

sentenced  to  30  months 

Janice  Parsons/Etna 

town  clerk 

taking  $36,000  from  receipts 

1 

sentenced  to  9  months 

Patsy  Rollins/Manchester 

tax  collector 

employing  forgery  to  skim  $212,000 

pleaded  not  guilty 

Deborah  Wyman/Norway 

devel.  head 

filching  $55,000  in  block  grant  funds 

pleaded  not  guilty 

Sources:  Portland  Press  Herald;  Bangor  Daily  News;  Associated  Press;  court  officials. 

The  Other  Side  Will  Be  All  Ears 

A  lawyer  for  beleaguered  Dallas  tax-shelter  promoter  Gary  M. 
Kornman  (FORBES,  Apr.  11,  2005)  says  8,000  tapes— including 
what  others  call  secret  recordings  of  client  and  prospect  meet- 
ings— have  been  found  in  "storage  facilities."  Kornman  lawyer 
Jeffrey  Tillotson  made  the  startling  revelation  at  court  hearings 
on  a  motion  by  the  trustee  of  Kornman's  now-bankrupt  Heritage 
Organization  seeking  contempt  sanctions  for  withholding  evi- 
dence. Tillotson  said  he  earlier  had  understood  tapes  were  rou- 
tinely taped  over  but  also  that  his  client  considered  the  relevant 
ones  property  of  nonbankrupt  entities  within  the  once-thriving 
Kornman  empire.  He  awaits  trial  after  pleading  not  guilty  to 
criminal  charges  of  securities  fraud  and  lying  to  the  SEC.  — J.N. 

My  Advice  Is  Not  Legal 

Among  the  nation's  premier  tax  lawyers  in  San  Jose,  Calif,  before 
admitting  felony  tax  evasion  himself,  resigning  the  bar  and  paying 
$625,000  in  fines  and  restitution,  Owen  Fiore  is  scheduled  to  leave 
the  Lompoc  federal  prison  in  September  after  a  14-month  stay.  But 
with  family  help  he's  already  set  up  a  Web  site(owenfiore.typepadcom), 

posting  chatty  quar- 
terly newsletters  that 
discuss  legal  issues  in 
some  detail.  After  his 
release,  the  71 -year-old 
Fiore  writes  online, 
he'll  establish  a  "non- 
lawyer  consulting 
practice"  on  estate 
planning  in  Syringa, 
Idaho,  where  already 
"my  tax  law  library  has 
been  brought  up 
to  date." 

—J.N.  and  W.RB. 
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By  the  time  most  people  discover  their  financial  needs  aren't  fully  covered, 
it's  too  late.  That's  why  Edward  Jones  not  only  helps  make  sure  your 
portfolio  is  properly  diversified,  but  also  uses  investment  strategies  that  have 
proven  themselves  over  time.  To  find  the  Edward  Jones  office  nearest  you, 
call  1-800-ED-JONES  or  visit  www.edwardjones.com.  Member  SIPC. 
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MAKING  SENSE  OF  INVESTING 


On  My  Mind 


By  Joseph  Finder,  author  of  novels  including  Paranoia,  Company  Man  and  the  just  published  Killer  Instinct. 


The  Myth  of  the  Corporate  Spy 

Secrets  are  worth  less  than  what's  hiding  in  plain  sight. 


NOT  LONG  AFTER  THE  COLLAPSE 
of  the  Soviet  Union  I  had  dinner  at 
the  KGB's  private  club  in  Moscow 
with  several  retired  KGB  colonels 
and  generals  and  some  of  their 
opposite  numbers  in  the  CIA.  After 
a  lot  of  vodka  toasts  one  notorious 
Russian  spy  confided,  with  a  glint 
in  his  eye,  "We  ran  quite  a  few 
more  successful  operations  than 
you  know  about." 

I'm  a  suspense  novelist  who  was 
trained  as  an  intelligence  scholar,  so 
naturally  my  ears  pricked  up.  Then 
one  of  the  old  CIA  guys  elbowed  me 
and  muttered,  "I  forget — didn't  we 
win  the  Cold  War?" 

Spies  and  those  who  fight  them 
always  exaggerate  their  own 
importance.  As  military  historian 
John  Keegan  has  argued,  clandes- 
tine intelligence  never  won  a  war. 
In  May  1941,  he  notes,  the  British 
had  decrypted  the  secret  Nazi  plan 
to  launch  an  airborne  invasion  of 
Crete,  down  to  the  exact  date  and 

time,  and  still  lost  the  island.  It's  the  same  in  the  corporate  world. 
That's  no  surprise,  since  the  corporate  security  industry  is  largely 
based  on  the  methods  of  government  intelligence  agencies. 

The  prevalence  of  corporate  espionage  is  ridiculously  hyped. 
A  decade  ago  the  American  Society  for  Industrial  Security 
announced  that  the  theft  of  proprietary  information  cost  U.S. 
businesses  $24  billion  a  year.  Two  years  later  they  claimed 
$250  billion  a  year.  Now  ASIS  says  it's  $59  billion. 

I'm  not  sa)ing  corporations  don't  snoop  on  one  another  from 
time  to  time.  In  2004  Air  Canada  accused  Westjet  Airlines  of 
stealing  confidential  flight  data  and  sued  for  $200  million.  West- 
Jet  countersued,  claiming  that  Air  Canada  had  dug  through  the 
home  garbage  of  Westjet  employees  in  search  of  incriminating 
evidence.  The  dispute  is  still  in  litigation. 

But  these  black-bag  jobs  inevitably  cause  far  more  trouble  than 
they're  worth.  When  Boeing  got  caught  with  secret  documents 
from  Lockheed  a  few  years  back,  it  had  to  pay  hundreds  of  mil- 
lions of  dollars  in  penalties  and  was  barred  from  a  billion  dollars' 
worth  of  defense  business.  After  Volkswagen  illegally  obtained 


Black-bag  jobs  inevitably 

cause  far  more  trouble 
 than  they're  worth.  


boxes  full  of  secret  General  Motors 
plans  in  1993,  it  got  hit  with  a  $100 
million  settlement.  (Did  VW  really 
need  GMs  secrets?  Last  year  VW  re- 
ported a  net  profit  of  $1.3  billion, 
while  GM  lost  $10.6  billion.) 

The  risks  are  obvious  enough. 
And  the  benefits  are  fleeting  because 
the  things  you  can  steal — products 
or  processes — rarely  give  a  company 
a  sustainable  advantage.  Xerox, 
which  owned  the  photocopier  busi- 
ness in  the  1970s,  faced  serious  chal- 
lenges by  IBM  and  Kodak  in  the 
high-speed,  high-quality  copier 
market.  In  the  end  they  all  lost  to 
Canon,  with  its  dirt-cheap,  lousy 
tabletop  copiers.  It's  like  Edgar  Allan 
Poe's  "The  Purloined  Letter,"  in 
which  a  stolen  note  turns  out  to  be 
hiding  in  plain  sight. 

I  don't  mean  to  knock  the  legit- 
imate function  of  competitive 
intelligence:  sharp-eyed  observa- 
tion of  market  trends,  as  opposed 
to  the  cloak-and-dagger  stuff.  Yet 
even  here,  as  they  say  in  the  spy  business,  intelligence  is  only  as 
good  as  its  consumer.  The  British  learned  of  Hitler's  top-secret 
V-2  rocket  program  from  a  good  source  in  1940  but  refused  to 
believe  it  until  German  missiles  hit  London  in  1944,  killing  thou- 
sands. "We've  been  caught  napping,"  Churchill  thundered. 

The  folks  at  Kodak  can  tell  you  a  little  about  that.  Throughout 
the  1980s  and  1990s  Kodak  watched  Sony  and  Fuji  vault  ahead  in 
digital  photography.  But  Kodak  insisted  on  blaming  the  econ- 
omy, then  Sept.  1 1  and  declining  tourism.  Why?  Kodaks  corpo- 
rate thinking  was  besotted  with  silver  nitrate.  Only  when  the 
company  paid  attention  to  what  was  happening  in  plain  sight  and 
retooled  its  business  model  did  it  turn  things  around. 

We  didn't  win  the  Cold  War  because  we  were  better  at  spying. 
Across  the  board,  CIA  estimates  of  Soviet  strengths,  economic 
and  military,  turned  out  to  be  abysmally  off.  We  won  because, 
well,  we  had  the  better  business  model.  And  in  the  corporate 
world  anyone  who  thinks  that  secret  intelligence  can  really  trans- 
form a  firm  into  a  market  leader  has  been  reading  too  many  nov- 
els. Maybe  mine.  F 
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Leave  for  airport 
Netjets  flight 


ARRIVE  AT  BEACH  HOUSE 


LESS  TIME  GETTING  THERE  MEANS 

MORE  TIME  BEING  THERE. 


Having  a  great  place  to  go  doesn't  mean  much  without 
time  to  enjoy  it.  A  Netjets  fractional  share  gives  you  more  time 
to  spend  where  you  like  best.  Call  your  dedicated  Owner 
Services  Team,  and  you  can  be  on  your  way  anytime,  even  on 
short  notice.  With  over  600  jets  and  14  aircraft  types,  we  can 
accommodate  you  and  all  your  closest  friends.  Or  just  the  two 
of  you.  To  make  Netjets  part  of  your  life,  call  1-877-356-0754 
or  visit  www.netjets.com. 

NETJETS® 

Make  every  moment  count™ 


©  2006  Netjets  Inc.  |  Netjets  is  a  Berkshire  Hathaway  company. 


Follow-Through 


Who  Killed  Paul  Klebnikov? 

After  two  acquittals,  we're  left  wondering  |  By  Heidi  Brown 


Mil  MOSCOW  MURDER  TRIAL  OF  TWO 
Chechen  defendants  accused  of  gunning 
down  FORBES  RUSSIA  Editor  Paul  Klebnikov 
ended  with  a  "not  guilty"  verdict  May  5.  Not 
what  you  expect 
from  the  Russian 
judicial  system, 
where  juries  seem 
to  act  like  pros- 
ecutors' rubber  stamps. 

The  government,  which  is  appealing  the 
verdict,  theorizes  that  the  two  Chechens, 
Musa  Vakhaev  and  Kazbek  Dukuzov, 
staked  out  Klebnikov's  office  on  the  evening 
of  July  9,  2004  and  that  the  murder  was 
orchestrated  by  Chechen  warlord 
Khozh-Akhmed  Nukhaev,  the  subject  of  an 
unflattering  book  by  Klebnikov.  Nukhaev, 
if  he  is  alive,  is  a  fugitive. 

Much  about  this  case  remains 
shrouded  in  mystery,  not  least  because 
the  trial  was  conducted  behind  closed 
doors.  The  ostensible  reason  for  the 
secrecy  was  to  protect  the  participants. 
The  jurors  feared  for  their  lives,  and  Rus- 
sia still  doesn't  have  a  well-developed 
witness  protection  program.  Paul's 
brothers,  Michael  and  Peter,  have  been 
outspoken  in  demanding  justice.  To  rep- 
resent the  family,  they  hired  Larissa 
Maslennikova,  an  attorney  who  helped 
craft  Russia's  criminal  code.  "She  caught 
some  serious  procedural  violations  of  the 
trial  rules,"  says  Michael. 


FLASHBACKS 


The  prosecutors  reportedly  por- 
trayed Dukuzov  as  the  gang  leader  and 
gunman.  Investigators  said  they  had 
found  evidence  linking  Dukuzov  to  the 


family  and  were  abandoned  days  after 
Klebnikov's  murder.  There  was  evidence 
that  the  acquitted  men  were  over- 
heard saying  they  had  "a  big  job"  com- 
ing up  and  that 
they  would  be 
getting  money 
from  London 


"Vi.. 


His  killer  is  still  at  large:  Paul  Klebnikov. 

scene  of  Klebnikov's  murder.  Vakhaev 
was  thought  to  have  assisted  in  the 
procuring  and  then  disposing  of  the  car. 
Evidence  that  investigators  thought 
would  link  the  men  to  the  murder 
included  cell  phone  records  that 
put  them  close  to  the  FORBES  office  on 
many  evenings  in  the  two  weeks  leading 
up  to  the  attack.  Witnesses  said  the  same 
phones  were  used  to  call  friends  and 


soon. 

Apparently  working  against  the  gov- 
ernment's theory  about  the  triggerman:  the 
assertion  by  Alexander  Gordeyev,  editor  of 
Russian  Newsweek,  who  worked  on  the 
same  floor  as  Klebnikov  and  came  to  his 
side  after  the  shooting,  that  Klebnikov  told 
him  he  had  seen  a  "Russian"  in  the  car, 
meaning  a  man  with  features  that  tend  to 
be  lighter  and  finer  than  those  of  a  person 
from  the  Caucasus  region. 

During  the  Klebnikov  murder  trial 
Dukuzov  was  tried  for  additional  crimes 
and  was  acquitted  of  all.  These  include 
robbery,  attempted  murder  and  the 
murder  of  Yan  Sergunin,  former  deputy 
premier  of  Chechnya,  who  was  killed 
approximately  two  weeks  before 
Klebnikov. 

vSergunin's  death  gave  rise  to  an 
alternative  theory  circulating  on  Russ- 
ian blogs  about  the  motive  for  the 
Klebnikov  assassination:  that  it  was 
arranged  to  prevent  the  journalist  from 
writing  a  story  exposing  corruption  in 
Chechnya.  F 


Pied  Piper  had  gone  tootling  through  the  executive  suites 
across  the  land.  One  by  one,  in  an  ever-swelling  multitude,  Big 
Business  rushed  to  wrap  baby's  bottom  in  anything  other  than 
cloth.  P&G  has  defended  most  of  its  market  share  like  Horatius 
standing  alone  at  the  bridge. 

P&G  now  has  35%  of  the  $20  billion  global  disposable  diaper 
market. 

25  YEARS  AGO  IN  FORBES  |  JANUARY  19,  1981 

Oil  and  Addiction  Even  a  public  accustomed  to  con- 
stantly rising  prices  is  outraged  by  what  is  happening  to  the 
price  of  oil.  How  can  the  price  keep  rising  when  there  is  so 
much  of  the  stuff  around?  Wasn't  there  a  glut  prior  to  the  Iraq- 
Iran  war?  The  confusion  exists  in  their  minds  because  Americans 
have  not  before  had  to  deal  with  an  old-fashioned  monopoly 
like  OPEC  that  owns  something  they  can't  do  without  and  t 
hat  their  elected  officials  cannot  control. 
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With  Sybase®  software,  BNSF  Railway  Company  developed  a  mobile  application 
that  enables  remote  workers  to  document  railway  maintenance  and: 

Q^Cuts  data  entry  time  by  approximately  50  percent 

Provides  more  accurate  and  timely  data 
[^/Delivers  software  and  database  updates  automatically 


For  most  organizations,  maintaining  32,500  miles  of  rail  lines  would  be  a  colossal  headache.  But  for  BNSF  Railway  Company,  it  has  become 
a  competitive  advantage.  Because  they  have  an  information  edge  that  comes  from  Sybase  SOL  Anywhere®  and  Adaptive  Server®  Anywhere 
software.  Now,  BNSF  remote  workers  can  input  data  on  location  (vs.  waiting  until  the  end  of  the  day).  Headquarters  has  more  visibility  into 
the  field.  And  maintenance  decisions  are  made  more  proactively.  Just  a  few  reasons  why  more  and  more  global  companies  are  using  Sybase 
every  day  to  keep  their  business  on  track,  www.sybase.com/infoedge36 
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RECONSTRUCTION 


The  Big  Sleazy 

Nine  months  after  Hurricane  Katrina  the  recovery 
effort  has  been  slow,  expensive — and  riddled  with  fraud. 

By  Elizabeth  MacDonald  and  Megha  Bahree 


THE  CHAOS  FOLLOWING  KATRINA 
gave  an  interesting  opportunity  to 
a  contractor  working  for  AshBritt 
of  Pompano  Beach,  Fla.  Accord- 
ing to  the  U.S.  Army  Corps  of  En- 
gineers, this  fellow,  assigned  a  trash-hauling 
job,  loaded  up  his  truck  from  a  dump  site  in 
Jackson  County,  Miss.,  then  pulled  around 
to  the  entrance  tower  to  the  same  dump  site 
in  order  to  earn  a  fee.  He  got  caught  after  play- 
ing this  game  twice.  Others  broke  the  rules 
repeatedly.  Subcontractors  working  for 
Phillips  &  Jordan  of  Knoxville,  Term.,  says  the 
Corps,  took  advantage  of  extra  payments  for 
trash  carried  more  than  15  miles  to  a  dump 
by  routinely  overstating 
mileage. 


Other  haulers,  say  the  auditors,  found  vari- 
ous ways  to  overcharge  the  government  by 
exceeding  or  violating  their  contracts.  One 
contractor  and  a  Corps  inspector  pleaded 
guilty  to  conspiracy  to  commit  bribery  in  a 
scheme  to  charge  for  19  false  trips  to 
the  dump. 

A  few  stolen  bucks  per  haul  doesn't  seem 
like  a  lot.  But  multiply  it  many  thousandfold 
within  the  $2  billion  awarded  to  four  garbage 
contractors  and  it  starts  to  pile  up.  Throw  in 
other  varieties  of  mischief  in  the  $15.3  bil- 
lion spent  so  far  in  the  recovery  (of  $62  bil- 
lion earmarked  and  another  $20  billion  or  so 
on  the  way) — and  you  have  the  makings  of 
an  epic  scam.  The  government  was  in  such 
a  hurry  that  it  created  an  open  invitation  to 
cheat  No-bid  contracts  were 


often  the  rule.  The  system  of  layering  sub- 
contractor on  top  of  subcontractor,  which  ac- 
counts for  70%  or  so  of  the  work  done  so  far, 
according  to  Congressional  investigators,  in- 
variably drives  up  costs.  There  has  been  lit- 
tle oversight:  In  at  least  one  case  the  Corps 
agreed  in  advance  not  to  scrutinize  contrac- 
tor bills  if  they  exceeded  initial  estimates  by 
50%  or  less.  "This  is  not  Corps  policy'  says 
an  inspector  for  internal  review,  who  says  the 
Corps  stopped  the  practice.  "These  were 
lower-level  [people]." 

Government  watchdogs  are  now  starting 
to  howl,  unleashing  97  separate  investigations 
at  21  U.S.  agencies.  At  the  Department  of 
HomelandSe^Srity,  which  oversees  the  Fed- 
eral Emergent  Manage- 
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ment  Agency,  up  to  150  investigators  are 
crawling  over  the  contracts.  Democrats  are 
calling  for  hearings.  "I  still  think  we'll  keep 
paying  too  much — three  to  four  times  as 
much  as  taxpayers  should  for  Katrina  con- 
tracts— because  we  have  no  one  on  the 
ground  who's  watching,"  says  Senator  Tom 
Coburn  (R-Okla.).  He  is  cosponsoring,  with 
Senator  Barack  Obama  (D-Dl.),  an  amend- 
ment to  the  emergency  supplemental  bill  re- 
quiring that  relief  contracts  of  $500,000  or 
more  be  subject  to  open  bids. 

So  far  the  probes  have  focused  on 
penny-ante  stuff— like  using  the  $2,000 
debit  cards  distributed  by  FEMA  for  food 
and  shelter  to  buy  adult  entertainment  and 
handguns.  To  date  261  people  have  been 
criminally  charged  with  hurricane- related 
con  games,  resulting  in  44  convictions,  says 
the  Justice  Department.  Two  FEMA  offi- 
cials pleaded  guilty  to  taking  $20,000  in 
bribes  for  inflating  the  head  count  for  a  $1 
million  meal  service  contract.  But  there's 
more  to  come,  lots  more.  Among  the  areas 
under  investigation: 

TRANSPORTATION.  Landstar  System,  a 
trucking  company  in  Jacksonville,  Fla.,  won 
a  $500  million,  five- 
year  contract  in 


2002  from  the  Department  of  Transportation 
to  shuttle  people  during  national  emergen- 
cies. Government  auditors  contend  that 
Landstar  waited  18  hours  after  Katrina  made 
landfall  to  order  300  buses  to  evacuate  resi- 
dents— from  a  subcontractor,  Carey  Limou- 
sine. Carey  then  palmed  the  job  off  on  yet 
another  sub.  Hurricane  victims  had  to  wait 
six  days  to  be  rescued,  at  a  $137  million  cost 
to  taxpayers  and  a  $32  million  overcharge. 
Landstar  insists  it  got  four  buses  to  New  Or- 
leans by  6  a.m.  two  days  after  the  storm,  but 
just  four  hours  after  it  got  its  government 
marching  orders.  It  also  disputes  the  claim 
that  it  overcharged,  claiming  the  money  in 
question  was  part  of  an  advance  to  support 
subcontractors. 

ROOFING.  Contractors,  who  received  $300 
million  in  limited-bid  deals  from  the  Corps, 
charged  an  average  of  $2,480  per  home  to  nail 
blue  tarpaulins  on  top  of  damaged  homes.  The 
job  typically  takes  less  than  two  hours  and  costs 
only  $300,  says  a  Congressional  report.  Over- 
runs at  the  three  main  roofing  contractors — 
LJC  Defense  Contracting  of  Dothan,  Ala, 
Simon  Roofing  &  Sheet  Metal  of  Boardman, 
Ohio  and  the  Shaw  Group  of  Baton  Rouge — 
were  inevitable,  given  the  chain  of  handoffs 
to  subcontractors  and  the  negligence  of  au- 


thorities. (Simon  insists  it  did  more  than  just 
lay  tarps.)  Instead  of  inspecting  the  work,  the 
Corps  allowed  prime  contractors  to  sign  off 
on  their  own  work  before  submitting  bills.  In 
some  cases  the  Corps  visited  sites  for  which 
bills  had  been  submitted— and  discovered  that 
the  roofing  work  had  not  been  done. 
HOUSING.  FEMA  paid  $3  million  to  an  un- 
named contractor  for  4,000  camp  beds  on 
behalf  of  evacuees;  they  were  never  used,  ac- 
cording to  the  Government  Accountability 
Office.  "The  camp  beds  are  available  for  fu- 
ture disasters,"  says  a  FEMA  spokesman.  The 
GAO  says  FEMA  paid  another  unnamed  com- 
pany $10  million  to  renovate  military  barracks 
that  were  supposed  to  serve  as  temporary 
housing  but  were  used  by  only  six  occupants. 

Congress  has  called  for  investigations  into 
FEMAs  award  of  a  $236  million  contract  to 
Carnival  Cruise  Lines  to  lease  three  ships  for 
six  months  to  provide  temporary  housing  for 
hurricane  evacuees  and  emergency  person- 
nel. That  cost  amounted  to  more  than 
$50,000  per  person,  nearly  $300  a  night  Why 
so  high?  Because  the  contract  allowed  Car- 
nival to  charge  for  lost  revenues  it  would  ex- 
pect under  normal  operations  (including 
gambling  and  liquor  sales  on  board),  plus  any 
additional  expenses  incurred  in 
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emergency  conditions.  "The  net  effect  was 
profit  neutrality'  says  a  Carnival  spokes- 
woman. "Our  objective  was  to  make  only 
what  we  would've  made  on  a  normal  basis." 
FEMA  says  the  ships  provided  "comfortable, 
safe,  temporary  homes  to  disaster  victims  and 
relief  workers." 

A  no-bid  $154  million  contract  to  Bech- 
tel  Corp.,  to  install  and  maintain  35,000  travel 
trailers  in  the  storm-damaged  states,  has  also 
come  under  scrutiny.  Government  auditors 
nixed  one-third  of  this  sum  after  they  caught 
Bechtel  billing  twice  for  the  same  maintenance 
work  Bechtel  says  it  never  double-billed.  It 
claims  the  $154  million  was  an  estimate  and 
that  it  never  put  in  for  that  amount. 

FEMA  s  most  expensive  flop:  blowing 
$860  million  on  25,000  modular  homes. 


Government  investigators  charge  that  just 
100  have  been  put  into  service  and  none  in 
the  worst-hit  parts  of  Louisiana  and  Mis- 
sissippi because  the  agency's  own  rules 
prohibit  their. use  in  a  floodplain.  (FEMA 
disputes  this,  claiming  that  more  than 
6,000  mobile  homes  have  been  leased  to 
hurricane  evacuees.)  About  9%  of  the  shel- 
ters can't  be  used  anywhere  since  FEMA 
didn't  tell  contractors  to  build  to  the 
required  length  of  less  than  60  feet.  All  told, 
the  agency  spent  $1.8  billion  on  temporary 
homes;  $1  billion  went  to  companies  with- 
out full  and  open  competition. 
SCHOOLS.  The  Corps  upped  an  existing 
contract  with  Akima  Site  Operations  by  $39.5 
million  to  install  450  portable  classrooms  in 
Mississippi .  The  GAO  says  that  Akima's  price 


quote  was  34%  more  than  the  company  it- 
self had  offered  to  charge  just  one  day  be- 
fore the  contract  was  signed;  it  was  also  nearly 
double  what  Mississippi  businesses  said  they 
would  bid.  Akima  says  the  charge  increase 
was  due  to  feds'  stepped- up  delivery  date. 

Scariest  of  all  is  the  job  of  rebuilding  New 
Orleans'  levees.  Estimates  have  tripled  to  $6 
billion;  completion  has  been  pushed  up  to 
2010.  To  date,  the  government  has  disbursed 
$800  million.  How  good  is  the  work?  The  US. 
Army  Corps  of  Engineers  says  it  has  inspected 
the  entire  system.  Which  makes  folks  like  Sen- 
ator Coburn  nervous.  "Why  pay  the  Corps 
to  fix  problems  [with  the  levees]  it's  been 
working  on  for  46  years  and  didn't  get  right 
in  the  first  place?"  he  asks. 

Hurricane  season  starts  June  1.  F 


Death,  Taxes  and  Uncertainty 

Just  because  Congress  extended  lower  tax  rates,  don't 
stop  paddling.  Dangers  lurk  |  By  Janet  Novack 

RIC  SOLOMON'S  FATHER  GOT  A  LETTER  FROM  THE  INTERNAL  REVENUE  SERV- 
ice  stating  his  2004  tax  return  couldn't  be  processed  because  he  hadn't  computed 
his  alternative  minimum  tax.  "My  dad  said,  'I'm  82;  I  don't  pay  the  AMT,"' 
Solomon  recalled  recently.  No  such  octogenarian  exemption,  of  course,  but  Solomon 
spent  three  hours  on  the  phone  with  his  dad  working  through  the  form.  Who  knows 
how  long  it  would  have  taken  if  Solomon  weren't  Treasury's  head  of  tax  policy? 

An  octo-exemption  might  make  as  much  sense  as  some  of  the  other  stuff  in  the 
^  ^Wj  5,000-page  tax  code.  Since  2001  Congress  has  created  or  expanded  hundreds  of  tax 
breaks — for  students  and  for  teachers,  for  domestic  manufacturers  and  for  those  with 
profits  overseas,  for  solar  and  wind  power,  and  for  oil,  gas  and  coal.  And  on  and  on. 

In  May  the  potential  for  chaos  grew  ever  larger.  Bickering  House  and  Senate 
Republicans  finally  agreed  to  a  $69  billion  tax-cut  package  for  the  fiscal  year  that  had 
begun  seven  months  before.  At  a  cost  of  $51  billion  the  15%  maximum  rate  on  long- 
term  capital  gains  and  qualified  dividends  was  extended  two  years,  through  2010.  The 
Securities  Industry  Association  lauded  the  provision  for  providing  "investors  and  busi- 
nesses more  certainty." 

Certainty?  Not  really.  Folks  caught  in  the  AMT  pay  an  effective  federal  gains  rate  as 
high  as  22%.  But  the  May  deal,  which  extended  a  temporary  AMT  exemption  for  one 
year  (to  keep  an  additional  15  million  taxpayers  from  being  thrust  onto  AMT  in  2006), 
left  the  AMT  rules  for  2007  unsettled.  So  a  lot  of  investors  don't  know  at  what  rate  their 
gains  will  be  taxed  next  year,  which  complicates  decisions  about  whether  to  sell  or  hold. 


Guifront 

The  May  package  also  failed  to  extend 
20  tax  breaks  that  expired  last  Dec.  31, 
including  the  research  credit  (a  top  priority 
for  tech  companies)  and  deductions  for 
state  sales  taxes  and  college  tuition.  Repub- 
licans are  planning  to  extend  these  later,  in 
a  separate  bill.  Its  a  question  whether  that 
legislation  will  ever  reach  the  Presidents 
desk.  The  whole  point  of  the  research 
credit — to  stimulate  more  research — is 
undermined  if  executives  can't  count  on  it 
in  their  planning. 

The  biggest  uncertainty  is  how  all  these 


breaks  can  possibly  fit  into  the  budget,  par- 
ticularly once  the  country  gets  hit  with 
costs  for  the  boomers'  retirements.  Con- 
gress has  made  most  of  the  breaks- 
including  President  Bush's  big,  signature 
tax  cuts — temporary.  For  example,  the 
estate  tax  is  phased  out  by  2010  and  then 
springs  back  to  life  in  201 1.  Yet  the  May 
package  created  more  new  breaks,  just  to 
make  life  interesting  for  taxpayers.  Begin- 
ning in  2010,  all  taxpayers  will  be  allowed 
to  convert  their  traditional  pretax  Individ- 
ual Retirement  Accounts  into  Roth  IRAs. 


In  a  conversion,  you  recognize  income 
from  the  regular  IRA,  pay  tax  on  it  and  then 
transfer  the  wad  to  a  Roth,  where  all  future 
growth  is  tax  free.  (Currently  taxpayers 
with  income  above  $100,000  can't  convert.) 

The  curious  accounting  Congress 
uses  for  tax  projections  counts  the  Roth 
liberalization  as  a  revenue  raiser,  even 
though  it  loses  money  in  the  long  run, 
because  the  loss  years  lie  over  the  hori- 
zon. As  those  years  get  closer,  however, 
there  will  be  further  tinkering.  Of  that 
you  can  be  certain.  F 


Taxes  Going  Down?  Yep 


Our  annual  look  at  taxes  around  the  world  reveals  good  news— rates  generally  continue  to  decrease.  The  Tax 
Misery  &  Reform  Index  offers  a  global  view  of  the  top  marginal  rates  of  taxation,  the  ones  that  typically  affect  a  suc- 
cessful entrepreneur.  The  Miser)'  score — a  sum  of  six  tax  rates — is  lower  in  16  countries  or  regions  this  year,  with 
France  decreasing  the  most  (although  it  remains  in  the  top  position).  Only  eight  governments  increased  their  tax 
burden,  seven  of  them  just  slightly.  Overall,  China  and  the  original  European  Union  15  have  the  highest  levels  of 
Tax  Misery— China  because  of  its  extraordinary  social  security  and  pension  rates.  The  lowest  levels  generally  are  in 
the  rest  of  Asia,  the  Middle  East,  Russia  and  the  U.S.  The  chart  is  arranged  so  that  countries  at  the  bottom  are  the 
most  tax-friendly  to  entrepreneurs  and  wage  earners,  while  those  at  the  top  are  the  harshest.  For  the  list  of  all  51 
countries,  please  see  forbes.com/misery.  —Jack  Anderson 
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'Negative  numbers  indicate  reduction  in  misery, 
including  an  additional  11%  flat  tax  on  income 


The  Misery  score  is  the  sum 
of  the  taxes  shown  above, 
at  the  highest  marginal 
rate  in  each  locale.  It  is  our 
best  proxy  for  evaluating 
whether  policy  attracts  or 
repels  capital  and  talent.  In 
most  of  the  world,  local 
revenues  are  usually  raised 
from  property  taxes, 
which  wouldn't  affect 
the  Misery  Index. 
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F"IVE  YEARS  AGO  AL  GORE  SEEMED 
a  bit  washed  up.  The  Florida  fiasco 
left  him  looking  more  like  a  sore 
loser  than  a  martyr.  He  wasn't  doing  well 
financially,  either.  He  had  a  reported 
minimum  net  worth  of  only 
$800,000  the  year  before  the 
election. 

But  now,  glory,  honor 
and  money  are  all  his.  Gore, 
58,  is  the  hero  of  a  scary 
documentary  on  environ- 
mental decay  (An  Inconve- 
nient Truth,  due  to  be 
released  nationally  soon  after 
its  May  24  opening  in  New 
York  and  Los  Angeles).  He 
has  recently  been  the  cover 
boy  for  Wired  and  Vanity 
Fair,  penning  for  the  latter  a 
lengthy  essay  on  the  need  for 
environmental  reform.  If  we 
get  another  bad  hurricane 
season,  he  could  become  a 
very  plausible  contender 
against  Hillary  Clinton  for 
the  Democratic  presidential 
nomination  in  two  years. 

As  for  money,  his  biggest 
payday  may  come  from 
Google.  In  February  2001 
Gore  signed  on  as  a  part- 
time  senior  adviser.  What 
did  he  get?  His  handlers 
won't  say,  but  if  any  part  of 
the  compensation  was  in 
stock  or  options,  that  equity 
would  have  to  be  worth 
a  princely  sum,  as  Google 
has  had  explosive  success 
since  then  in  collecting 
advertising  dollars.  For  a 
reference  point,  compare 
Eric  Schmidt,  who  joined  a 
month  later  as  the  chairman 
and  got  equity  now  worth 
$5.2  billion.  If  Gores  stake  is 
just  a  sliver  in  comparison,  it  could  still 
be  an  immense  sum. 

In  2003  Gore  took  a  seat  on  the 
board  of  Apple  Computer;  today  he  has 
60,000  options,  worth  $2  million.  The 
following  year  he  and  a  few  others 
invested  $70  million  (Gore's  share  was 


not  disclosed)  to  start  Current  TV,  a 
cable  network  aimed  at  young  "citizen 
journalists."  The  network  is  available  on 
cable  systems  servicing  28  million 
households  but  has  produced  no  hits. 


DEEP  POCKETS 


Gore  Inc. 

The  former  Veep  is  starring  in  movies, 
managing  money  and  advising  Google 
and  Apple.  Green  has  been  good  to  him 

By  Matthew  Miller 


(One-third  of  its  content  comes  from 
viewers.) 

Gore  got  into  the  equity  games  in 
2004,  founding  Generation  Investment 
Management  with  former  Goldman 
Sachs  honcho  David  Blood.  Run  from 
London,  the  firm  puts  money  from  insti- 


tutions and  rich  people  into  companies 
that  are  going  green  or  make  products 
that  help  others  be  more  environmen- 
tally or  socially  sound.  In  a  recent  Wall 
Street  Journal  op-ed  piece  Gore  cited 
General  Electric  and  Whole 
Foods  as  companies  he  likes 
(he  won't  say  which  com- 
panies he  has  positions  in 
or  how  the  fund  is  perform- 
ing). Generation  charges  an 
undisclosed  fee  with  a  bonus 
based  on  three-year  perform- 
ance. Assets  under  manage- 
ment: secret. 

Gore  also  hits  the  lecture 
circuit,  getting  from  $75,000 
to  $150,000  for  paid  appear- 
ances. (His  busy  schedule 
includes  a  fair  amount  of 
unpaid  lecturing,  too.) 
Again,  the  Gore  camp  is 
mum  on  total  billings,  but  a 
few  million  a  year  seems 
plausible. 

Could  that  movie  be  a  hit? 
It's  extremely  well  put  together 
but  doesn't  have  quite  the 
entertainment  appeal  of 
Michael  Moore's  Fahrenheit 
9/11  (worldwide  gross: 
$204  million).  Some  well- 
connected  people  are  behind 
the  venture  as  producers  or 
hinders.  One  is  Laurie  David, 
wife  of  wealthy  Seinfeld 
cocreator  Larry  David; 
another  is  Jeffrey  Skoll,  the 
billionaire  cofounder  of  Ebay 
whose  Participant  Produc- 
tions supports  films  with  a 
social  bent  (e.g.,  Syriana  and 
Murderhall).  The  distributor 
of  An  Inconvenient  Truth, 
Paramount  Classics,  has 
pledged  5%  of  the  movie's 
gross  to  a  nonprofit  educa- 
tional group  Gore  founded  called  Alliance 
for  Climate  Protection.  Gore  has  report- 
edly contributed  $250,000  to  the  group 
and  says  any  money  he  makes  from  the 
movie  will  be  donated. 

He  doesn't  need  the  extra  money. 
Unless  he  wants  to  run  for  President.  F 
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There's  new.  Then  there's  rule-breaki 
perception-shattering  new. 


\ 


Incredibly  well  equipped  for  $27,495.  Rules  weren't  just  broken,  they  were  thoroughly  smashed.  With  more  interior  space 
than  a  BMW  760i  and  an  all-aluminum  263-horsepower  V6,  8  airbags,  and  Electronic  Stability  Control  standard,  the  all-new 
Azera  redefines  its  class.  In  short,  it  may  be  the  most  car  for  the  money,  ever.  To  learn  more,  visit  thenewAZERA.com 


A  Hyundai  like  you've  n  e  v  e  r  s  e  e  n  b  ef  o 


safety  belts  should  always  be  worn.  2006  Azera  Limited  shown:  Model  shown  with  available  Ultimate  Package  priced  higher.  MSRP  includes  freight  but  excludes  taxes,  title,  license, 
and  options.  Dealer  price  may  vary.  Hyundai  and  Hyundai  model  names  are  registered  trademarks  of  Hyundai  Motor  America.  All  rights  reserved.  ©2006  Hyundai;  Motor  America. 
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CHECK  ENGINE  LIGHT  DEPT. 


Big  Mechanic  Is  Watching 

GM  wants  to  peer  into  your  engine  remotely  to 
detect  problems  early—and  save  itself  a  bundle  of 
warranty  money  |  By  Joann  Muller 


FOR  ALL  THE  GRIPING  THAT  GEN- 
eral  Motors  does  about  the  rising 
cost  of  health  care,  consider  that 
the  automaker  spent  as  much  on  vehicle 
recalls  and  warranty  repair  claims 
worldwide  last  year— $5  billion— as  it 
spent  on  health  insurance  for  its  1.1  mil- 
lion U.S.  employees,  retirees  and  their 
families. 

Now  GM  is  trying  to  do  something  about 
those  costs  with  an  unusual  ally:  its  own 
OnStar  subsidiary,  the  wireless  satellite  serv- 
ice that  can  open  your  car  door  when  you're 
locked  out  or  send  an  ambulance  when  your 
air  bag  deploys.  Since  last  September  OnStar 
has  been  offering  GM  owners  a  monthly 
e-mail  message  summarizing  the  health  of 
their  vehicles  based  on  1,600  diagnostic 
checks  done  remotely.  The  optional  e-mails, 
available  as  part  of  OnStars  basic  $17  monthly 


r 


service,  alert  owners  to  everything  from  the 
simple  need  for  an  oil  change  to  a  serious 
safety  warning  like  a  faulty  air  bag 
sensor.  One  million  of  OnStars 
4  million  subscribers  have 
signed  up  for  the  e-mail 
service  so  far. 

For  GM,  the  service 
offers  an  early  heads-up 
on  problems.  Sometimes 
manufacturers  don't  learn 
of  a  quality  issue  until  after 
a  customer  goes  to  the  dealer 
with  a  complaint  and  the  dealer 
ships  the  faulty  part  back  to  the 
factory.  The  process  can  take  three  to  six 
months.  Meanwhile,  the  defect  keeps  show- 
ing up  in  other  vehicles,  driving  up  the  cost 
of  GMs  warranty  claims  and  potentially  put- 
ting drivers  at  risk  In  extreme  cases  GM  must 


recall  tens  of  thousands  of  vehicles. 

But  OnStars  virtual  diagnostic  service 
provides  immediate  data  that  can  give 
engineers  a  jump  on  potential  quality  issues 
before  customers  even  notice  a  problem. 
One  example:  In  2005  OnStar  detected  and 
fixed  a  problem  in  the  electronic  ventilation 
system  in  GMs  2006  full-size  SUVs.  It's  even 
testing  the  ability  to  fix  software-related 
problems  remotely. 

GM  has  already  been  using  On- 
Stars diagnostic  capabilities  to 
spot  problems  in  early  ver- 
sions of  new  vehicles. 
Robert  Ottolini,  GMs 
executive  director  for 
product-development 
quality,  says  GM  has 
avoided  $100  million 
in  warranty  costs  by 
catching  problems 
before  vehicles  were 
shipped  to  dealers.  "Every  day 
they  can  trim  out  of  the  time  between  when 
a  problem  is  detected  and  when  it  is  corrected 
saves  $1  million,"  estimates  Kevin  Reale, 
automotive  research  director  for  AMR 
Research  in  Boston.  F 


Chicken  Out 


THE  ASIAN  BIRD  FLU  CLAIMED  ITS  FIRST  AMERICAN  VICTIMS  LAST  MONTH:  TYSON  FOODS,  PILGRIM'S  PRIDE  AND 
Gold  Kist.  All  three  showed  a  loss  for  the  most  recent  quarter  on  plunging  poultry  prices.  (Mad-cow  scares  didn't  help, 
either;  beef  prices  are  also  in  a  grinding  descent.)  Avian  flu  is  costing  the  poultry  industry  $100  million  a  month  in  lost 
revenue,  estimates  Paul  Aho,  an  analyst  at  Poultry  Perspective,  a  consultancy.  Americans  haven't  lost  their  taste  for  white 
meat;  chicken  breasts  are  still  flying  off  the  shelves  here.  But  consumers  overseas,  spooked  by  the  spread  of  the  H5N1 
virus,  are  shunning  birds  of  all  feathers,  particularly  the  dark  meat  they  usually  buy  from  U.S.  poultry  producers. 

There  were  so  many  frozen  chicken  legs  piling  up  in  U.S.  warehouses  this  spring  that  poultry  producers  had  to  get 
creative.  "Leg  quarters  are  being  dumped  wherever  they  can  be,"  says  David  C.  Nelson,  a  Credit  Suisse  analyst,  in  a 

research  report.  "We  have  heard  reports  of  sales  to  China 
at  5  cents  a  pound  or  even  being  burned  for  fuel  for  3  cents 
a  pound."  Wholesale  prices  recovered  in  May  to  23  cents  a 
pound,  but  they  are  still  down  by  half  since  Octobers  peak. 

Now  Russia,  the  largest  buyer  of  U.S.  poultry,  briefly 
canceled  poultry  import  licenses  and  delayed  shipments. 
Russian  farmers  have  been  protesting  against  cheap 
chicken  legs  flooding  their  markets.  Exports  to  other  mar- 
kets finally  showed  some  signs  of  stabilizing  by  early  May. 
But  what's  going  to  happen  when  the  first  American  bird 
catches  the  dreaded  flu?  — Deborah  Orr 
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Why  the  investor  who  believes  in 

paying  less  and  keeping  more 

hkes  traveling  in  ^JJ^ 

A  funny  thing  happened  when  we  marf„  , 

liable  to  individual  investors  back  in  197  T^!  ™d  ^"^ 

n         nf  invesmrc  „„  friends  rold  friends,  and 

a  small  circle  ot  investors  grew  mto  a  large  one  TU       ,,     .  , 
Wth  shares  in  a  Vanguard'-  fund,  for  JL  ,        ^  ^  3  S'mp'e  S'0,y- 

a  powerful,  long-term  commitment  to       P  '  ^  ^  "  "  fr°m 
keep  costs  low.  Low  costs 
means  you  get  to  keep 
more  of  your  investment 
returns  working  for  you. 
Compounding  that 
money  over  time  can 
help  you  build  wealth. 
And  good  performance 
attracts  more  investors. 
As  a  client-owned  investment 
management  company,  it's  just  one 

way  we  put  our  investors'  interests  first  \56W 

1  urst-  Whats  more,  managing  over 

$881  billion  in  assets  as  of  October  31  200S  w^o^„  ii    .  ,'■ 

zuiq,  we  actually  charge  clients 

two-thirds  less  than  we  did  thirty  years  a<m  ™A 

J  /cars  ago,  and  our  average  expense 

ratio  is  80%  lower  than  the  industry  averse  T~  :  ; 

u/  average,  lo  join  our  growing 

circle,  call  1-800-669-8698.  We  can  help.™ 


www.vanguard.com 


Vanguard 


Call  for  a  fund  prospectus,  which  includes  investment  objectives,  risks,  charges,  expenses,  and  other  information; 
read  and  consider  it  carefully  before  investing. 

'Source:  Upper  Inc  .  based  on  expense  ratio  data  as  of  Dec.  31,  2004.  Past  performance  is  not  a  guarantee  of  future  results.  Mutual  funds  are  subject  to  market  risk  ©2006  The  Vanguard  Group,  Inc 
All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 
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RADIO 


PAUL  HARVEY  HIP?  OF  COURSE 
not.  The  blog  crowd  wouldn't 
pay  him  any  heed.  Yet  his  daily 
programs  (News  &  Comment 
and  The  Rest  of  the  Story)  haul 
in  15  million  listeners  on  1,100  stations. 
In  the  course  of  55  years  with  the  ABC 
Radio  Networks  Harvey  has  probably 
brought  it  close  to  $  1  billion  in  revenue. 
So  strong  is  the  bond  of  trust  that  he 
has  built  with  listeners  that  when  Paul  - 
says,  "Buy,"  they  do— everything  from 
Buicks  to  Bose  Wave  radios  to  steel 
buildings.  He  may  be  the  greatest  sales- 
man in  the  history  of  the  medium. 

So  even  the  merest  whiff  of  Harvey  j 
preparing  to  issue  his  final  "Good . . .  day!"  ] 
would  be  earth-shattering  to  ABC,  not  to  I 
mention  listeners.  Rumors  have  started.  > 
ABC  broadcast  personality  Curtis  Sliwa 
says  staffers  have  been  told  internally  that 
actor  and  former  Senator  Fred  Thomp- 
son already  is  being  groomed  as  Harvey's 


After  Paul  Harvey,  What? 

As  much  as  Howard  Stern's  departure  hurt  CBS,  ABC 
stands  to  suffer  more  when  it  loses  its  87-year-old 
master  pitchman  |  By  Alan  Farnham 


The  living  legend  (left) 
is  going  strong,  but  is 
ex-Senator  Thompson 
in  the  wings? 


permanent  replacement.  Thompson  fills  in 
for  Harvey  occasionally,  as  he  did  for  the  first 
time  last  month. 

Not  true,  says  John  McCon- 
nell,  head  of  programming; 
neither  Thompson  nor  anybody 
else  is  being  groomed  as  Paul's 
successor.  As  for  the  living  leg- 
end, he  looked  hale  and  jaunty 
in  a  robins-egg-blue  suit  when 
k    he  appeared  at  a  luncheon  re- 
■    cently  to  celebrate  the  30th  an- 
H    niversary  of  one  of  his  shows. 
A    Dismissing  the  very  notion 

of  retirement,  he  quips,  "Id  retire,  only 
1  I  have  never  found  anything  else  that 
v  I  would  rather  do." 
I  Harvey,  87,  has  been  on  the  air 
J  since  1933.  He  has  delivered  more 
V  pregnant  pauses  than  a  rhetorical 
obstetrician.  He's  fit.  He's  sharp.  He's 
still  only  five  years  into  his  latest  ten-year 
contract.  But  the  schedule  he  maintains  is 
punishing:  He's  at  the  studio,  without  fail, 
by  4:00  a.m.  How  long  can  this  go  on? 

His  departure,  whenever  it  comes,  will 
pose  a  bigger  challenge  for  ABC  than 
Howard  Sterns  departure  did  for  CBS- 
owned  Infinity  Broadcasting.  Stern,  too,  is 
a  puissant  pitchman.  He  all  but  built  the 
Snapple  brand.  After  he  decamped  in  late 
2005  to  Sirius  Satellite  Radio,  CBS  sales  fell 

Biggest  Talkers  in  Radio  

(Weekly  listeners  in  millions  as  of  fall  2005) 

1.  Paul  Harvey  (15) 

2.  Rush  Limbaugh  (13.75) 


3.  Sean  Hannity  (12.50) 


4.  Michael  Savage  (8) 


5.  Dr.  Laura  Schlessinger  (7.75) 


5.  Howard  Stern  (7.75) 


6.  Laura  Ingraham  (5) 


Sources:  ABC  Radio  Networks  (for  Harvey  figure); 
Talkers  Magazine  (others).  For  methodology  see 

www.  fa  Ikers.  com. 


6%.  His  former  flagship  station  in  New  York 
dropped  from  number  one  in  morning 
drive-time  radio  to  number  22. 

Harvey  brings  in  more 
than  10%  of  the  network's 
$300  million  in  billings,  says 
Michael  Connolly,  ABC's 
director  of  sales.  Sliwa  says 
ABC's  loss  of  Harvey  "would 
be  like  Krakatoa.  East  of 
Java"  compared  with  the 
"tremor"  felt  by  CBS  from  its 
loss  of  Stern.  As  for  Thomp- 
son as  replacement:  "They 
could  bring  Jimmy  Stewart  back  to  life, 
and  you  still  couldn't  replace  Paul." 

When  advertisers  sign  with  Harvey, 
they  tend  to  stick:  Bankers  Life  &  Casu- 
alty for  40  years  and  Neutrogena  for  20, 
reportedly.  On  some  ABC  radio  stations 
Harvey's  midday  broadcast  helps  funnel 
listeners  to  the  Rush  Limbaugh  program 
following. 

Advertiser  Neill  Walsdorf  Jr.,  46,  pres- 
ident of  Mission  Pharmacal,  remembers 
the  thrill  he  felt  ten  years  ago  when  Har- 
vey first  advertised  Pharmacal's  dietary 
calcium  supplement,  Citracal.  It  was  Har- 
vey himself  who  came  up  with  the  catchy 
slogan  for  the  product,  as  he  does  for 
many  of  his  advertisers'  wares:  "'Cit,'  as  in 
'citrus.'  'Cal,'  as  in  calcium.'  ClT-ra-calT 
Orders  hit  "like  a  tsunami,"  says  Wals- 
|  dorf,  "and  we  never  looked  back.  He  has 
a  way  of  taking  the  essence  of  any  prod- 
uct and  putting  it  across  in  a  conversa- 
tional manner  that  rings  true  with 
!  consumers." 

If  he  had  to,  would  Walsdorf  adver- 
tise with  Howard  Stern?  No.  "It's  not 
that  Howard  doesn't  deliver  a  great  mes- 
I  sage.  He  can  be  cutting  and  hilarious." 
|  Then,  after  a  suggestive,  Harvey-like 
pause,  Walsdorf  says:  "There're  all  sorts 
of  things  he  could  say,  I'm  sure,  about 
the  importance  of  strong  bones."  F 
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HARM'S  WAY  WAS 

x  x  x^j  X-)  x.)   o  x«T  x^.  is  • 


For  125  years,  we've  put  ourselves  in  dire  situations  because  that's  where 

we're  needed.  In  the  face  of  often  impossible  conditions  we've  pressed 
tirelessly  on.  We  are  the  American  Red  Cross,  an  organization  of  volunteers 
who  give  our  time,  talent  and  strength  to  relieve  the  suffering  of  our 
neighbors  in  over  70,000  disasters  each  year. 

Serve  at  our  side.  Contact  your  local  American  Red  Cross 
in  this,  our  125th  anniversary  of  hope. 


JOIN    US    •  WWW.REDCROSS.ORG 


Outfront 

PUBLISHING 


Rich  Like  Me 


Search  "millionaire"  on  Amazon.com  and  you'll  come  up  with 

scores  of  books  on  how  to  make  yourself  into  one.  Somebody's  getting  rich 

off  this  phenomenon,  but  we  suspect  it's  not  the  purchasers. 

By  Matthew  Miller  and  Amanda  Schupak 


■ 


"'''^fc. 

Secrets^ 

Millionaire 


RICH 


Secrets  of  the  Million- 
aire Mind  by  T.  Harv  Eker 
(HarperBusiness,  2005) 
Cocky  quote  "Give  me 
five  minutes,  and  I 
can  predict  your  financial 
future  for  the  rest  of 
your  life!" 

Premise  To  become  a 
millionaire,  you  have  to 
think  like  a  millionaire. 
Banal  insight  "Thoughts 
lead  to  feelings,  feelings 
lead  to  actions,  actions 
lead  to  results." 
Author's  day  job  Runs 
wealth-creating  and 
motivational  courses. 
Ulterior  motive?  Eker's 
"Millionaire  Mind"  course 
for  $1,300. 


Risk  &  Grow  Rich 

by  Kendra  Todd 
(ReganBooks,  2006) 
Corniest  chapter  title 
"Entrepreneur  Is  Just 
'Risk'  Misspelled." 
Premise  Take  risks.  The 
author,  27,  winner  on 
Donald  Trump's  The  Ap- 
prentice, relates  her  past 
triumphs.  Both  of  them. 
Best  advice  Partner  with 
monied  friends. 
Author's  day  job  Real 
estate  agent  in  Boca 
Raton,  Fla. 

Ulterior  motive?  Author 
may  have  learned  from 
her  mentor  that  self- 
promotion  doesn't  hurt 
real  estate  sales. 


The  Millionaire  Maker 

by  Loral  Langemeier 
(McGraw-Hill,  2006) 
Hokey  jacket  slogan 
"Master  the  art  of 
wealth  building,  and 
make  money  the  way 
millionaires  do!" 
Premise  Make  extra  cash 
in  spare  time,  invest  in 
cash-producing  ventures. 
Percentage  of  pages 
with  complex  tables  and 
equations  20%. 
Author's  day  job  Runs 
Live  Out  Loud,  aimed  at 
"coaching"  millionaire- 
wannabes. 

Ulterior  motive?  Offers 
$5,000  moneymaking 
program. 


The  Complete  Idiot's 
Guide  to  Getting  Rich 

by  Stewart  H.  Welch  III 
and  Larry  Waschka 
(deceased)  (Alpha 
Books,  2005) 
Quaint  cover  line  "Take 
the  five  steps  to 
wealth — and  watch  your 
money  grow!" 
Premise  Cash-saving  tips 
(buy  used  goods)  and 
how-to's  for  startups. 
Priceless  extras  "Words 
of  the  Wealthy"  teaches 
you  to  use  jargon  like 
"prospectus." 
Author's  day  job  Finan- 
cial adviser. 

Ulterior  Motive?  Other 
Welch  finance  titles. 


Start  Late,  Finish  Rich 

by  David  Bach  (Broad- 
way Books,  2005) 
The  Hook  "It's  never  too 
late  to  BE  RICH!" 
Premise  Get  a  raise,  start 
a  new  business,  get  out 
of  debt  and  buy  stocks 
that  go  up. 
Most  annoying  catch- 
phrase  Find  your  "Latte 
Factor."  Translation:  skip 
the  Starbucks  and  put 
your  half-caf  dollars  into 
a  small-cap  fund. 
Author's  day  job  Runs 
FinishRich  Media,  jugger- 
naut marketer  of  get- 
rich  lectures. 
Ulterior  motive?  See 
above. 


What  Real  Estate  Slowdown? 

The  Tropicana  is  a  ratty  50-year-old  casino  on  Las  Vegas  Boulevard  that's  being  courted  as  if  it 
were  the  hottest  new  thing  in  town.  Since  March  four  companies  have  made  12  bids  for  Aztar, 
Tropicanas  parent  company  in  Phoenix.  Why?  The  Tropicana  sits  on  34  acres  in  the  heart  of  the 
Vegas  Strip,  the  best-situated  piece  of  land  available  for  development. 

Pinnacle  Entertainment,  which  owns  small  casinos  in  the  middle  of  the  country,  got  things 
started  in  mid-March  with  a  bid  of  $38  per  share,  valuing  the  company  at  $2.1  billion.  That  was 
followed  in  quick  succession  by  offers  from  Colony  Capital,  Ameristar  Casinos  and  Columbia 
Entertainment,  which  has  the  current  high  bid  of  $53  a  share.  At  that  price,  the  land  under  the 
Tropicana  is  worth  roughly  $30  million  per  acre,  or  $689  per  square  foot,  according  to  JPMorgan. 
That's  $229  more  than  Harrahs  paid  for  the  Strips  Imperial  Palace  casino  last  summer.  According 
to  DataQuick,  it's  even  higher  than  commercial  land  in  San  Francisco,  at  $532  per  square  foot. 
Whoever  wins  will  show  little  nostalgia  for  the  Trop.  It  will  be  bulldozed.— Dorothy  Pomerantz 
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Past  performance  is  not  a  guarantee  of  future  results.  Investment  return  and  principal  value  will  fluctuate,  and 
it  is  possible  to  lose  money  by  investing.  The  performance  of  the  portfolios  is  dependent  on  the  performance  of 
their  underlying  American  Century  funds,  and  will  assume  the  risks  associated  with  these  funds. 

Before  investing,  carefully  consider  the  fund's  investment  objectives,  risks,  charges  and  expenses. 
Call  1-877-442-6236  for  a  prospectus  containing  this  and  other  information.  Read  it  carefully. 

American  Century  Investment  Services,  Inc.,  has  entered  into  an  agreement  with  the  Lance  Armstrong  Foundation 
for  rights  to  use  the  LIVESTRONG  name.  Under  this  agreement,  every  dollar  invested  in  the  LIVESTRONG 
Portfolios  over  the  next  ten  years  will  help  determine  the  amount  American  Century  will  pay  the  LAP  above  a 
guaranteed  amount.  Under  limited  circumstances,  the  agreement  can  be  terminated  by  either  party,  and  there  will 

be  no  future  payments.  LIVF.STRONC  is  a  trademark  of  the  Lance  Armstrong  Foundation 


American  Century 
Investment  Services, 
Inc.,  Distributor. 

©2006  American 
Century  Proprietor]/ 
Holdings,  Inc.  All  rights 
resemed.  The  American 
Century  Investments 
logo,  American  Century 
and  American  Century 
Investments  are  service 
marks  of  American 
Century  Proprietary 
Holdings,  Inc. 


/OUR  MONEY  CAN  BE  BIGGER  THAN  JUST  AN  INVESTMENT. 


At  American  Century  Investments,  we  believe  that  being  successful  and  doing  more  can  go  hand  in  hand. 

In  the  spirit  of  our  founder,  Jim  Stowers  Jr.,  and  his  dedication  to  defeating  cancer,  we've  created 
the  LIVESTRONG™  Portfolios  from  American  Century  Investments.  They're  a  series  of  professionally 
managed  target-date  mutual  funds  that  simplify  investing  and  are  designed  to  help  you  reach  your  goals. 
Additionally,  an  investment  in  the  LIVESTRONG  Portfolios  can  help  support  the  mission  of  the 
Lance  Armstrong  Foundation,  which  is  to  inspire  and  empower  people  affected  by  cancer. 


r  American  Century 
*  Investments 


LIVESTRONG 

PORTFOLIOS 


To  find  out  if  the  LIVESTRONG  Portfolios  are  right  for  you,  contact  your  financial  advisor, 
call  877-442-6236,  or  visit  livestrongportfolios.com. 


special  pill 


Medicine  based  on  your  DNA?  It's  coming  -  part  of  the  radical  shift  under  way  in  healthcare 
as  science,  business  and  academia  converge.  IBM  is  working  with  TGen  and  Arizona  State 
University  to  help  turn  genomic  discoveries  into  personalized  medicine.  Sped  along  by 
advanced  algorithms  and  supercomputing  power,  TGen  and  ASU's  Biodesign  Institute  now 
process  billions  of  data  points  in  days  instead  of  months  or  years.  The  IBM  Computational 
Biology  Center  is  one  of  many  IBM  resources  you  can  draw  on.  Want  innovation  for  results? 
Talk  to  the  innovator's  innovator.  Call  on  IBM.  To  learn  more,  visit  ibm.com/innovation 


what  makes  you  special? 


Technology 


SOFTWARE 


Map 
Mania 

From  Google  Earth  to  tracking  the  avian  flu  virus, 
map  software  suddenly  is  hot  tech  By  Megha  Bahree 


o  &  a  a 


A  satellite  map  of  New  Orleans,  post-Katrina,  with  areas  in  mustard  color  identified 
by  FEMA  as  highly  damaged. 


THE  WEB  HAS  GONE  MAP 
mad.  Ever  since  Google 
released  easy-to-use  soft- 
ware tools  for  its  nifty  on- 
screen maps  of  streets  and 
satellite  images  a  year  ago, 
fans  have  set  off  an  explo- 
sion of  creative  overlaps, 
adding  their  own  useful 
and  sometimes  quirky  data. 

One  map  locates  dog- 
friendly  hotels  in  the  U.S., 
another  tracks  taco  trucks 
in  Seattle  (with  photos  and 
health  inspection  records 
of  the  trucks).  A  map  of  upcoming  Native 
American  powwows  marks  each  site  with 
a  blue  eagle  feather  instead  of  a  virtual 
pushpin.  The  Gawker  Stalker  map  of 
celebrity  sightings  in  Manhattan  got 
George  Clooney  so  irate  he  urged  people 
to  flood  the  site  with  fake  posts,  Gawker 
says.  Satellite  zoom-ups  are  driving  the 
popularity  of  real  estate  upstart 
Zillow.com,  where  you  can  waste  hours 
tracking  down  how  much  your  neighbors 
paid  for  their  homes  (and  what  your 
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childhood  home  now  is  worth). 

Google  started  this  binge  on  maps  and 
"mash-ups" — loading  simple  maps  with 
extra  information— last  June,  and  Yahoo 
and  Microsoft's  MSN  have  recently  helped 
fuel  it  with  features  of  their  own.  Silicon 
Valley  cartographers  held  their  first  mash- 
up  camp  in  February  in  Mountain  View, 
Calif.,  drawing  300  people;  500  have 
signed  up  for  the  next  one,  in  mid-July. 

All  this  geographic  mania  amuses  the 
de  facto  father  of  the  mapping  field:  Jack 


Dangermond,  founder  and  president  of 
Environmental  Systems  Research  Insti- 
tute, the  37-year-old  firm  that  is  the 
Microsoft  of  mapping.  ESRI,  run  out  of 
Redlands,  Calif.,  has  annual  sales  of  more 
than  $600  million  and  is  growing  at  bet- 
ter than  10%  a  year.  It  claims  to  be  one  of 
the  largest  suppliers  of  software  to  the 
federal  government  after  Microsoft,  Ora- 
cle and  IBM.  It  is  owned  entirely  by  Dan- 
germond, one  of  four  children  born  to 
Dutch  immigrants,  and  his  wife,  Laura, 


ESRI's  Jack 
Dangermond 
with  a  planning 
map  tacked 
to  an  office 
window. 


who  also  grew  up  in  a 
modest  home. 

ESRI's  300,000  cus- 
tomers include  most 
federal  agencies,  health 
departments  in  all  50 
states  in  the  U.S.,  the  Centers  for  Disease 
Control  &  Prevention,  oil  and  forestry 
companies  and  more.  ESRI  maps  are  used 
in  all  cars  equipped  with  General  Motors' 
Onstar  service.  Its  tools  also  track  cholera 
and  malaria  in  Bangladesh  and  India, 
guinea  worm  in  West  Africa  and  West 
Nile  virus  in  the  U.S.  National  Geographic 
parlayed  Dangermond's  wares  to  produce 
dozens  of  interactive  Web  maps  embed- 
ding the  location  of  more  than  5,000  Civil 
War  battlefields. 

ESRI's  software's  key  strength  is  the 
"club  sandwich  effect"  by  which  cus- 
tomers handle  advanced  spatial  analysis 
with  up  to  dozens  of  layers  of  data  from 
economic,  demographic  and  environ- 
mental databases.  ESRI  street  and  satellite 
maps  can  be  updated  almost  instanta- 
neously as  new  information  streams  in 
from  the  field. 

Dangermond  is  a  bit  dismissive  of 
Google's  efforts,  viewing  its  mash-ups  as 
so  much  eye  candy.  Yet  ESRI  itself,  until 
now  focused  mainly  on  high-end  corpo- 
rate and  government  clients,  is  responding 
to  the  Google  excitement  by  making  its 
latest  software  features  available  online  to 
the  mapping  masses.  "Because  of  Google 
Earth,"  Dangermond  says,  "people  became 
more  aware  of"  using  geographic  infor- 
mation systems  (GIS),  "and  they  now 
understand  what  we're  doing.  We're  seeing 
a  lot  of  business  customers  realizing  that 
geography  matters,  location  matters." 

The  low-key  Dangermond  says  rev- 
enue wall  rise  nearly  15%  this  year  and  will 
grow  more  than  20%  in  each  of  the  next 
two  years,  once  ESRI  releases  the  next  big 
version  of  its  GIS  software.  "I'm  not  telling 
you  these  numbers  because  of  Wall 
Street,"  says  Dangermond.  "We  don't 
march  to  that  kind  of  drummer."  The  firm 
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A  "swipe"  tool  is  used  to  split  a  view 
between  a  2-D  street  map  and  a 
high-resolution  3-D  image  of  downtown 
Los  Angeles. 


won't  disclose  its  profits,  but  Dangermond 
says  his  operating  margins  run  around 
1 5%,  and  the  company  plows  20%  of  rev- 
enue into  research  every  year. 

ESRl's  publicly  traded  competitors, 
including  Maplnfo,  Intergraph  and 
Autodesk,  are  all  growing  nicely,  too,  and 
they  often  outhustle  ESRI  in  markets  such 
as  direct  mail  targeting  and  retail  store  site 
selection.  Cox  Communication  used  GIS 
software  from  Maplnfo  to  combine  data 
about  its  customers,  service  offerings  and 
broad  demographics  to  figure  out  what 
products  to  market  where  and  even  where 
to  build  its  networks  next.  Within  ten 
minutes  of  assembling  the  data,  Cox  had 
a  decent  list  of  direct  mail  targets. 

ESRl's  rivals  have  made  inroads  into  its 
stronghold  in  government  and  public 
health  agencies.  But  its  new  release,  called 


How  will  diseases  spread?  Top  map  shows 
flight  paths  out  of  Atlanta.  Bottom  map 
shows  one-hour  drives  from  major  cities. 
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You  and  your  financial  needs  are 
unique.  Raymond  James  financial 
advisors  understand  that.  In  addition 
to  one  of  the  most  comprehensive 
ranges  of  financial  services  anywhere, 
they  have  complete  freedom  to  offer 
unbiased  advice  that's  right  for  you. 
That's  a  promise  from  one  of  the  first 
firms  to  focus  on  individual  financial 
planning.  And  it's  why  some  of  the  best 
advisors  have  chosen  to  work  with  us. 
There's  a  culture  of  independence  here. 
One  that's  focused  on  the  individual. 
One  that  works. 


RAYMOND  JAMES 

Individual  solutions 
from  independent  advisors"' 


ArcGIS  9.2,  will  let  any  user  publish  a  map 
online  so  it  can  be  revised  by  another  user, 
like  a  Google  mash-up  but  with  far  more 
sophisticated  data  sets.  The  primary  inter- 
face will  be  a  very  cool  3-D  globe  that  lets 
you  zoom  around  from  place  to  place  by 
simply  entering  an  address  or  even  a 
phone  number,  something  you  can't  do  on 
Google. 

Up  until  now  ESRI  s  software  has  been 
a  tool  for  geo-geeks,  many  of  whom  have 
gone  in  for  some  training  in  GIS.  Its  maps 
are  far  less  sleek  and  responsive  than  the 
simpler  Google  and  Yahoo  maps.  The 
map  on  ESRI  s  Web  site,  showing  driving 
directions  to  its  headquarters,  is  inferior  to 
Google's  version  of  the  same. 

But  with  the  new  release  ESRI  will 
make  big  use  of  standard  Web  languages 
such  as  XML  and  Java  to  create  maps 
far  easier  to  use — and  more  fun — for 
clients.  In  one  demonstration  an  ESRI 


This  ESRI  map  shows  the  density  of  911  calls  in  San 
Bernardino,  Calif,  in  relation  to  ambulance  locations  over  a 
one-year  period.  Redder  areas  show  higher  call  volumes. 


engineer  zoomed  to  within  6  inches  of 
a  building  rooftop  in  Los  Angeles. 
Another  demo  plotted  a  route  from 
Greenwich  Village  to  Wall  Street  in 
Manhattan  and  smoothly  flew  overhead 
along  the  route. 

Dangermond  doesn't  see  Google  as  a 
competitor  ("We  like  those  guys"),  but  he 
admits  his  software  needed  to  be  prettier 
and  quicker.  "I've  watched  our  software 
grow  for  35  years,"  he  says,  "but  this 
release  is  more  technology  than  we've  ever 
released  in  35  years." 

Falk  Huettmann,  a  wildlife  ecologist 


A  GIS  analysis  shows  affected  customers 
during  a  power  outage  in  Riverside,  Calif. 

at  the  University  of  Alaska's  Fairbanks 
campus,  uses  ESRI  software  to  track  the 
spread  of  the  highly  contagious  H5N1 
bird  flu  virus.  To  a  comprehensive  ter- 
rain map  of  Alaska  he  adds  data  on  avian 
flyways,  urban  settlements,  hospital  loca- 
tions and  climate.  This  mishmash  will  let 
him  decide  where  to  send  fieldworkers 
to  test  for  infected  birds,  plotting  the  risk 
t  ^  of  the  disease  spreading  and 
the  chance  of  setting  up  a 
secure  quarantine. 

The  state  of  Pennsylvania 
used  a  similar  ESRI  program 
in  2001  to  contain  a  bird  flu 
outbreak  on  several  farms. 
Within  an  hour  of  the  dead 
birds  arriving  at  a  lab,  health 
workers  had  a  map  of  the 
affected  areas,  the  types  of 
birds  there  and  locations  of 
nearby  homes.  Within  a 
month  the  department  had 
eliminated  any  trace  of  the 
flu.  Losses  and  expenses 
totaled  $400,000,  down  from 
the  $3.5  million  spent  during 
an  outbreak  in  1997  before 
the  state  used  mapping  software. 

The  Arizona  Republic  uses  ESRI  soft- 
ware to  pinpoint  for  advertisers  the  best 
neighborhoods  and  residences  for  their 
inserts.  It  can  color-code  by  education, 
income,  single-family  homes  or  what- 
ever specifications  an  advertiser  wants. 
This  method  has  increased  revenue  from 
the  insertion  business  28%  in  three 
years,  a  miraculous  number  for 
print  media. 

For  Dangermond's  customers,  loca- 
tion is  everything.  "People  want  the  geo- 
graphic advantage,"  he  says.  F 
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N  NOVATION 


Reinventing 
The  Wheel. 
Literally. 

Airtrax  topples  the  tyranny 
of  steering  |  By  Monte  Burke 


THE  WHEEL  IS  A  PERFECT  INVEN- 
tion.  We'd  be  nowhere  without  it. 
Maybe  the  only  thing  you  might 
improve  is  the  steering. 

Done.  A  tiny  company  called  Airtrax 
(buy  shares  if  you  can  stomach  microcap 
stocks  with  poor  operating  histories)  has 
reinvented  the  wheel,  introducing  the  first 
commercially  available  omnidirectional 
model.  With  it,  a  forklift  is  amazingly  nim- 
ble in  a  cramped  warehouse,  moving  in  any 
direction  without  turning  its  nose  at  all. 

The  forbidding-looking  wheels,  made 
by  Timken,  do  away  with  tire  and  rim, 
instead  moving  on  six  pairs  of  poly- 
urethane-covered  steel  rollers,  each  angled 
at  45  degrees  to  the  wheel  itself.  Each 


wheel  runs  on  its  own  AC  motor,  trans- 
mission, brake  and  controller.  There  are 
no  axles.  The  rollers  move  passively  as  the 
wheels  turn,  or  the  wheels  can  lock  in 
place  with  only  the  rollers  rotating. 

Airtrax's  Sidewinder  forklift  moves  as 
if  it  is  sliding  on  ice,  but  with  total  control. 
Push  its  joystick  gently  to  the  left  and  a 
forward- facing  Sidewinder  rolls  laterally 
without  turning  an  inch.  Angle  the  joy- 
stick 45  degrees  up  and  the  vehicle  shifts 
in  that  direction.  With  a  twist  of  the  stick, 
the  Sidewinder  rotates  in  its  own  foot- 
print. "With  this  thing,  warehouses  can 
utilize  30%  more  of  their  space,"  says  Peter 
Amico,  the  62-year-old  chief  executive  of 
Airtrax  in  Blackwood,  N.J. 


Making  a  Forklift  Dance 

Here's  how  the  wheels  on  the  Sidewinder 
work  for  four  basic  movements. 


STRAIGHT  UP  OR  BACK:  All  wheels  move  in 
the  same  direction,  at  the  same  speed. 

LATERAL  TO  THE  LEFT:  Left  side  wheels 
roll  toward  each  other;  right-side  wheels 
roll  away  from  each  other  (see  right). 

DIAGONALLY  FORWARD  LEFT:  Right 
front  wheel  moves  clockwise,  left  back 
wheel  counterclockwise.  The  other 
two  wheels  lock,  but  rollers  turn. 

360  DEGREES  TO  THE  LEFT:  Left  side 
wheels  spin  back;  right  side  wheels 
spin  forward,  at  the  same  speed. 


What  looks  like  magic  is  a  deft  use  of 
opposing  forces.  For  the  Sidewinder  to 
move  laterally  to  the  left  with  the  nose 
facing  front,  the  two  left  wheels  spin 
toward  each  other,  and  the  two  right 
wheels  spin  away  from  each  other.  These 
opposing  attempts  to  go  at  a  45-degree 
angle  counterbalance  into  a  90-degree 
movement.  Operators  can  go  anywhere 
on  the  Cartesian  plane  (x,  y  and  z  axes) 
because  the  wheels  can  spin  at  different 
speeds  (see  graphic  below). 

Amico  bought  the  rights  to  the  tech- 
nology in  1996  from  the  U.S.  Navy,  which 
had  acquired  the  patent  from  a  Swedish 
engineer,  Bengt  Erland  Hon,  who  invented 
this  wheel  in  1972.  After  spending  $13 
million  and  nine  years  developing  the 
concept,  Airtrax  sold  the  first  35 
Sidewinders  in  the  last  year.  They  cost 
$48,000  apiece,  twice  the  price  of  old  fork- 
lifts.  Airtrax's  wheel  is  part  of  the  design 
for  a  new  robotic  vehicle  that  can  inspect 
cars'  undersides  to  locate  bombs.  Some- 
day an  Airtrax-wheeled  vehicle  could 
carry  helicopters  precisely  to  and  from  a 
hangar  or  load  explosives.  Amico  sees 
uses  for  his  wheel  on  wheelchairs  and  hos- 
pital beds,  too.  (The  wheels  max  out  at 
llmph,  thus  ruling  out  their  use  in  cars 
idiot-proofed  for  lousy  parallel  parkers.) 

The  biggest  challenge  for  Airtrax  is  the 
wait-and-see  attitude  of  the  forklift  mar- 
ket. "Everybody  thinks  it's  neat,"  says  Jef- 
frey Zimmer,  general  manager  of  Fallsway 
Equipment  in  Akron,  Ohio,  which  sells 
the  Sidewinder.  "But  there's  some  skepti- 
cism concerning  the  look  of  the  thing."  F 
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No  bottlenecks 


ir  production 
ough  a  maintenance  service  contract 
that  covered  bearings,  seals,  lubrication  and  monitoring 
systems  we  helped  one  customer  increase  production  by 
powerful  30%! 
Our  contribution  to  the  environment  was  also  impres- 
e.  Compressor  energy  utilisation  was  reduced  and  oil 
onsumption  cut  by  almost  one-fifth. 

By  sharing  our  experience,  expertise,  and  creativity, 
dustries  can  boost  performance  beyond  expectations. 
We  release  the  potential.  Challenge  our  specialists! 
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CASINOS 


Designing  for  Dough 

Separating  gamblers  from  their  money  has  become 
more  science  than  art  |  By  Matthew  Miller 


1 


A 


0 


RCHITECT  PAUL  STEELMAN 
can't  wait  for  the  detonator 
charges  to  go  off.  In  Decem- 
ber Steelman's  employer, 
billionaire  Phillip  Ruffin, 
will  implode  the  dark  and  dirty  New 
Frontier  casino  in  Las  Vegas  to  make  way 
for  a  monster  replacement  Steelman  is 
designing.  Called  the  Montreux,  due  to 
open  in  early  2009,  it's  a  2,750-room 
Swiss-lakefront-themed  hotel  with  a 
104,000-square-foot  casino,  a  massive 
shopping  mall,  an  array  of  restaurants, 
bars  and  nightclubs,  and  a  465-foot-tall 
observation  wheel,  similar  to  the  London 
Eye,  that  scoops  riders  from  the  floor 
above  the  casino. 

Ruffin  bought  the  New  Frontier 
for  $325  million  in  1998.  Today  its 
worth  perhaps  $1  billion,  but  the 
41 -acre  property  makes  only  $18 
million  in  annual  operating  cash 
flow,  one  of  the  lousiest  performers 
in  town.  Steve  Wynn's  new  place 
across  the  street  made  $293  mil- 
lion in  the  1 1  months  after  it 
opened  in  April  2005. 

With  dreams  of  drawing  the 
free-spending  masses  his  neigh- 
bor attracts,  Ruffin  hired  Steel- 
man  as  his  architect  in  2004. 
Steelman  is  wiser  than  most 
when  it  comes  to  the  logistics  of 

Paul  Steelman  has  70  rules  for 
building  the  perfect  casino. 
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From  procurement  to  distribution  to  final  delivery,  we  can  help  synchronize  y 
supply  chain  to  reach  customers  faster  and  more  efficiently.  And  with  our  80  yea 
of  customs  brokerage  expertise  we  can  minimize  language  and  compliance  barriers 
to  accelerate  the  delivery  of  your  goods  across  countries  and  continents.  Helping 
you  expand  in  new  markets  easily,  ups.com/supplychain  1-800-742-5727 


A  bigger  market  is  out  there. 
Capture  it  with  a  more  efficient  supply  chain, 


Logistics 


Enticed  With  Vice 

Casino  bosses  want  you  to  gamble  plenty  and  spread  your  bucks  around  their  shops,  shows  and  suites.  The 
soon-to-be-built  Montreux  resort  on  the  Vegas  strip  is  designed  to  max  out  dollars  spent  by  each  visitor. — MM. 


CREATE  CURVING  PATHS 
Concave  walkways  will  pique  a 
gambler's  curiosity.  Their  gentler  lines 
provide  a  sense  of  comfort  and  freedom. 


MAKE  EXITS  VISIBLE 

Exits  will  be  plentiful  and  well  marked  to  keep 
players  gambling  longer.  If  you  know  how  to  get 
out,  you  are  likely  to  play  an  extra  five  minutes. 
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INTEGRATE  CASINO  AND  SHOPS 
Retail  is  typically  a  casino's  third-biggest  revenue 
producer,  after  rooms  and  gambling.  Montreux  s  shops 
will  abut  the  casino  floor  to  indulge  impulse  shoppers. 


LIGHTING 

Montreux  will  be  bright  all  over  with 
more  intense  lighting  over  the  tables. 
Darkness  confuses  the  gambler. 


r 


GENEROUSLY 
SPACED  TABLES 
AND  SLOTS 
Cramped  areas 
make  gamblers 
feel  trapped. 


ENCOURAGE  PEOPLE- 
WATCHING 
Montreux's  casino  will 
feature  a  round 
central  bar  so  gam- 
blers on  a  break  will 
stay  put  to  gawk  at 
one  another.  Most  of 
the  eateries,  bars  and 
nightclubs  will 
adjoin  the  casino  floor. 


moving  gamblers  through  sin  dens. 

He  worked  on  Wynn's  Mirage,  which, 
when  it  opened  in  1989,  became  the  first 
Strip  hotel  to  emphasize  eating  and  enter- 
tainment as  well  as  crap  tables.  Steelman 
brought  American  casino  innovations  to 
Asia  in  2004  with  the  Sands  Macao,  a  $240 
million  project  that  went  from  blueprint 
to  opening  in  600  days.  That  casino  made 
back  owner  Sheldon  Adelson's  entire 
investment  in  its  first  year,  thanks  in  part 
to  Steelmahs  bright,  airy  design. 

Steelman  has,  over  the  last  20  years, 
come  up  with  70-odd  design  rules  to  keep 
visitors  in  a  gleeful  state  as  they  evenly 
spread  their  dollars  among 
betting  tables,  shops,  the- 
aters and  restaurants.  His 
Paul  Steelman  Design 
Group  made  $35  million 
in  sales  last  year  designing 
or  refurbishing  50  casino 
projects  around  the  world. 
Owners  come  to  him  for  a 
philosophy  that  blends  a 
feel  for  how  to  appeal  to 
people's  baser  instincts 
with  psychologist  Abra- 
ham Maslow's  hierarchy  of 
needs.  "Confusion  creates  worry,"  Steel- 
man says.  "Worry  creates  doubt.  Doubt 
brings  less  empowerment.  The  less 
empowered  gambler  won't  spend  much." 
Mirrors  are  bad,  too.  They  can  shatter  the 
illusion  that  you're  James  Bond. 

Back  in  the  heyday  of  the  Flamingo, 
Tropicana  and  Desert  Inn,  moguls 
enticed  gamblers  with  free  rooms  and 
cheap  buffets— and  then  left  them  iso- 
lated at  tables  with  no  distractions.  The 
casinos  were  dark,  cluttered  and  hard  to 
get  out  of.  Keep  a  customer  stuck,  the 
thinking  went,  and  he'll  play 
until  he's  out  of  money. 
Gambling  made  up  more 
than  90%  of  revenue. 

Now  most  new  Vegas 
Strip  resorts  earn  more  than 
half  of  revenue  from 
nongambling  activities: 
shops,  theaters,  restaurants 
and  trade  shows.  With  Mon- 
treux Steelman  plans  to  push 
the  noncasino  receipts  even 
higher.  The  Montreux  casino 
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When  competing  with  other 
companies'  supply  chains, 
where  do  you  find  an  edge? 


floor  will  represent  only  2%  of  the  resorts 
area,  retail  9%.  (Most  space  will  go  to 
hotel  rooms.) 

The  Montreux's  casino  and  retail 
zones  will  dovetail  to  induce  visitors  to 
gamble,  take  a  short  two-minute  walk, 
perhaps  have  a  drink  at  a  bar,  then  start 
spending  again  in  the  shops.  The  retail 
area  will  open  right  onto  the  Strip  in  order 
to  encourage  walk-in  traffic.  That  is  rather 
ordinary  anywhere  else  in  the  country  but 


something  of  a  novel  idea  in  Las  Vegas. 

Steelman  has  also  designed  a  sleek 
ballroom  that  can  be  transformed  in 
under  two  hours.  Hold  a  fashion  show  in 
the  morning,  a  poker  tournament  in  the 
afternoon  and  a  boxing  match  at  night. 
The  ideal  length  for  any  spectacle  in  a 
casino  is  less  than  90  minutes — otherwise, 
he  says,  "you  are  dipping  into  time  people 
would  use  spending  money  in  other  parts 
of  the  casino." 


The  Truth  About  Casinos 


MYTH:  They  pump  oxygen  onto  the  gaming  floors  so  we'll  play  longer. 
TRUTH:  Doesn't  happen.  That  would  be  a  felony.  One  study  showed  it  would  have 
little  effect  anyway. 

MYTH:  There's  a  man  above  the  slots  area  watching  us  on  video  cameras.  He  decides 
who  wins  the  next  jackpot. 

TRUTH:  Computer  programs  tell  slots  when  to  pay  out.  It's  entirely  random. 
MYTH:  Casinos  use  two-way  mirrors  to  monitor  gamblers. 

TRUTH:  Security  cameras,  yes,  and  plenty  of  them.  But  two-way  mirrors  are  a  thing  of  the 
past.  "The  second  a  guy  sees  himself  in  a  mirror,  he  realizes  he's  not  James  Bond,"  says 
Steelman.  "And  once  the  illusion  is  over,  he'll  stop  spending  money." 


Ruffin  plans  to  build  Montreux  on  the 
cheap  side,  "cheap"  being  a  relative  term 
in  Vegas,  budgeting  $1.9  billion  for  con- 
struction, compared  with  Wynn  Las 
Vegas'  $2.7  billion.  Ruffin  is  raising  $400 
million  from  bonds,  $1.5  billion  from 
bank  loans.  No  equity  for  the  public. 
Steelman  came  up  with  a  plan  to  use  only 
85  types  of  building  materials.  Every 
door,  wall  and  piece  of  molding  will  be 
similar  throughout. 

Ruffin  also  wants  to  price  his  hotel 
rooms  at  $200  a  night,  30%  lower  than 
Wynns  average  room  rate,  but  still  gener- 
ate a  similar  or  better  return  on  his  invest- 
ment as  the  Wynn.  Ruffin  forecasts  $290 
million  a  year  in  pretax  profits  after  Mon- 
treux opens.  At  that  rate  he'll  be  earning 
15%  annually.  The  Wynn  returned  1 1%  in 
its  first  1 1  months. 

Steelmans  next  designs  to  go  up  will 
be  the  Four  Seasons  hotel  adjacent  to 
Adelson's  new  Venetian  Macao,  and  a  new 
resort  at  Connecticut's  Foxwoods,  already 
the  largest  casino  in  the  world.  F 
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Treasure  chest:  Inventables'  finds  include  (left  to  right)  a  projector  pen,  electroluminescent  film,  transparent  heating  glass, 
water-expanding  plastic,  gloves  that  allow  wearers  to  blow  warm  breath  inside  to  heat  their  fingers,  and  porous  metal. 


KEITH  SCHACHT  FLICKS  A  CIGARETTE  LIGHTER 
and  holds  the  flame  to  a  business  card.  He  smiles 
when  white  letters  and  circles  appear  on  the  paper. 
The  card's  coating  is  embedded  with  thousands  of  mi- 
croscopic hollow  plastic  balls  that  expand  when  heated. 
These  "microspheres"  were  made  by  a  division  of  Akzo 
Nobel  in  the  Netherlands.  The  business  card  idea  makes 
Schacht  wonder  whether  the  tiny  balls  might  be  added 
to  a  birthday  card  to  reveal  a  surprise  message  when  the 
card  is  held  over  birthday-cake  candles. 

"It's  a  conversation  starter,"  he  says,  beaming. 
And  that  means  the  card,  pocketed  at  a  trade  show 
in  Paris,  gets  added  to  a  pile  of  intriguing 
but  unsung  gizmos  that  form  the  basis  of 
Schacht's  business.  Schacht  and  his  college 
pal,  Zachary  Kaplan,  run  Inventables,  a  firm 
that  seeks  out  obscure,  newfangled  textiles, 
technology  and  thingamajigs  for  companies 
that  otherwise  might  overlook  them. 

Schacht,  26,  and  Kaplan,  27,  are  new- 
gadget  scouts  who  track  down  and  try  out 
hundreds  of  promising  novelties  in  a  year. 
Each  quarter  they  pick  up  to  80  items  to 
pass  along  to  100  consumer  product  com- 
panies, and  each  client  gets  the  same  collec- 
tion of  20  gewgaws,  delivered  in  a  box. 
They  include  product  descriptions  and 
suggest  other  uses  for  each  widget.  For  this 
Inventables  charged  $4,000  when  they  cre- 
ated the  company  in  2002.  They  gradually 
increased  the  price  to  $25,000.  Recently, 
they  jacked  up  the  subscription  price  to 
$200,000  a  year  for  the  quarterly  mailings 
and  a  consulting  program.  Some  companies 
pay  more  for  other  services,  for  example, 
expanding  the  program  for  multiple  offices. 
The  company's  revenue  is  at  $2  million 
a  year,  FORBES  estimates.  Their  clients 
include  BMW,  Boston  Scientific,  Kohler, 
Motorola,  Nike  and  Procter  &  Gamble. 

"These  boxes  are  really  like  having 
another  compartment  in  your  brain,"  says 
Douglas  Medema,  an  industrial  design 


PEDDLING  INNOVATION 


Gadgets  to  Go 

Zachary  Kaplan  and  Keith  Schacht  collect 
obscure  inventions,  from  scented  plastic 
to  self-heating  cans,  for  companies 
desperate  to  innovate  By  Emily  Lambert 
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manager  at  Bissell,  a  Grand  Rapids,  Mich, 
maker  of  vacuum  cleaners  and  an 
Inventables  subscriber. 

A  recent  shipment  included  pieces  of 
adhesive-free  tape,  ceramic  foam,  flexible 
porcelain,  self-healing  plastic  and  light- 
weight steel.  It  also  featured  a  wet-surface 
outdoor  industrial  marker,  used  on  boats 
and  planes.  Inventables  suggested  a  com- 
pany might  use  it  to  create  children's  col- 
oring books  and  games  for  the  bathtub. 
Binney  &  Smith,  maker  of  Crayola 
crayons,  is  an  Inventables  client. 

"Were  looking  for  things  that  have  a 
combination  of  properties  you 
really  would  have  thought  was 
impossible,"  says  Schacht. 

Kaplan,  who  met  Schacht  in 
2000  when  both  attended  the 
University  of  Illinois  at  Urbana- 
Champaign,  figures  as  many  as 
50  new  products  have  been  cre- 
ated based  on  Inventables'  finds 
from  companies  large  and  small. 
A  recent  shipment  included  3M's 
"dry  liquid,"  which  evaporates  25 
times  faster  than  water.  It  is 
sometimes  used  to  put  out  fires. 

Griffin  Technology  of  Nashville  success- 
fully found  a  new  use  for  an  Inventables  item. 
Robert  Donovan,  vice  president  of  design  at 
Griffin,  was  intrigued  last  year  when  he  re- 
ceived an  Inventables  box  holding,  among 
other  things,  a  tape  dispenser  with  a  small  ad- 
hesive base.  He  stuck  the  device,  with  its  sticky 
microsuction  material,  to  the  side  of  his  cu- 
bicle. The  material  is  now  a  key  part  of  Grif- 
fin's popular  iTrip,  an  FM  radio  transmitter 
that  can  be  used  with  Apple's  iPod  Nano. 

Donovan  expects  to  sell  hundreds  of 
thousands  of  the  holders— at  least.  Nice 
score  for  the  company,  which  paid  only 
$16,000  for  its  Inventables  subscription.  It 
pays  off  for  others,  too:  Griffin  bought  a  roll 
of  the  material,  at  $25  a  square  meter,  from 
a  division  of  Henkel  of  Dtisseldorf,  which 
gets  it  from  the  Japanese  inventor,  Yukio 
Hashiyama. 

Other  Inventables  fans  use  the  items 
to  inspire  creativity  in  brainstorming  ses- 
sions. Christopher  Bradley,  head  of 
2ndEdison,  a  product-design  outfit  in 
Orinda,  Calif.,  says  he  was  intrigued  with 
a  bottle  of  suntan  lotion  with  a  dial  that 
allowed  users  to  control  the  amount  of 


sun  protection  dispensed,  from  SPF2  to 
SPF30.  Bradley's  crew  thought  the  device, 
called  Dialpack,  might  be  used  to  allow 
consumers  to  vary  the  flavor  content  of  ice 
cream,  or  the  amount  of  antibacterial 
agent  in  hand  soap.  "We  started  thinking 
about  the  different  ways  you  could  use 
that  idea,"  Bradley  says. 

Inventables'  most  recent  shipment 
included  a  self-heating  can  that  contains 
calcium  oxide  and  water,  which  mix  and 
heat  up  when  users  press  a  button  on  the 
can.  It  is  used  for  a  line  of  Wolfgang  Puck 
coffee.  After  the  shipment  went  out,  news 


Thinking  inside  the  box:  an  Inventables  gadget  shipment. 

reports  said  consumers  were  complaining 
that  the  can,  made  by  OnTech  Delaware  of 
San  Diego,  could  overheat  or  spew  when 
opened.  Inventables'  Schacht  was  unfazed. 
He  said  his  outfit  included  the  packaging 
because  of  the  technology — the  chemical 
reaction — not  the  can. 

The  two  cofounders  own  most  of  their 
tiny  company,  and  friends  and  family  who 
kicked  in  startup  funding  own  the  rest.  It 
is  a  low-cost  enterprise:  The  partners  and 
their  13  employees  scour  trade  shows, 
trade  journals  and  sidewalk  newsstands — 
their  magazine  sources  include  main- 
stream offerings  such  as  Popular  Science — 
for  new  inventions.  When  they  find 
something  they  like,  they  try  to  get  free 
samples  for  their  shipments.  Inventables 
doesn't  charge  inventors  whose  products 
are  included  in  a  box. 

Those  products  include  the  reliable 
tube,  which  can  extend  10  feet  and  be 
rolled  up  to  fit  into  a  pocket.  It  is  used  to 
make  portable  flags.  Inventables  suggests 
companies  might  make  a  reliable  ladder 
out  of  it.  "The  unexpected  property 
expands  your  understanding  of  what's  pos- 
sible," says  Kaplan.  "That's  a  real  key."  F 
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When  it  comes  to  bad  cholesterol- 

Ask  your  doctor  if  lower  is  better. 


Getting  high  cholesterol  down 
is  important. 

Doctors  know  lowering  high  cholesterol  is 
important  for  everyone.  But  for  some  people, 
it's  even  more  important.  In  fact,  a  panel  of 
medical  experts  recently  proposed  updated 
guidelines  suggesting  many  patients  aim  for 
an  even  lower  cholesterol  goal  than  before.* 

Working  with  your  doctor 
is  key  to  helping  you  reach 
your  cholesterol  goal. 

If,  after  all  you've  tried — including  diet 
and  exercise — your  doctor  believes  you 
need  to  get  your  bad  cholesterol  even 
lower,  ask  whether  CRESTOR  might  help. 

Aim  lower. 

CRESTOR  may  make  the  difference  you  need. 
In  fact,  the  10-mg  dose  of  CRESTOR,  along 
with  diet,  can  lower  bad  cholesterol  by  as  much 
as  52%  (vs  7%  with  placebo).  That  means 
/our  LDL-C — the  bad  cholesterol — could 
30  down  about  half.  Your  results  may  vary. 

Is  CRESTOR  right  for  you? 

That's  another  conversation  you  need  to 
nave  with  your  doctor.  Your  doctor  will 
decide  the  best  course  of  treatment  for 
/ou  after  assessing  your  particular  needs. 


Get  more  information  about  CRESTOR. 

To  learn  more  about  CRESTOR,  or  if  you 
are  without  prescription  coverage  and  can't 
afford  your  medication,  AstraZeneca  may 
be  able  to  help.  Call  800-CRESTOR  or  visit 
CRESTOR.com. 

Here  is  important  safety  information 
about  CRESTOR  you  need  to  know. 

CRESTOR  is  prescribed  along  with  diet  for 
lowering  high  cholesterol  and  has  not  been 
determined  to  prevent  heart  disease,  heart 
attacks,  or  strokes.  CRESTOR  is  not  right 
for  everyone,  including  women  who  are 
nursing,  pregnant,  or  who  may  become 
pregnant,  or  anyone  with  liver  problems. 
Your  doctor  will  do  blood  tests  before  and 
during  treatment  with  CRESTOR  to  monitor 
your  liver  function.  Unexplained  muscle  pain 
and  weakness  could  be  a  sign  of  a  rare  but 
serious  side  effect  and  should  be  reported 
to  your  doctor  right  away.  The  40-mg  dose 
of  CRESTOR  is  only  for  patients  who  do  not 
reach  goal  on  20  mg.  Be  sure  to  tell  your 
doctor  if  you  are  taking  any  medications. 
Side  effects  occur  infrequently  and  include 
muscle  aches,  constipation,  weakness, 
abdominal  pain,  and  nausea.  They  are 
usually  mild  and  tend  to  go  away. 


If  your  doctor  says, 
"lower  is  better,"  aim  lower  with  CRESTOR. 

CRESTOR 

rosuvastatin  calcium 


It  Treatment  Panel  (ATP)  III,  Update,  2004 

e  read  the  important  Product  Information  about  CRESTOR  on  the  adjacent  page  and  discuss  it  with  your  doctor. 


AstraZeneca 


Please  read  this  summary  carefully  and  then  ask  your  doctor  about  C8EST0R.  No  advertisement  can  provide  all  the  information  needed  to  determine  if  a  drug  is  right  for  you. 
This  advertisement  does  nol  take  the  place  of  careful  discussions  with  your  doclor.  Only  your  doctor  has  the  training  to  weigh  the  risks  and  benefits  of  a  prescription  drug. 


BRIEF  SUMMARY:  For  lull  Prescribing  Information,  see  package  insert  INDICATIONS  concomitant  cyclosporin  (see  WARNINGS,  Myopathy/Rhabdomyolysis,  and  OOSAGE  AND  Adverse  Experiences  Adverse  experiences,  regardless  ol  causality  assessment,  reported 
AND  USAGE  CRESTOR  is  indicated:  I  as  an  adjuncl  to  die!  to  reduce  elevated  total-C,  ADMINISTRATION)  Warfarin:  Coadministration  of  rosuvastatin  lo  patients  on  stable  warfarin  in  a2%  ot  patients  in  placebo-controlled  clinical  studies  ol  losuvastatin  are  shown  in  Table  I; 

therapy  resulted  m  clinically  significant  rises  in  INR  (>4,  baseline  2-3)  In  patients  taking  coumarin  discontinuations  due  to  adverse  events  in  these  studies  of  up  to  1 2  weeks  duration  occurred  in  37. 


LDL-C.  ApoB,  nonHDL-C,  and  TG  levels  and  to  increase  HDL-C  in  patients  with  primary  hypercho- 
lesterolemia (heterozygous  familial  and  nonlamilial)  and  mixed  dyslipidemia  (Frednckson  Type  Ha  anticoagulants  and  rosuvastatin  concomitantly,  INR  should  be  determined  before  starting  rosuva 
and  lib),  2  as  an  adjunct  lo  diet  lor  Ihe  treatment  ol  patients  with  elevated  serum  TG  levels  statin  and  frequently  enough  during  early  therapy  to  ensure  that  no  significant  alteration  ol  INR 
(Frednckson  Type  IV);  3.  to  reduce  LOL-C.  total-C.  and  ApoB  in  patients  wdh  homozygous  familial  occurs.  Once  a  stable  INR  time  has  been  documenled,  INR  can  be  mondored  at  the  intervals 
hypercholesterolemia  as  an  adjuncl  to  other  lipid-lowering  treatments  (e.g.,  LDL  apheresis)  or  if  usually  recommended  for  patients  on  coumarin  anticoagulants.  It  the  dose  ol  tosuvastatm  is 
such  treatments  are  unavailable  CONTRAINDICATIONS  CRESTOR  is  contraindicated  in  changed,  the  same  procedure  should  be  repeated  Rosuvastatin  therapy  has  not  been  associated 
patients  with  a  known  hypersensitivity  to  any  component  ot  this  product  Rosuvastatin  is  with  bleeding  or  with  changes  in  INR  in  patients  not  taking  anticoagulants  Gemfibrozil: 
contraindicated  in  patients  wdh  active  liver  disease  or  wdh  unexplained  persistent  elevations  of  Coadministration  of  a  single  rosuvastatin  dose  to  healthy  volunteers  on  gemfibrozil  (600  mg  twice 
serum  transaminases  (see  WARNINGS,  Liver  Enzymes).  Pregnancy  and  Lactation  dairy)  resulted  in  a  2,2- and  1.9-fold,  respectively,  increase  in  mean  Cmax  and  mean  AUC  of  rosuva- 
Atherosclerosis  is  a  chronic  process  and  discontinuation  ot  lipid-lowering  drugs  during  pregnancy  statin  (see  DOSAGE  AND  ADMINISTRATION)  Endocrine  Function  Although  clinical  studies  jZjjjjj* 
should  have  little  impact  on  the  outcome  ol  long-term  therapy  of  primary  hypercholesterolemia,  have  shown  that  rosuvastatin  alone  does  not  reduce  basal  plasma  Cortisol  concentration  or  impair 


substances  derived  from  cholesterol,  they  may  cause  letal  harm  when  administered  to  pregnant  cimetidine  CNS  Toxicity  CNS  vascular  lesions,  characterized  by  perivascular  hemorrhages, 

women  Therelore,  HMG-CoA  reductase  inhibitors  are  contraindicated  during  pregnancy  and  in  edema,  and  mononuclear  cell  infiltration  of  perivascular  spaces,  have  been  observed  in  dogs 

nursing  mothers  ROSUVASTATIN  SHOULD  BE  ADMINISTERED  TO  WOMEN  OF  CHILDBEARING  treated  with  several  other  members  ot  this  drug  class,  A  chemically  similar  drug  in  this  class 

AGE  ONLY  WHEN  SUCH  PATIENTS  ARE  HIGHLY  UNLIKELY  TO  CONCEIVE  AND  HAVE  BEEN  produced  dose-dependent  optic  nerve  degeneration  (Wallerian  degeneration  of  retinogeniculate 


ot  patients  on  rosuvastatin  and  5%  on  placebo 

Table  1.  Adverse  Events  in  Placebo-Controlled  Studies 


Adverse  event 

Rosuvastatin 
N=744 

Placebo 
N=382 

Pharyngitis 

9.0 

7.6 

Headache 

5.5 

50 

Diarrhea 

3.4 

29 

Dyspepsia 

3.4 

3.1 

Nausea 

3.4 

3.1 

Myalgia 

2.8 

1.3 

Asthenia 

2.7 

26 

Back  pain 

2.6 

2.4 

Flu  syndrome 

2.3 

1.8 

Unnary  tract  infection 

2.3 

1.6 

Rhinitis 

2.2 

2.1 

Sinusrtis 

2.0 

1.8 

INFORMED  OF  THE  POTENTIAL  HAZARDS.  If  the  patient  becomes  pregnant  while  taking  this  drug,  libers)  in  dogs,  at  a  dose  that  produced  plasma  drug  levels  about  30  times  higher  than  the  mean 

therapy  should  be  discontinued  immediately  and  the  patienl  apprised  of  the  potential  hazard  to  the  drug  level  in  humans  taking  the  highest  recommended  dose  Edema,  hemorrhage,  and  partial 

fetus  WARNINGS  Liver  Enzymes  HMG-CoA  reductase  inhibitors,  like  some  other  lipid-  necrosis  in  the  interstdium  of  the  choroid  plexus  was  observed  in  a  female  dog  sacrificed  mon- 

lowering  therapies,  have  been  associated  with  biochemical  abnormalities  of  liver  function.  The  inci-  bund  at  day  24  at  90  mg/kg/day  by  oral  gavage  (systemic  exposures  1 00  times  the  human  expo 

dence  of  persistent  elevations  |>3  limes  the  upper  limit  of  normal  [ULN]  occurring  on  2  or  more  sure  at  40  mg/day 

consecutive  occasionsi  in  seium  transaminases  in  fixed  dose  studies  was  0.4, 0, 0,  and  0.1%  in  52  weeks  at  6  mg/kg/day  by  oral  gavage  (systemic  exposures  20  times  the  human  exposure  at 


In  addition,  the  following  adverse  events  were  reported,  regardless  of  causaldy  assessment,  in 
21%  of  10,275  pabents  tieated  with  rosuvastatin  in  clinical  studies  The  events  in  italics  occurred 
in  22%  of  these  patients  Body  as  a  Whole:  Abdominal  pain,  acciientil  m/ory,  chest pain,  mtec- 
l/on,  pain,  pelvic  pain,  and  neck  pain  Cardiovascular  System:  Hypertension,  angina  pectoris 
^mZZZsTMZ^m^T^TaWa  mimm'  and  pa|Ptal">n-  Di9es1i«  ***  Oonstipahon.  gastroententis.  vomiting,  flatu 

,or  lence,  periodontal  abscess,  and  gastritis  Endocrine:  Diabetes  mellrtus  Hemic  and  Lymphatic 
System:  Anemia  and  ecchymosis  Metabolic  and  Nutritional  Disorders:  Peripheral  edema 
Musculoskeletal  System:  Arthritis,  arthralgia,  and  pathological  fracture  Nervous  System 


patients  who  received  rosuvastatin  5, 10, 20,  and  40  mg,  respectively  In  most  cases,  the  eleva-  40  mg/day  based  on  AUC  comparisons)  Cataracts  were  seen  in  dogs  tieated  loi  12  weeks  by  oral 

Hons  were  transient  and  resolved  or  improved  on  continued  therapy  or  after  a  brief  interruption  in  gavage  at  30  mg/kg/day  (systemic  exposures  60  times  the  human  exposure  at  40  mg/day  based  nh3I^^lIiJta~^IZl™™^«^  71,^"^'^"^"'  "'^  ""'"^  "i5"'" 

th.nm,  Thtrt  «»»  nl  iiiinrli»  fnr  uihirh  3  nbtinnchin  In  rncmactilin  llunix  rni.M   nn  Al  Irt  rnmnancnncl  Pptinal  riucnlacia  anfl  fplinal  Iocs  wprp  sppn  in  ilnfK  trpatprt  fur  &  uuppks  hv   "lnmsS'  »■«  nfpertoma,  paiCStneSia,  QCpreSSIOh,  anxiety,  vertigo,  anO  neuralgia 

Respiratory  System:  Bronchitis,  cough  increased,  dyspnea,  pneumonia,  and  asthma  Skin  and 

failure  or  irreversible  liver  disease  in  these  trials  It  is  recommended  that  liver  function  lests  be  40  mg/day  based  on  AUC)  Doses  s30  mg/kg/day  (systemic  exposures  s60  times  the  human  expo- 


Appendages:  Rash  and  pruritus  Laboratory  Abnormalities:  In  the  rosuvastatin  clinical  trial 

performed  before  and  al  12  weeks  following  both  the  iniliation  ol  Iherap,  and  any  elevation  of  sure  at  40  mg/day  based  on  AUC  comparisons)  following  treatment  up  to  one  year,  did  not  reveal  TlZXZTl^Z:  f  TT     " am0n0  'T 

j       i    i  ii  it  I  ii  , m.   i .  "       '  ,      ,.  *  i  •   »*.*_       -   i  tic  -mHu.  i     statin-treated  patients,  predom  nant  y  n  pat  ents  dosed  above  Ihe  recommended  dose  ranae  i  e 

ose,  an  periodically  (e.g..  semiannually)  thereafter.  Liver  enzyme  changes  generally  occur  in  retinal  findings  Camnogenesis,  Mutagenesis  Impairment  of  Fertility  In  a  m  mn)  HJm  Jfmtm  J  ym(J  ^  „  ^  J»  j^S!  4„  J  ^ 

ihe  first  3  months  of  treatment  with  rosuvastatin  Patients  who  develop  increased  transaminase  104-week  carcinogenicity  study  in  rats  at  dose  levels  of  2, 20, 60,  or  80  mg/kg/day  by  oral  gavage, 

levels  should  be  monitored  until  the  abnormaldies  have  resolved  Should  an  increase  in  ALT  or  AST  the  incidence  ol  uterine  stromal  polyps  was  significantly  increased  in  females  at  80  mg/kg/day  at 


ol  >3  times  ULN  persist,  reduction  of  dose  or  withdrawal  ot  rosuvastatin  is  recommended. 
Rosuvastatin  should  be  used  with  caution  in  patients  who  consume  substantial  quantities  of 
alcohol  and/or  have  a  history  of  liver  disease  (see  CLINICAL  PHARMACOLOGY.  Special 
Populations,  Hepatic  Insufficiency),  Active  liver  disease  or  unexplained  persistent  transaminase 
elevations  are  contraindicahnns  to  Ihe  use  of  rosuvastatin  (see  CONTRAINDICATIONS). 
Myopathy/Rhabdomyolysis  Rare  cases  ol  rhabdomyolysis  wilh  acule  renal  failure 
secondary  lo  myoglobinuria  have  been  reported  with  rosuvastatin  and  wilh  other  drugs  in  this 
class.  Uncomplicated  myalgia  has  been  reported  In  rosuvastatm-treated  patients  (see  ADVERSE 
REACTIONS)  Creatine  kinase  (CK)  elevations  (>10  times  upper  limit  of  normal)  occurred  in  0.2% 
to  0  4%  of  patients  taking  rosuvastatin  at  doses  up  to  40  mg  in  clinical  studies.  Treatment-related 
myopathy,  defined  as  muscle  aches  or  muscle  weakness  in  conjunction  with  increases  in  CK  values 
>10  times  upper  limit  of  normal,  was  reported  in  up  to  01%  of  patients  taking  rosuvastatin  doses 
of  up  to  40  mg  in  clinical  studies  In  clinical  trials,  the  incidence  pi  myopathy  and  rhabdomyolysis 
increased  at  doses  ol  rosuvastatin  above  the  recommended  dosage  range  (5  to  40  mg).  In  post 


AOS 

CRESTOR 

rosuvastatin  calcium 


mg)  However,  this  finding  was  more  frequent  in  patients  taking  rosuvastatin  40  mg,  when 
compared  to  lower  doses  of  rosuvastatin  or  comparator  statins,  though  d  was  generally  transient 
and  was  not  associated  wdh  worsening  renal  function  (See  PRECAUTIONS,  Laboratory  Tests ) 
Other  abnormal  laboratory  values  reported  were  elevated  creabmne  phosphokinase,  transami- 
nases, hyperglycemia,  glutamyl  transpeptidase,  alkaline  phosphatase,  bilirubin,  and  thyroid  func- 
tion abnormalities  Other  adverse  events  reported  less  frequently  than  1%  in  the  rosuvastatin 
clinical  study  program,  regardless  of  causality  assessment,  included  arrhythmia,  hepatrbs,  hyper- 
sensitivity reacbons  (i.e.,  face  edema,  thrombocytopenia,  leukopenia,  vesiculobullous  rash, 
urticana,  and  angioedema).  kidney  failure,  syncope,  myasthenia,  myosdis,  pancreatitis,  photosen- 
sdivity  reaction,  myopathy,  and  rhabdomyolysis  Postmarketing  Experience  In  addition 
to  the  events  reported  above,  as  with  other  drugs  in  this  class,  the  following  event  has  been 
reported  dunng  post-marketing  experience  with  CRESTOR,  regardless  of  causality  assessment: 
very  rare  cases  of  jaundice  OVERDOSAGE  There  is  no  specific  treatment  in  the  event  of 
overdose.  In  the  event  of  overdose,  the  pabent  should  be  treated  symptomabcally  and  supportive 
measures  instduted  as  required  Hemodialysis  does  not  signdicantly  enhance  clearance  of  rosuva- 
statin DOSAGE  AND  ADMINISTRATION  The  patient  should  be  placed  on  a  standard 
cholesterol-lowenng  diet  before  receiving  CRESTOR  and  should  continue  on  this  diet  dunng  treat- 


systemic  exposure  20  times  the  human  exposure  at  40  mg/day  based  on  AUC  Increased  incidence 
marketing  experience,  effects  on  skeletal  muscle,  e  g  uncomplicated  myalgia,  myopathy  and,  of  polyps  was  not  seen  at  lower  doses  In  a  107-week  carcinogenicity  study  in  mice  given  10, 60.  rnccTnn 
rarely,  rhabdomyolysis  have  been  reported  in  patients  treated  with  HMG-CoA  reductase  inhibitors  200  mg/kg/day  by  oral  gavage,  an  increased  incidence  of  hepatocellular  adenoma/carcinoma  was  .  f  ™  j  a™n™e0  as  3  slri9le  aos£ 31  aS time  0,  llaY  ™j 01  ™™ ,0™ 

including  rosuvastatin  As  with  othei  HMG-CoA  reductase  inhibitors,  reports  ot  rhabdomyolysis  observed  at  200  mg/kg/day  at  systemic  exposures  20  times  human  exposure  at  40  mg/day  based  Jref  ■  ?  Z^/ESSSS?  tS     ,i     °H  iilitI T  . 

with  rosuvastatin  are  rare,  but  higher  at  the  highest  marketed  dose  (40  mg)  Factors  that  may  on  AUC.  An  increased  incidence  of  hepatocellular  tumors  was  not  seen  at  lower  doses  £™5SL  ^»lPiaem,°  'rr™ncKS0"        "°  °"?   7*'  J  ,  ,   ™T  ?r 

predispose  patients  to  myopathy  with  HMG-CoA  reductase  inhibitors  include  advanced  age  (265  Rosuvastatin  was  not  mutagenic  or  clastogenic  wdh  01  without  metabolic  activation  in  the  Ames  SS™jSj„  ll ?i°le  ^^J^lS^^J^!^J^!^ 

Rosuvastatin  should  be  test  with  Salmonella  hjphimimimani  Escherichia  coli,  the  mouse  lymphoma  assay,  and  the  chro- 
mosomal aberration  assay  in  Chinese  hamster  lung  cells.  Rosuvastatin  was  negative  in  the  in  vivo 
mouse  micronucleus  test.  In  rat  fertility  studies  wdh  oral  gavage  doses  ot  5, 15, 50  mg/kg/day, 


years),  hypothyroidism,  and  renal  insufficiency  Consequently 
prescribed  with  caution  in  patients  with  predisposing  factors  lor  myopathy,  such  as,  renal  impair 
ment  (see  DOSAGE  AND  ADMINISTRATION),  advanced  age,  and  inadequately  treated  hypothy- 


roidism. 2,  Patients  should  be  advised  to  promptly  report  unexplained  muscle  pain,  tenderness,  or  males  were  treated  for  9  weeks  prior  to  and  throughout  mating  and  females  were  treated  2  weeks 


goal  of  therapy  and  response  The  usual  recommended  starting  dose  of  CRESTOR  is  10  mg  once 
daily.  However,  initiation  of  therapy  with  5  mg  once  daily  should  be  considered  for  patients 
requinng  less  aggressive  LDL-C  reductions,  who  have  predisposing  factors  lor  myopathy,  and  as 
noted  below  for  special  populations  such  as  patents  taking  cyclosponne,  Asian  patients,  and 


weakness,  particularly  if  accompanied  by  malaise  or  fever  Rosuvastatin  therapy  should  be  discon-  prior  to  mating  and  throughout  mating  until  gestation  day  7  No  adverse  effect  on  fertility  was  pa,ie„nts  wlth  se"ele  re1a^  msMm?  (s'c  CLINICAL  PHARMACOLOGY.  Race,  and  Renal 
tinned  if  markedly  elevated  CK  levels  occur  or  myopathy  is  diagnosed  or  suspected,  3  The  40  mg  observed  at  50  mg/kg/day  (systemic  exposures  up  to  10  times  human  exposure  at  40  mg/day  "cieX  and  Drug  ln,erac,'°,nS     P™  S  m\ M  pWf  to"lesf ole™  <LDL-C 

™  8  '  -.190  mg/rJL)  and  aggressive  lipid  targets,  a  20-mg  starting  dose  may  be  considered.  After  inrna- 


dose  of  rosuvastatin  is  reserved  only  for  those  patients  who  have  not  achieved  their  LDL-C  goal  based  on  AUC  compansons)  In  testicles  of  dogs  treated  wdh  rosuvastatin  at  30  mg/kg/day  for  one 


utilizing  the  20  mg  dose  of  rosuvastatin  once  daily  (see  DOSAGE  AND  ADMINISTRATION)  4  The  month,  spermatids  giant  cells  were  seen  Spermatidic  gianl  cells  were  observed  in  monkeys  after  !!on  ana,pr  UP0"  lltrat'on  J  ™S™R'     levf  *?ld  be  analyzed  within  2  to  4  weeks  and 

,     ,  .  *  ,     .  .,«.,  -  "";a"  rincano  ariiuetoH  irrnrriinnhi  Tho  /ifl.mn  tinea  nl  rDCCinD  if  rare  marl  nnlu  Inr  thnr-o  n^tionlr 

risk  of  myopathy  during  treatment  with  rosuvastatin  may  be  increased  wdh  concurrent  admims-  6-month  treatment  at  30  mg/kg/day  in  addition  to  vacuolabon  of  seminiferous  tubular  epithelium 
tration  of  other  lipid-lowenng  therapies  or  cyclosponne,  (see  CLINICAL  PHARMACOLOGY,  Drug  Exposures  in  the  dog  were  20  times  and  in  the  monkey  10  times  human  exposure  at  40  mg/day 
Interactions,  PRECAUTIONS,  Drug  Interactions,  and  DOSAGE  AND  ADMINISTRATION),  The  based  on  body  surface  area  compansons  Similar  findings  have  been  seen  wdh  other  drugs  in  this 


dosage  adjusted  accordingly  The  40-mg  dose  of  CRESTOR  is  reserved  only  for  those  patients 
who  have  not  achieved  theii  LOL-C  goal  utilizing  the  20  mg  dose  ol  CRESTOR  once  daily  (see 
WARNINGS.  Myopathy/  Rhabdomyolysis).  When  initiating  statin  therapy  or  swilching  from 

btmfflri^  to  Pregnane^  ftegVanc'r  another  statin  therapy,  the  appropriate  CRESTOR  starling  dose  should  first  be  utilized,  and  only 

.  .  .  „  .  .     .         .    ,    „  1  ...  ...  .  ,*  '  than  titntori  irrnrfttnn  In  trio  naliant  r  inrlruirtiiili-joH  nnil  n,)  Ihannu  Ujm-m^mmir 

niacin  should  be  carefully  weighed  against  Ihe  potential  risks  ot  this  combination,  fetal  harm  when  administered  to  a  pregnant  woman  Rosuvastatin  is  contraindicated  in  women 


Combination  therapy  with  rosuvastatin  and  gemfibrozil  should  generally  be  avoided.  (See  who  are  or  may  become  pregnant.  Safety  ii 


then  titrated  according  to  the  patient  s  individualized  goal  ol  therapy.  Homozygous 
Familial  Hypercholesterolemia  The  recommended  starting  dose  of  CRESTOR  is 


y  in  pregnant  women  has  not  been  established  There  are  ,„ 

OOSAGE  ANO  ADMINISTRATION  and  PRECAUTIONS.  Drug  Interactions).  5  The  risk  ol  no  adequate  and  well-controlled  studies  ol  rosuvastatin  in  pregnant  women  Rosuvastatin  crosses  20  m5  on«  daily  in  patents  wrth  homozygous  FH  The  maximum  recommended  daily  dose  is 


myopathy  during  treatment  with  rosuvastatin  may  be  increased  in  ciicumstances  which  the  placenta  and  is  found  in  fetal  tissue  and  amniotic  fluid  al  3%  and  20%,  respectively,  ot  the 
increase  rosuvastatin  drug  levels  (see  CLINICAL  PHARMACOLOGY,  Special  Populations,  Race  maternal  plasma  concentration  following  a  single  25  mg/kg  oral  gavage  dose  on  gestation  day  16 


40  mg  CRESTOR  should  be  used  in  these  patients  as  an  adjunct  to  other  lipid-lowenng  treatments 
(e.g ,  LDL  apheresis)  or  rt  such  treatments  are  unavailable  Response  to  therapy  should  be  esb- 
mated  from  pre-apheresis  LDL-C  levels  Dosage  in  Asian  Patients  Inrbation  of  CRESTOR' 


and  Renal  Insufficiency,  and  PRECAUTIONS,  General).  6  Rosuvastatin  therapy  should  also  be  in  rats  A  higher  fetal  tissue  distribution  (25%  maternal  plasma  concentration)  was  observed  in  ,t 

temporarily  withheld  in  any  patient  with  an  acule,  serious  condition  suggestive  ot  myopathy  or  rabbds  after  a  single  oral  gavage  dose  of  1  mg/kg  on  gestation  day  1 8  If  this  drug  is  administered  therapy  wlth  5  mg  once  da,ly  TM  bt  C0"S")e,ed  °'  S'an  pa"EnlS    e  p0ten"ai  ,0r  mme<1' 

predisposing  to  the  development  of  renal  failure  secondary  lo  rhabdomyolysis  (e.g.,  sepsis,  to  a  woman  with  reproductive  potential  the  patient  should  be  apprised  of  the  potential  hazard  to  a  sfe™  exposu,,es  rela,lve  10  Caraaans  IS  "*vanl  when  ™si(lenn9  escala,l0n  01  dose  in  ^ 

hypotension,  dehydration,  ma|or  surgery,  trauma,  severe  metabolic,  endocrine,  and  elec-  fetus.  In  female  rals  given  oral  gavage  doses  of  5, 15, 50  mg/kg/day  rosuvastatin  before  mating  "^S""                  m«f.  ^mm^l?^ 

trolyle  disorders,  or  uncontrolled  seizures).  PRECAUTIONS  General  Before  instituting  and  continuing  through  day  7  postcodus  results  in  decreased  fetal  body  weight  (female  pups)  and 


therapy  with  rosuvastatin,  an  attempt  should  be  made  to  control  hypercholesterolemia  wdh  appro-  delayed  ossification  at  the  high  dose  (systemic  exposures  10  times  human  exposure  at 

priate  diet  and  exercise,  weight  reduction  in  obese  patients,  and  treatment  of  underlying  medical  40  mg/day  based  on  AUC  compansons).  In  pregnant  rats  given  oral  gavage  doses  of  2, 20, 

problems  (see  INDICATIONS  AND  USAGE)  Administration  of  rosuvastatin  20  mg  to  patients  wdh  50  mg/kg/day  from  gestation  day  7  through  lactation  day  21  (weaning),  decreased  pup  survival 

severe  renal  impairment  (CLj,  <30  mLAnin/1 .73  m2)  resulted  in  a  3-fold  increase  in  plasma  occurred  in  groups  given  50  mg/kg/day,  systemic  exposures  212  bmes  human  exposure  at 


(See  WARNINGS,  Myopathy/  Rhabdomyolysis,  CLINICAL  PHARMACOLOGY  Special  Populations, 
Race,  and  PRECAUTIONS,  General)  Dosage  in  Patients  Taking  Cyclosporine  In 
patients  taking  cyclosponne.  therapy  should  be  limded  to  CRESTOR  5  mg  once  daily  (see  WARN- 
INGS. Myopathy/Rhabdomyolysis.  and  PRECAUTIONS,  Drug  Interacbons)  Concomitant 
Lipid-Lowering  Therapy  The  effect  ot  CRESTOR  on  LDL-C  and  total-C  may  be  enhanced! 

concentrations  of  rosuvastatin'  compared  with  healthy  volunteers  (see  WARNINGS'  Myopathy/  40  mg/day  based  on  brjdysurtarJana^Ers  l7pmrant  rabbrts' q7ven7rjgalam  dose's  when  **  m  mmt">"  "* 3  * mi  pindln3  •"»• » CRESTOR  is  used  in  combinabon  wfti 
Rhabdomyolysis  and  DOSAGE  AND  ADMINISTRATION).  The  result  of  a  large  pharmacokinetic  of  0.3,1, 3  mg/kg/day  from  gestation  day  6  to  lactation  day  18  (weaning),  exposures  equivalent  to  r^Dh"Se  i"'  TmnmTV°,  W  ,m  ^  £S 

study  conducted  in  the  US  demonstrated  an  approximate  2-fold  elevation  in  median  exposure  in  human  exposuie  at  40  mg/day  based  on  body  surface  area  compansons.  decreased  fetal  viability  '  " 
Asian  subjects  (having  either  Filipino.  Chinese,  Japanese.  Korean.  Vietnamese  or  Asian-Indian  and  maternal  mortality  was  observed,  Rosuvastatin  was  not  teratogenic  in  rats  at  s25  mq/kq/day 
origin)  compared  wdh  a  Caucasian  control  group.  This  increase  should  be  considered  when  or  in  rabbits  s3  mg/kg/day  (systemic  exposures  equivalent  to  human  exposure  at  40  mg/day  based  10  mo(lerale  renal  msut,lcienc»  fo'  "a"en,s  "J  severe  renal  imPairme'"  <CLcr  <3»  mL/min/ 
making  rosuvastatin  dosing  decisions  for  Asian  patients.  (See  WARNINGS,  Myopathy/  on  AUC  or  body  surface  comparison  respectively!  Nursinq  Mothers  It  is  not  known  '  m')  on  hemodialysis,  dosing  of  CRESTOR  should  be  started  at  5  mg  once  daily  and  not  to 
Rhabdomyolysis:  CLINICAL  PHARMACOLOGY  Special  Populations,  Race,  and  DOSAGE  AND  whether  rosuvastatin  is  excreted  in  human  milk  Studies  in  lactafng  rats  have  demonstrated  that  SJ^TI^iSiS  PJ,ECAUTI0NS'  Gene'al  and  CLINICAL  PHARMACOLOGY.  Special 
ADMIMS  fRATION )  Information  for  Patients  Patients  should  be  advised  to  report  rosuvastatin  is  secreted  into  breast  milk  at  levels  3  bmes  higher  than  that  obtained  in  the  plasma 
promptly  unexplained  muscle  pain,  tenderness,  or  weakness,  particularly  d  accompanied  by  following  oral  gavage  dosing  Because  many  drugs  are  excreted  in  human  milk  and  because  of  the 
malaise  or  lever  When  taking  rosuvastatin  wdh  an  aluminum  and  magnesium  hydroxide  combma-  potential  for  serious  adverse  reactions  in  nursing  infants  from  rosuvastatin,  a  decision  should  be 
lion  antacid,  the  antacid  should  be  taken  at  least  2  hours  after  rosuvastatin  administration  (see  made  whether  to  discontinue  nursing  or  administrabon  of  rosuvastatin  taking  into  account  the 
CLINICAL  PHARMACOLOGY  Drug  Interactions)  Laboratory  Tests  In  the  rosuvastatin  elm-  importance  ol  the  drug  to  the  laclabng  woman  Pediatric  Use  The  safety  and  effectiveness  in 
ical  trial  program,  dipstick-positive  proteinuna  and  microscopic  hematuria  were  observed  among  pedialnc  patients  have  not  been  established.  Treatment  expenence  wdh  rosuvastatin  in  a  pediatnc 

rosuvastatin-treated  patients,  predominantly  in  patients  dosed  above  the  recommended  dose  populabon  is  limded  to  8  patients  with  homozygous  FH  None  ot  these  patients  was  below  8  years  CRESTOR  is  a  trademark  of  the  AstraZeneca  group  ol  companies 
range  (i.e.,  80  mg).  However,  this  finding  was  more  frequent  in  patients  taking  rosuvastafin  40  mg,  otage.  Geriatric  Use  Of  the  10.275  patients  in  clinical  studies  with  rosuvastatin.  3.159  (31%)  ©AstraZeneca  2005 
when  compared  to  lower  doses  ol  rosuvastatin  or  comparatot  statins,  though  it  was  generally  tran-  were  65  years  and  older,  and  698  (6.8%)  were  75  years  and  older  The  overall  frequency  of  adverse  Licensed  from  SHIONOGI S  CO ,  LTD..  Osaka,  Japan 
sient  and  was  not  associated  wilh  worsening  renal  function.  Although  the  clinical  significance  of  events  and  types  of  adverse  events  were  similar  in  pabents  above  and  below  65  years  of  age.  (See  Manufactured  for:  AstraZeneca  Pharmaceuticals  LP 
this  finding  is  unknown,  a  dose  reduction  should  be  considered  for  patients  on  rosuvastatin  40  mg  WARNINGS,  Myopathy/Rhabdomyolysis.  1  The  efficacy  of  rosuvastatin  in  the  genatnc  populabon  Wilmington,  DE  19850 
therapy  with  unexplained  persistent  proteinuna  during  routine  urinalysis  testing  Drug  (a65  years  of  age)  was  comparable  to  the  efficacy  observed  in  the  non-elderly  ADVERSE  By:  IPR  Pharmaceuticals,  Inc. 
Interactions  Cyclosporine:  When  rosuvastatin  10  mg  was  coadministered  with  cyclosponne  REACTIONS  Rosuvastatin  is  generally  well  tolerated.  Adverse  reactions  have  usually  been  Carolina.  PR  00984 
in  cardiac  transplant  patients,  rosuvastatin  mean  Cmax  and  mean  AUC  were  increased  11-fold  and  mild  and  transient.  In  clinical  studies  of  10,275  pabents,  3,7%  were  discontinued  due  to  adverse  PCC  630101 
7-fold,  respectively,  compared  with  healthy  volunteers  These  increases  are  considered  to  be  dh>  expenences  attributable  to  rosuvastatin  The  most  frequent  adverse  events  thought  to  be  related  30043-00  31028-00 
ically  significant  and  require  special  considerabon  in  the  dosing  of  rosuvastatin  to  patients  taking  to  rosuvastatin  were  myalgia,  constipation,  asthenia,  abdominal  pain,  and  nausea  Clinical  Rev  03/05  22801 1 


Populations,  Renal  Insufficiency). 

NOTE:  This  summary  provides  important  information  about  CRESTOR.  For  more  information, 
please  ask  your  doctor  or  health  care  proiessional  about  the  lull  Prescribing  Information  and 
discuss  it  with  them. 
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"We  must  protect  this 
house":  Kevin  Plank 
and  AJ.  Hawk,  recently 
drafted  by  the 
Green  Bay  Packers. 


Little  UNDER  ARMOUR  has  soared  in  the  performance  athletic  apparel  market 
it  helped  create.  But  now  it's  squaring  off  against  Nike  |  By  Kurt  Badenhausen 


A 


T  WHAT  POINT  DOES  AN 
entrepreneurial  thorn  in  the 
side  of  a  corporate  giant  be- 
come more  like  a  knife?  Kevin 
{ Plank  is  about  to  find  out.  His 
Baltimore  firm,  Under  Armour,  owns  70% 
of  the  so-called  compression-performance 


market  it  helped  create  over  the  last  decade — 
the  $500  million  worth  of  form-fitting  shirts, 
shorts  and  the  like  sold  each  year — leaving 
Nike  with  a  paltry  14%. 

But  the  game  has  suddenly  gotten  seri- 
ous. Plank  just  unveiled  the  company's  first 
shoe,  a  football  cleat.  That  puts  him  squarely 


in  Nike's  territory.  At  the  moment  Under 
Armour  is  just  a  speck;  last  year  it  earned 
$20  million  on  $281  million  in  sales.  Nike 
does  that  kind  of  revenue  in  a  week. 

The  idea  for  his  company  came  to 
Plank  while  he  was  a  senior  at  the  Univer- 
sity of  Maryland,  a  business  major  who  made 
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the  football  team  at  this  Division  I  school. 
A  self-evaluation  of  his  skills:  "Short,  slow  and 
not  very  athletic,"  says  Plank,  33.  Still,  he  had 
an  eye  for  problem  solving.  Like  other  team 
members,  he  hated  wearing  sweat-soaked 
cotton  T  shirts  during  practice  and  games. 
A  visit  to  New  York  City's  garment  district 
yielded  a  polyester- Lycra  blend  that  didn't 
trap  moisture,  and  several  prototypes.  The 
players  loved  them:  They  clung  to  the  body 
like  a  second  layer  of  skin,  yet  wicked  away 
perspiration,  keeping  the  shirts  drier  and 
lighter.  With  $  1 5,000  in  the  bank  from  a  rose 
business  he  ran  in  college,  $40,000  from  five 
credit  cards  and  several  thousand  raised  from 
selling  private  shares  to  friends  and  family, 
Plank  set  to  work  in  Grandma's  basement  in 
the  Georgetown  area  of  Washington,  D.C., 
passing  out  shirts  to  the  dozens  of  pro  foot- 
ball players  he  knew  "That  access  was  an 
asset,  more  than  anything  else,"  he  says. 

Those  connections,  along  with  orders 
from  college  football  teams,  provided  Under 
Armour's  sales  for  four  years.  In  2001 
Plank  convinced  Dick's  Sporting  Goods,  the 
nation's  largest,  to  carry  his  T  shirts  in  a 
handful  of  stores.  The  goods  flew  out  the 
door.  Today  the  brand  is  carried  by  all  265 
Dick's,  as  well  as  8,500  other  stores,  mostly 
specialty  retailers.  A  big  selling  point  to  the 
buyers:  Under  Armour  tolerates  no  dis- 
counting of  the  $20-$80  (retail)  T  shirts  or 
$45  sports  bras.  Retailers  also  like  Under  Ar- 
mour's willingness  to  help  sell  the  product. 
Jeffrey  Hennion,  chief  marketing  officer  at 
Dicks,  appreciates  the  fact  that  he  can  re- 
stock quickly.  When  Plank  noticed  that  shirts 
were  hanging  loose  and  unflatteringly  on  a 
lot  of  store  mannequins,  the  company  sent 
its  own  dummies — crafted  to  the  exact  pro- 
portions of  Dallas  Cowboys  defensive  end 
and  UA  spokesman  Eric  Ogbogu,  who  is 
6-foot-4,  275  pounds  with  ripped  abs. 

When  it  comes  to  marketing,  Ogbogu, 
an  old  Maryland  classmate  of  Plank's,  has 
also  helped  the  company  do  a  lot  with  very 
little.  In  something  of  a  cult  classic  ad  he 
shouts  the  tag  line,  "We  must  protect  this 
house!"  The  catchphrase  caught  fire  with 
kids,  who  used  it  as  they  broke  huddle  in 
their  games.  A  recent  ad  features  a  football 
team  called  Under  Armoui  playing  against 
a  green-and-yellow-clad  team,  Goliath.  It's 
a  not-so-subtle  jab:  Goliath  has  the  same  col- 
ors as  the  University  of  Oregon,  whose  ath- 
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UA's  cleat  warriors:  Jeremy  Bloom,  newly 
picked  by  the  Philadelphia  Eagles;  Vernon 
Davis,  drafted  by  the  San  Francisco  49ers. 


letic  programs  have  been  heavily  supported 
by  Nike  Chairman  Philip  Knight.  "I  don't 
know  anything  about  it,"  protests  Plank  "I 
respect  my  competitors." 

The  interlocking  U-and-A  logo  may 
not  have  the  universality  of  the  Nike 
swoosh.  But  it's  recognizable  among  the 
12-to-24-year-old  bracket  that  buys 
videogames  like  Electronic  Arts'  Fight 
Night  Round  3,  which  features  a  boxer, 
Big  E,  clearly  modeled  after  Ogbogu.  Lest 
the  point  be  lost,  announcers  in  the  game 
chant,  "Protect  this  house,"  and  gamers 
can  clad  their  fighters  in  UA  gear.  "For 
high  school  kids  Under  Armour  is  the 
badge  of  authenticity  that  says  I  really  am 
an  athlete,"  says  Matthew  Powell,  analyst 
at  the  research  firm  SportsOnesource. 

It  hasn't  all  been  a  chip  shot.  Seeing  a 
market  for  women's  apparel,  Under  Armour 


rolled  out  a  new  line  in  2001  but  blundered 
by  offering  the  same  styles  and  colors  it 
used  in  menswear.  Plank  thought  they 
looked  awful,  scrapped  the  merchandise 
and  started  over,  a  $500,000  hit  to  what  was 
then  a  $20  million  enterprise.  He  also  hired 
a  new-product  sales-and-marketing  staff 
devoted  to  women's  wear;  three  years  since 
the  relaunch,  that  line  now  represents  1 9% 
of  revenue. 

Plank  apparently  needed  some  finan- 
cial expertise,  too.  In  its  first  filings  with 
the  Securities  &  Exchange  Commission, 
Under  Armour  disclosed  that  an  auditor 
found  "material  weaknesses"  in  its 
accounting  controls  in  2004,  when  it  was  a 
private  company,  and  incomplete  book- 
keeping on  end-of-quarter  shipments.  (UA 
reduced  its  2002  profit  1%  to  2%  in  a 
restatement.)  The  company  hired  a  chief 
financial  officer,  who  put  the  house  in 
order;  PricewaterhouseCoopers  gave  it  a 
clean  bill  of  health  after  the  changes. 

Mostly,  though,  Plank  has  gotten  it 
right.  Moving  almost  all  production  over- 
seas— to  Latin  America  and  Asia — helped 
to  boost  operating  (that  is,  Ebitda)  mar- 
gins from  8%  three  years  ago  to  14%  now. 
The  addition  of  loose-fitting  shirts  and 
pants,  along  with  cold-weather  gear,  cam- 
ouflage apparel  and  golf  shirts  and  pants, 
has  doubled  UA's  share  of  athletic  wear  to 
9.4%  since  2003;  over  that  same  period 
Nike's  dropped  to  18.4%  from  24.9%, 
reports  SportsOnesource.  UA's  initial 
offering  last  November  scored  the  hottest 
one-day  run-up  by  a  U.S.  company  in  five 
years,  according  to  Thomson  Financial.  At 
a  recent  $37,  65  times  forward  earnings, 
Plank's  32%  stake  is  worth  $560  million; 
the  1%  stakes  he  sold  to  friends  for  $1,000 
in  1996  are  now  worth  $17  million. 

End  of  easy  ride.  Two  years  ago  Plank 
introduced  football  receivers'  gloves  and 
promptly  stole  30%  of  that  $50  million  mar- 
ket, mosdy  at  Nike's  expense.  Now  UA's  new 
football  cleat  is  getting  a  big  publicity  boost 
from  Ohio  State  linebacker  A.J.  Hawk,  the 
fifth  pick  in  the  NFL  draft  Nike,  though,  does 
not  consider  footwear  to  be  an  incidental 
part  of  its  business  and  may  be  inclined  to 
teach  the  upstart  a  lesson  by  pushing  its  per-  ] 
formance  athletic  wear  a  little  harder.  Memo  \ 
to  Plank  Nike  spends  $  1 .6  billion  a  year  on  j 
advertising.  F  i 
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In  our  FlexFuel  Vehicles, 
Yellow  means  Go. 


L  Jli  ^nat  ^  everY  vehicle  in  America  was  yellow?  What  if  they  could 
run  on  E85  ethanol,  an  alternative  fuel  derived  from  corn,  made  up 
of  85%  ethanol  and  15%  gasoline?  America  could  move  towards 
energy  independence  with  a  homegrown,  renewable  fuel  source  that 
reduces  greenhouse  gas  emissions  while  it  boosts  your  engine's 
performance.  Can  every  vehicle  in  America  run  on  yeilow?  Not  yet. 
But  GM  already  has  1.5  million  FlexFuel  Vehicles  on  the  road  that  can 
run  on  gasoline  or  E85  ethanol.  And  it's  just  the  beginning.  Join  the  ride. 
Help  turn  your  world  yellow  at  LiveGreenGoYellow.com.  Learn  more 
about  E85  ethanol,  which  GM  vehicles  can  run  on  it,  where  you  can  get  it 
and  how  you  can  make  a  difference.  One  car  company  can  show  you  how. 
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SURGICAL  TOOLS 


Reflection  Perfection 

How  the  perfect  mirror  may  help  cancer  patients  |  By  Susan  Kitchens 


THE  NEW  FIBER-OPTIC 
cable  is  skinnier  than 
a  drinking  straw- 
slinky,  snakelike  and 
able  to  be  stretched 
until  it  is  as  thin  as  a  spaghetti 
noodle — or  a  human  hair.  Inside 
is  where  the  magic  lies:  Each 
hollow-core  tendril  contains 
microscopic  layers  of  plastic  and 
glass  that,  when  melded  together 
in  the  right  way,  reflect  light 
almost  perfectly.  It  is,  in  essence, 
the  perfect  mirror. 

The  mundane  mirrors 
adorning  America's  medicine 
cabinets  are  inefficient:  They 
return  only  80%  or  so  of  the 
light  shined  on  them  and  lose 
the  rest  to  absorption.  For 
more  than  a  century  scientists 
have  doubted  a  better  model 
could  be  made — a  mirror  that 
reflects  all  of  the  light  energy 
from  all  angles.  Now  a  tiny 
private  Boston  company,  toil- 
ing for  six  years,  has  created 
near-perfect  mirroring  inside 
tiny  optical  fibers  that  could  be 
useful  in  industrial  manufac- 
turing, laser  surgery  and  more. 

"We  are  only  in  the  begin- 
ning stages,"  says  Steve  Sheng, 
chief  executive  of  OmniGuide,  "but  we 
believe  we  are  changing  the  world." 

Automakers  could  use  OmniGuide's 
fibers  to  cut  and  weld  more  precisely. 
Food  packagers  could  create  labels  using 
laser  etching  instead  of  ink.  Telecom  car- 
riers could  lay  fiber  more  cheaply  by 
spacing  expensive  signal-boosting 
amplifiers  every  1,000  kilometers  instead 


OmniGuide's  Steve  Sheng  with  a  length  of  new  flexible  laser  fiber. 

of  every  50  kilometers. 

OmniGuide  fibers  have  begun 
stretching  their  way  into  operating 
rooms,  changing  how  surgeons  treat 
cancer  in  the  hard-to-reach  crevices  of 
the  head,  neck  and  lungs.  At  M.D. 
Anderson  Cancer  Center  in  Houston 
doctors  told  one  patient,  a  custodian 
from  a  small  eastern  Texas  town,  that  he 


had  cancer  on  his  vocal  chords 
but  said  radiation  wouldn't 
work  and  warned  that  getting 
at  the  dime-size  tumor  in  such 
a  delicate  location  would  be 
difficult:  The  larynx  itself  is 
shorter  than  a  paper  clip. 
Removing  the  tumor  would 
mean  getting  rid  of  his  voice 
box  altogether,  leaving  him 
with  a  hole  in  his  throat  and 
unable  to  speak  without  an 
electronic  aid. 

So  the  surgeons  instead 
threaded  OmniGuide's  thin, 
flexible  surgical  laser  through 
the  patient's  mouth  to  the  can- 
cer site  and  zapped  the  tumor. 
The  patient  stayed  at  the  hos- 
pital for  only  one  night;  had  he 
undergone  the  grislier  voice- 
box- removal  surgery,  he  would 
have  been  in  bed  for  a  week. 

"I  am  so  fired  up  about  it," 
says  Christopher  Holsinger,  the 
head  and  neck  surgeon  at  M.D. 
Anderson  who  performed  the 
larynx  surgery  last  year.  Since 
OmniGuide's  laser  fibers  won 
FDA  approval  in  May  2005,  60 
flexible-laser  surgeries  have 
been  performed  in  leading 
medical  centers,  including 
Brigham  &  Women's  in  Boston,  Wake 
Forest  University  Baptist  Medical  Center 
in  North  Carolina  and  New  York's 
Mount  Sinai  Hospital. 

The  use  of  flexible  lasers  will  open  a 
new  front  in  the  treatment  of  cancers  of 
the  respiratory  system,  the  leading  can- 
cer killer  in  the  U.S.,  accounting  for  33% 
of  all  cancer  deaths  in  the  U.S.  this  year, 
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"He's  counting  the  times 
Petersons  left  the  course  to  go'.' 


You  probably  think  you  have 
a  going  problem.  Instead,  it 
might  be  a  growing  problem. 

If  you  not  only  have  to  go  to  the 
bathroom  often,  but  find  it's  hard 
to  start  once  you  get  there.  Or  see  that 
you're  starting  and  stopping,  you  may 
have  an  enlarging  prostate.  And  you 
don't  have  to  put  up  with  it.  Ask  your 
doctor  if  Avodart  is  right  for  you.  Most 
medicines  only  treat  urinary  symptoms. 
Avodart,  with  time,  actually  shrinks  the 
prostate  and  reduces  symptoms.  So  you 
can  spend  less  time  in  the  men's  room, 
and  more  time  on  the  course. 

GlaxoSmithKline 

For  more  information,  call  1-800-769-8402  or  visit  avoc 


Important  Safety  Information  About 
Prescription  AVODART®  (dutasteride) : 

Avodart  is  used  to  treat  urinary  symptoms 
of  Enlarging  Prostate.  Only  your  doctor 
can  tell  if  your  symptoms  are  from  an 
enlarged  prostate  and  not  a  more  serious 
condition,  such  as  prostate  cancer.  See 
your  doctor  for  regular  exams.  Women 
and  children  should  not  take  Avodart. 
Women  who  are  or  could  become 
pregnant  should  not  handle  Avodart 
due  to  the  potential  risk  of  a  specific 

/tyODART 

Soft  Gelatin  Capsules  0.5  mg 
FOR  YOUR  GROWING  PROBLEM 

.com.  If  you  don't  have  prescription  coverage,  visit  pparx.org. 


birth  defect.  Do  not  donate  blood 
until  at  least  six  months  after  stopping 
Avodart.  Tell  your  doctor  if  you  have 
liver  disease.  Avodart  may  not  be 
right  for  you.  Possible  side  effects, 
including  sexual  side  effects  and 
swelling  or  tenderness  of  the  breast, 
occur  infrequently.  See  important 
information  on  next  page. 

Do  you  have  an  enlarging  prostate? 

If  you  have  any  of  these  urinary  symptoms, 
talk  to  your  doctor. 

•  Urination  starts       •  Symptoms  get  in 

and  stops.  the  way  of  your  life.  ! 

•  Frequent  urge         •  Getting  up  to 

to  urinate.  urinate  2  or  more 

•  Difficulty  emptying    times  a  night- 
your  bladder. 


ir  call  1-888-4PPA-NOW  ( 1-888-477-2669)      l  ,  ,' 


BRIEF  SUMMARY 

AVODART® 

(dutasteride) 

Soft  Gelatin  Capsules 

The  following  is  a  brief  summary  only;  see  lull  prescribing  information  for  complete 
product  information 

INDICATIONS  AND  USAGE 

AVODART  is  indicated  for  the  treatment  of  symptomatic  benign  prostatic  hyperplasia 
(BPH|  in  men  with  an  enlarged  prostate  to: 

•  Improve  symptoms 

•  Reduce  the  risk  o!  acute  urinary  retention 

•  Reduce  the  risk  of  the  need  for  BPH-relaled  surgery 

CONTRAINDICATIONS 

AVODART  is  contramdicated  for  use  in  women  and  children. 
AVODART  is  contramdicated  for  patients  with  known  hypersensitivity  to  dutasteride, 
other  5u-reductase  inhibitors,  or  any  component  of  the  preparation. 

WARNINGS 

Exposure  ol  Women— Risk  to  Male  Fetus:  Dutasteride  is  absorbed  through  the  skin. 
Therefore,  women  who  are  pregnant  or  may  be  pregnant  should  not  handle  AVODART 
Soft  Gelatin  Capsules  because  of  the  possibility  of  absorption  of  dutasteride  and  the 
potential  risk  of  a  fetal  anomaly  to  a  male  fetus  (see  CONTRAINDICATIONS),  In  addi- 
tion, women  should  use  caution  whenever  handling  AVODART  Soft  Gelatin  Capsules. 
If  contact  is  made  with  leaking  capsules,  the  contact  area  should  be  washed  immedi- 
ately with  soap  and  water. 

PRECAUTIONS 

General:  Lower  urinary  tract  symptoms  of  BPH  can  be  indicative  of  other  urological 
diseases,  including  prostate  cancer.  Patients  should  be  assessed  to  rule  out  other  uro- 
logical diseases  prior  to  treatment  with  AVODART  Patients  with  a  large  residual  urinary 
volume  and/or  severely  diminished  urinary  flow  may  not  be  good  candidates  for 
5a-reductase  inhibitor  therapy  and  should  be  carefully  monitored  for  obstructive 
uropathy. 

Blood  Donation:  Men  being  treated  with  dutasteride  should  not  donate  blood  until  at 
least  6  months  have  passed  following  their  last  dose.  The  purpose  of  this  deferred  pen- 
od  is  to  prevent  administration  of  dutasteride  to  a  pregnant  female  transfusion  recipient. 
Use  in  Hepatic  Impairment:  The  effect  of  hepatic  impairment  on  dutasteride  pharma- 
cokinetics has  not  been  studied.  Because  dutasteride  is  extensively  metabolized  and 
has  a  half-life  of  approximately  5  weeks  at  steady  state,  caution  should  be  used  in  the 
administration  of  dutasteride  to  patients  with  liver  disease. 
Use  with  Potent  CYP3A4  Inhibitors:  Although  dutasteride  is  extensively  metabolized, 
no  metabolically  based  drug  interaction  studies  have  been  conducted  The  effect  of 
potent  CYP3A4  inhibitors  has  not  been  studied.  Because  of  the  potential  for  drug-drug 
interactions,  care  should  be  taken  when  administering  dutasteride  to  patients  taking 
potent,  chronic  CYP3A4  enzyme  inhibitors  (e.g.,  ritonavir) 
Effects  on  Prostate-Specific  Antigen  and  Prostate  Cancer  Detection:  Digital  rectal 
examinations,  as  well  as  other  evaluations  for  prostate  cancer,  should  be  performed  on 
patients  with  BPH  prior  to  initiating  therapy  with  AVODART  and  periodically  thereafter. 

Dutasteride  reduces  total  serum  PSA  concentration  by  approximately  40%  follow- 
ing 3  months  of  treatment  and  approximately  50%  following  6, 12,  and  24  months  of 
treatment.  This  decrease  is  predictable  over  the  entire  range  of  PSA  values,  although  it 
may  vary  in  individual  patients.  Therefore,  for  interpretation  of  serial  PSAs  in  a  man 
taking  AVODART,  a  new  baseline  PSA  concentration  should  be  established  after  3  to 
6  months  ol  treatment,  and  this  new  value  should  be  used  to  assess  potentially 
cancer-related  changes  in  PSA.  To  interpret  an  isolated  PSA  value  in  a  man  treated  with 
AVODART  for  6  months  or  more,  the  PSA  value  should  be  doubled  for  comparison 
with  normal  values  in  untreated  men. 

The  free-to-total  PSA  ratio  (percent  tree  PSA)  remains  constant  at  Month  12,  even 
under  the  influence  of  AVODART  If  clinicians  elect  to  use  percent  free  PSA  as  an  aid  in 
the  detection  of  prostate  cancer  in  men  receiving  AVODART,  no  adjustment  to  its  value 
appears  necessary. 

Information  lor  Patients:  Physicians  should  instruct  their  patients  to  read  the  Patient 
Information  leaflet  before  starting  therapy  with  AVODART  and  to  reread  it  upon  pre- 
scription renewal  for  new  information  regarding  the  use  of  AVODART. 

AVODART  Soft  Gelatin  Capsules  should  not  be  handled  by  a  woman  who  is 
pregnant  or  who  may  become  pregnant  because  of  the  potential  for  absorption  ol 
dutasteride  and  the  subsequent  potential  risk  to  a  developing  male  fetus  (see  CON- 
TRAINDICATIONS and  WARNINGS  Exposure  of  Women— Risk  to  Male  Fetus). 

Physicians  should  inform  patients  that  ejaculate  volume  might  be  decreased  in 
some  patients  during  treatment  with  AVODART  This  decrease  does  nol  appear  to  inter- 
fere with  normal  sexual  (unction.  In  clinical  trials,  impotence  and  decreased  libido,  con- 
sidered by  the  investigator  to  be  drug-related,  occurred  in  a  small  number  of  patients 
treated  with  AVODART  or  placebo  (see  ADVERSE  REACTIONS:  Table  1). 

Men  treated  with  dutasteride  should  not  donate  blood  until  at  least  6  months  have 
passed  following  their  last  dose  to  prevent  pregnant  women  from  receiving  dutasteride 
through  blood  transfusion  (see  PRECAUTIONS:  Blood  Donation), 
Drug  Interactions:  Care  should  be  taken  when  administering  dutasteride  to  patients 
taking  potent,  chronic  CYP3A4  inhibitors  (see  PRECAUTIONS:  Use  with  Potent 
CYP3A4  Inhibitors) 

Dutasteride  does  not  inhibit  the  in  vitro  metabolism  of  model  substrates  for  the 
major  human  cytochrome  P450  isoenzymes  (CYP1A2,  CYP2C9,  CYP2C19,  CYP2D6, 
and  CYP3A4)  at  a  concentration  of  1.000  ng/mL,  25  times  greater  than  steady-state 
serum  concentrations  in  humans.  In  vitro  studies  demonstrate  that  dutasteride  does 
not  displace  warfarin,  diazepam,  or  phenyloin  from  plasma  protein  binding  sites,  nor 
do  these  model  compounds  displace  dutastende. 

Digoiin:  In  a  study  of  20  healthy  volunteers,  AVODART  did  not  alter  the  steady-state 
pharmacokinetics  of  digoxin  when  administered  concomitantly  at  a  dose  of  0.5  mg/day 
for  3  weeks. 

Warfarin:  In  a  study  of  23  healthy  volunteers,  3  weeks  of  treatment  with  AVODART 
0.5  mg/day  did  nol  alter  the  steady-state  pharmacokinebcs  of  the  S-  or  R-warlarin 
isomers  or  alter  the  effect  of  warfarin  on  prothrombin  time  when  administered  with 
warfarin. 

Alpha-Adrenergic  Blocking  Agents:  In  a  single  sequence,  crossover  study  in  healthy 
volunteers,  the  administration  ot  tamsulosin  or  terazosin  in  combination  with  AVODART 
had  no  effect  on  the  steady-state  pharmacokinetics  of  either  alpha-adrenergic  blocker. 
The  percent  change  in  DHT  concentrations  was  similar  for  AVODART  alone  compared 
with  the  combination  treatment. 

A  clinical  trial  was  conducted  in  which  dutasteride  and  tamsulosin  were  adminis- 
tered concomitantly  for  24  weeks  followed  by  12  weeks  of  treatment  with  either  the 
dutasteride  and  tamsulosin  combination  or  dutasteride  monotherapy.  Results  from  the 
second  phase  of  the  trial  revealed  no  excess  of  serious  adverse  events  or  discontinu- 
ations due  to  adverse  events  in  the  combination  group  compared  to  the  dutasteride 
monotherapy  group 

Calcium  Channel  Antagonists:  In  a  population  pharmacokinetics  analysis,  a 
decrease  in  clearance  of  dutasteride  was  noted  when  co-administered  with  the  CYP3A4 
inhibitors  verapamil  (-37%,  n  =  6)  and  diltiazem  (-44%,  n  =  5).  In  contrast,  no  decrease 
in  clearance  was  seen  when  amlodipine,  another  calcium  channel  antagonist  that  is  not 
a  CYP3A4  inhibitor,  was  co-administered  with  dutasteride  (+7%,  n  =  4), 

The  decrease  in  clearance  and  subsequent  increase  in  exposure  to  dutasteride  in  the 
presence  of  verapamil  and  diltiazem  is  not  considered  to  be  clinically  significant.  Nc 
dose  adjustment  is  recommended. 

Cholestyramine:  Administration  of  a  single  5-mg  dose  of  AVODART  followed  1  hour 
later  by  12  g  cholestyramine  did  not  affect  the  relative  bioavailability  of  dutasteride  in 
12  normal  volunteers. 

Other  Concomitant  Therapy:  Although  specific  interaction  studies  were  not  per- 
formed with  other  compounds,  approximately  90%  of  the  subjects  in  the  3  Phase  III 
pivotal  efficacy  studies  receiving  AVODART  were  taking  other  medications  concomi- 
tantly. No  clinically  significant  adverse  interactions  could  be  attributed  to  the  combina- 
tion ot  AVODART  and  concurrent  theraDv  when  AVODART  was  co-administered  with 


anti-hyperlipidemics,  angiotensin-converting  enzyme  (ACE)  inhibitors,  beta-adrenergic 
backing  agents,  calcium  channel  blockers,  corticosteroids,  diuretics,  nonsteroidal 
anti-inflammatory  drugs  (NSAIDs).  phosphodiesterase  Type  V  inhibitors,  and 

quinolone  antibiotics. 

Drug/Laboratory  Test  Interactions:  Effects  on  ProslateSpecilic  Antigen:  PSA 

levels  generally  decrease  in  patients  treated  with  AVODART  as  the  prostate  volume 
decreases.  In  approximately  one-half  ot  the  subjects,  a  20%  decrease  in  PSA  is  seen 
within  the  first  month  of  therapy.  After  6  months  of  therapy,  PSA  levels  stabilize  to  a 
new  baseline  thai  is  approximately  50%  of  the  pre-treatment  value.  Results  of  subjects 
treated  with  AVODART  for  up  to  2  years  indicate  this  50%  reduction  in  PSA  is  main- 
tained. Therefore,  a  new  baseline  PSA  concentration  should  be  established  after  3  to 
6  months  of  treatment  with  AVODART  (see  PRECAUTIONS.  Effects  jjn  PSA  and 
Prostate  Cancer  Detection). 

Hormone  Levels:  In  healthy  volunteers,  52  weeks  of  treatment  with  dutasteride 
0.5  mg/day  (n  =  26)  resulted  in  no  clinically  significant  change  compared  with  pla- 
cebo (n  =  23)  in  sex  hormone  binding  globulin,  estradiol,  luteinizing  hormone,  follicle- 
stimulating  hormone,  thyroxine  (free  T4),  and  dehydroepiandrosterone  Statistically 
significant,  baseline-adjusfed  mean  increases  compared  with  placebo  were  observed 
for  total  testosterone  at  8  weeks  (97.1  ng/dL,  p<0  003)  and  thyroid-stimulating  hor- 
mone (TSH)  at  52  weeks  (0.4  mclU/mL,  p<0  05)  The  median  percentage  changes 
from  baseline  within  the  dutasteride  group  were  1 7.9%  for  testosterone  at  8  weeks  and 
12.4%  for  TSH  at  52  weeks.  After  stopping  dutasteride  for  24  weeks,  the  mean  levels 
ol  testosterone  and  TSH  had  returned  to  baseline  in  the  group  of  subjects  with  avail- 
able data  at  the  visit.  In  patients  with  BPH  treated  with  dutasteride  0.5  mg/day  for  4 
years,  the  median  decrease  in  serum  DHT  was  94%  at  1  year,  93%  at  2  years,  and  95% 
at  both  3  and  4  years.  The  median  increase  in  serum  testosterone  was  19%  at  both  1 
and  2  years,  26%  at  3  years,  and  22%  at  4  years,  but  the  mean  and  median  levels 
remained  within  the  physiologic  range  In  patients  with  BPH  treated  with  dutasteride  in 
a  large  Phase  III  trial,  there  was  a  median  percent  increase  in  luteinizing  hormone  of 
12%  at  6  months  and  19%  at  both  12  and  24  months. 

Reproductive  Function:  The  effects  of  dutasteride  0  5  mg/day  on  semen  character- 
istics were  evaluated  in  normal  volunteers  aged  1 8  to  52  (n  =  27  dutasteride,  n  =  23 
placebo)  throughout  52  weeks  of  treatment  and  24  weeks  of  post-treatment  follow-up. 
At  52  weeks,  the  mean  percent  reduction  from  baseline  in  total  sperm  count,  semen 
volume,  and  sperm  motility  were  23%,  26%,  and  18%,  respectively,  in  the  dutasteride 
group  when  adjusted  for  changes  from  baseline  in  the  placebo  group.  Sperm  concen- 
tration and  sperm  morphology  were  unaffected  After  24  weeks  of  follow-up,  the  mean 
percent  change  in  total  sperm  count  in  the  dutasteride  group  remained  23%  lower  than 
baseline.  While  mean  values  for  all  semen  parameters  at  all  time  points  remained  with- 
in the  normal  ranges  and  did  not  meet  predefined  criteria  for  a  clinically  significant 
change  (30%),  two  subjects  in  the  dutasteride  group  had  decreases  in  sperm  count  of 
greater  than  90%  from  baseline  at  52  weeks,  with  partial  recovery  at  the  24-week 
follow-up.  The  clinical  significance  of  dutasteride's  effect  on  semen  characteristics  for 
an  individual  patient's  fertility  is  not  known 

Central  Nervous  System  Toxicity:  In  rats  and  dogs,  repeated  oral  administration 
of  dutasteride  resulted  in  some  animals  showing  signs  of  non-specific,  reversible, 
centrally-mediated  toxicity  without  associated  histopathological  changes  at  exposure 
425-  and  315-fold  the  expected  clinical  exposure  (of  parent  drug),  respectively. 
Carcinogenesis,  Mutagenesis,  Impairment  ot  Fertility:  Carcinogenesis:  A  2-year 
carcinogenicity  study  was  conducted  in  B6C3F1  mice  at  doses  ot  3,  35,  250,  and 
500  mg/kg/day  for  males  and  3, 35,  and  250  mg/kg/day  for  females,  an  increased  inci- 
dence of  benign  hepatocellular  adenomas  was  noted  at  250  mg/kg/day  (290-fold  the 
expected  clinical  exposure  to  a  0.5  mg  daily  dose)  in  females  only  Two  of  the  3  major 
human  metabolites  have  been  detected  in  mice.  The  exposure  to  these  metabolites  in 
mice  is  either  lower  than  in  humans  or  is  not  known. 

In  a  2-year  carcinogenicity  study  in  Han  Wistar  rats,  at  doses  of  1.5,  7.5,  and 
53  mg/kg/day  for  males  and  0.8,  6.3,  and  15  mg/kg/day  for  females,  there  was  an 
increase  in  Leydig  cell  adenomas  in  the  testes  at  53  mg/kg/day  ( 1 35-fold  the  expected 
clinical  exposure).  An  increased  incidence  of  Leydig  cell  hyperplasia  was  present  at 
7.5  mg/kg/day  (52-fold  the  expected  clinical  exposure)  and  53  mg/kg/day  in  male  rats. 
A  positive  correlation  between  proliferative  changes  in  the  Leydig  cells  and  an  increase 
in  circulating  luteinizing  hormone  levels  has  been  demonstrated  with  5a-reductase 
inhibitors  and  is  consistent  with  an  effect  on  the  hypothalamic-pituitary-testicular  axis 
following  5u-reductase  inhibition  At  tumorigenic  doses  in  rats,  luteinizing  hormone 
levels  in  rats  were  increased  by  1 67%.  In  this  study,  the  major  human  metabolites  were 
tested  for  carcinogenicity  at  approximately  1  to  3  times  the  expected  clinical  exposure. 

Mutagenesis:  Dutasteride  was  tested  for  genotoxicity  in  a  bacterial  mutagenesis 
assay  (Ames  test),  a  chromosomal  aberration  assay  in  CHO  cells,  and  a  micronucleus 
assay  in  rats.  The  results  did  not  indicate  any  genotoxic  potential  of  the  parent  drug. 
Two  major  human  metabolites  were  also  negative  in  either  the  Ames  test  or  an  abbre- 
viated Ames  test. 

Impairment  ol  Fertility:  Treatment  of  sexually  mature  male  rats  with  dutasteride 
at  doses  of  0.05, 10,  50,  and  500  mg/kg/day  (0.1-  to  110-fold  the  expected  clinical 
exposure  of  parent  drug)  for  up  to  31  weeks  resulted  in  dose-  and  time-dependent 
decreases  in  fertility;  reduced  Cauda  epididyma!  (absolute)  sperm  counts  but  not  sperm 
concentration  (at  50  and  500  mg/kg/day);  reduced  weights  of  the  epididymis,  prostate, 
and  seminal  vesicles,  and  microscopic  changes  in  the  male  reproductive  organs.  The 
fertility  effects  were  reversed  by  recovery  week  6  at  all  doses,  and  sperm  counts  were 
normal  at  the  end  of  a  14-week  recovery  period.  The  5a-reductase-related  changes 
consisted  of  cytoplasmic  vacuolation  of  tubular  epithelium  in  the  epididymides  and 
decreased  cytoplasmic  content  of  epithelium,  consistent  with  decreased  secretory 
activity  in  the  prostate  and  seminal  vesicles.  The  microscopic  changes  were  no  longer 
present  at  recovery  week  14  in  the  low-dose  group  anil  were  partly  recovered  in 
the  remaining  treatment  groups.  Low  levels  of  dutasteride  (0.6  to  17  ng/mL)  were 
detected  in  the  serum  ot  untreated  female  rats  mated  to  males  dosed  at  10,  50.  or 
500  mg/kg/  day  for  29  to  30  weeks. 

In  a  fertility  study  in  female  rats,  oral  administration  of  dutasteride  at  doses  of  0.05, 
2.5, 12.5,  and  30  mg/kg/day  resulted  in  reduced  litter  size,  increased  embryo  resorp- 
tion and  feminization  of  male  fetuses  (decreased  anogenital  distance)  at  doses  of 
22.5  mg/kg/day  (2-  to  10-fold  the  clinical  exposure  of  parent  drug  in  men)  Fetal  body 
weights  were  also  reduced  at  =0  05  mg/kg/day  in  rats  (<0.02-told  the  human  exposure) 
Pregnancy:  Pregnancy  Category  X  (see  CONTRAINDICATIONS)  AVODART  is  con- 
traindicated  for  use  in  women.  AVODART  has  not  been  studied  in  women  because  pre- 
clinical data  suggest  that  the  suppression  of  circulating  levels  of  dihydrotestosterone 
may  inhibit  the  development  of  the  external  genital  organs  in  a  male  fetus  carried  by  a 
woman  exposed  to  dutasteride 

In  an  intravenous  embryo-fetal  development  study  in  the  rhesus  monkey  (12/group), 
administration  of  dutasteride  at  400, 780, 1,325,  or  2,010  ng/day  on  gestation  days  20 
to  100  did  not  adversely  affect  development  of  male  external  genitalia  Reduction  of  fetal 
adrenal  weights,  reduction  in  fetal  prostate  weights,  and  increases  in  fetal  ovarian  and 
testis  weights  were  observed  in  monkeys  treated  with  the  highest  dose.  Based  on  the 
highest  measured  semen  concentration  of  dutasteride  in  treated  men  (14  ng/mL),  these 
doses  represent  0.8  to  16  times  based  on  blood  levels  of  parent  drug  (32  to  186  times 
based  on  a  ng/kg  daily  dose)  the  potential  maximum  exposure  of  a  50-kg  human  female 
to  5  mL  semen  daily  from  a  dutasteride-treated  man,  assuming  100%  aosorption 
Dutastende  is  highly  bound  to  proteins  in  human  semen  (>96%),  potentially  reducing 
the  amount  of  dutasteride  available  tor  vaginal  absorption 

In  an  embryo-fetal  development  study  in  female  rats,  oral  administration  of  dutas- 
teride at  doses  of  0.05, 2.5, 12.5,  and  30  mg/kg/day  resulted  in  feminization  of  male 
fetuses  (decreased  anogenital  distance)  and  male  offspnng  (nipple  development, 
hypospadias,  and  distended  preputial  glands)  at  all  doses  (0.07-  to  111-fold  the 
expected  male  clinical  exposure).  An  increase  in  stillborn  pups  was  observed  at 
30  mg/kg/day,  and  reduced  fetal  body  weight  was  observed  at  doses  ±2  5  mg/kg/day 
15-  to  111-fold  the  expected  clinical  exposure).  Increased  incidences  of  skeletal 
variations  considered  to  be  delays  in  ossification  associated  with  reduced  body  weight 
//ere  observed  at  doses  of  12.5  and  30  mg/kg/day  (56-  to  111-fold  the  expected  clin- 
ics' exposure). 

In  an  oral  pre-  and  post-natal  development  study  in  rats,  dutasteride  doses  of  0.05, 
2.5. 12.5,  or  30  mg/kg/day  were  administered.  Unequivocal  evidence  of  feminization 
lenitalia  (i.e.,  decreased  anogenital  distance,  increased  incidence  of  hypospa- 
dias nipple  development)  of  F1  generation  male  offspring  occurred  at  doses 


22  5  mg/kg/day  (14-  to  90-fold  the  expected  clinical  exposure  in  men)  At  a  daily  dose 
of  0  05  mg/kfl/day  (0  05-fold  the  expected  clinical  exposure),  evidence  ot  feminization 
was  limited  to  a  small,  but  statistically  significant,  decrease  in  anogenital  distance 
Doses  of  2  5  to  30  mg/kg/day  resulted  in  prolonged  gestation  in  the  parental  females 
and  a  decrease  in  time  to  vaginal  patency  for  female  offspring  and  decrease  prostatei 
and  seminal  vesicle  weights  in  male  offspring.  Effects  on  newborn  startle  response! 
were  noted  at  doses  greater  than  or  equal  to  12  5  mg/kg/day  Increased  stillbirths  were 
noted  at  30  mg/kg/day. 

Feminization  of  male  fetuses  is  an  expeded  physiological  consequence  of  inhibition, 
of  the  conversion  of  testosterone  to  DHT  by  5u-reductase  inhibitors  These  results  arei 
similar  to  observations  in  male  infants  with  genetic  5«-reductase  deficiency 

In  the  rabbit,  embryo-fetal  study  doses  of  30, 100,  and  200  mg/kg  (28-  to  93-foldi 
the  expected  clinical  exposure  in  men)  were  administered  orally  on  days  7  to  29  of! 
pregnancy  to  encompass  the  late  period  of  external  genitalia  development  Histo'ogical 
evaluation  of  the  genital  papilla  of  fetuses  revealed  evidence  of  feminization  of  the  male' 
fetus  at  all  doses  A  second  embryo-fetal  study  In  rabbits  at  doses  of  0  05.  0  4,30 
and  30  mg/kg/day  (0.3-  to  53-fold  the  expected  clinical  exposure)  also  produced 
evidence  of  feminization  of  the  genitalia  in  male  fetuses  at  all  doses  It  is  not  known 
whether  rabbits  or  rhesus  monkeys  produce  any  of  the  major  human  metabolites 
Nursing  Mothers:  AVODART  is  not  indicated  for  use  in  women  It  is  not  known 
whether  dutasteride  is  excreted  in  human  breast  milk. 
Pediatric  Use:  AVODART  is  not  indicated  for  use  in  the  pediatric  population  Safety  and 
effertiveness  in  the  pediatric  population  have  not  been  established 
Geriatric  Use:  Of  2,167  male  sublets  treated  with  AVODART  in  3  clinical  studies,  60% 
were  65  and  over  and  15%  were  75  and  over.  No  overall  differences  in  safety  oi 
efficacy  were  observed  between  these  subjects  and  younger  subjects  Other  reported 
clinical  experience  has  not  identified  differences  in  responses  between  the  elderly  and 
younger  patients 

ADVERSE  REACTIONS 

Because  clinical  trials  are  conducted  under  widely  varying  conditions,  adverse  reac- 
tion rates  observed  in  the  clinical  trials  ot  a  drug  cannot  be  diredly  compared  to  rates 
in  the  clinical  trial  of  another  drug  and  may  not  refled  the  rates  observed  in  practice 
The  adverse  reaction  information  from  clinical  trials  does,  however,  provide  a  basis  for 
identifying  the  adverse  events  that  appear  to  be  related  to  drug  use  and  for  approxi- 
mating rates. 

Most  adverse  reactions  were  mild  or  moderate  and  generally  resolved  while  on 
treatment  in  both  the  AVODART  and  placebo  groups.  The  most  common  adverse 
events  leading  to  withdrawal  in  both  treatment  groups  were  associated  with  the  repro- 
ductive system. 

Over  4,300  male  subjects  with  BPH  were  randomly  assigned  to  receive  placebo  or 
0.5-mg  daily  doses  of  AVODART  in  3  identical  2-year,  placebo-controlled,  double-blind. 
Phase  3  treatment  studies,  each  with  2-year  open-label  extensions  During  the  double- 
blind  treatment  period,  2,167  male  subieds  were  exposed  to  AVODART,  including 
1.772  exposed  for  1  year  and  1.510  exposed  for  2  years  When  including  the  open- 
label  extensions,  1 .009  male  subieds  were  exposed  to  AVODART  for  3  years  and  812 
were  exposed  for  4  years  The  population  was  aged  47  to  94  years  (mean  age.  66  years) 
and  greater  than  90%  Caucasian.  Over  the  2-year  double-blind  treatment  penod.  376 
subjects  (9%  of  each  treatment  group)  were  withdrawn  from  the  studies  due  to 
adverse  experiences,  most  commonly  associated  with  the  reproductive  system,  with 
similar  findings  dunng  the  2-year  open-label  extensions  Withdrawals  due  to  adverse 
events  considered  by  the  investigator  to  have  a  reasonable  possibility  of  being  caused 
by  the  study  medication  occurred  in  4%  of  the  subieds  receiving  AVODART  and  in  3% 
of  the  subjects  receiving  placebo.  Table  1  summarizes  clinical  adverse  reactions  that 
were  reported  by  the  investigator  as  drug-related  in  at  least  1%  of  subjects  receiving 
AVODART  and  at  a  higher  incidence  than  subieds  receiving  placebo 


Table  1 .  Drug-Related  Adverse  Events'  Reported  in  21%  Subjects  Over  a  24-Month 
Period  and  More  Frequently  in  the  Dutasteride  Group  Than  the  Placebo  Group 
(Pivotal  Studies  Pooled)  


Adverse  Event  Onset 

Adverse  Events 

Month  0-6 

Month  7-12 

Month  13-18 

Month  19-24 

Dutasteride  (n) 

(n  =  2,167) 

(n  =  1.901) 

(n  =  1.725) 

(n  = 1.605) 

Placebo (n) 

(n  =  2,158) 

(n  =  1,922) 

(n  =  1,714) 

(n  =  1.555) 

Impotence 

Dutasteride 

4.7% 

1.4% 

1.0% 

0.8% 

Placebo 

17% 

1.5% 

0.5% 

0.9% 

Decreased  libido 

Dutasteride 

3.0% 

0.7% 

0.3% 

0.3% 

Placebo 

1.4% 

0.6% 

0.2% 

01% 

Ejaculation  disorder 

Dutasteride 

1.4% 

0.5% 

0.5% 

0.1% 

Placebo 

0.5% 

0.3% 

0.1% 

0.0% 

Gynecomastia' 

Dutasteride 

0.5% 

0.8% 

1.1% 

0.6% 

Placebo 

0.2% 

0.3% 

0.3% 

0.1% 

'  A  drug-related  adverse  event  is  one  considered  by  the  investigator  to  have  a  rea- 
sonable possibility  ot  being  caused  by  the  study  medication.  In  assessing  causal- 
ity, investigators  were  asked  to  select  from  1  of  2  options:  reasonably  related  to 
study  medication  or  unrelated  to  study  medication. 

■  Includes  breast  tenderness  and  breast  enlargement. 


Long-Term  Treatment  (Up  to  4  Years):  There  is  no  evidence  of  increased  drug-related 
sexual  adverse  events  (impotence,  decreased  libido  and  ejaculation  disorder)  or 
gynecomastia  with  increased  duration  of  treatment.  The  relationship  between  long- 
term  use  of  dutasteride  and  male  breast  neoplasia  is  currently  unknown. 
Postmarketing  Experience:  The  following  adverse  reactions  have  been  identified 
during  postapproval  use  of  AVODART.  Because  these  reactions  are  reported  voluntar- 
ily from  a  population  of  uncertain  size,  ft  is  not  possible  to  reliably  esbmate  their 
frequency  or  establish  a  causal  relationship  to  drug  exposure.  Decisions  to  include 
these  reactions  in  labeling  are  based  on  one  or  more  of  the  following  factors:  (1)  seri- 
ousness of  the  reaction,  (2)  frequency  of  reporting,  or  (3)  potential  causal  connection 
to  AVODART 

•  allergic  reactions,  including  rash,  pruritus,  urticaria,  and  localized  edema. 
OVERDOSAGE 

In  volunteer  studies,  single  doses  of  dutasteride  up  to  40  mg  (80  times  the  thera- 
peutic dose)  for  7  days  have  been  administered  without  significant  safety  concerns.  In 
a  clinical  study,  daily  doses  of  5  mg  (1 0  times  the  therapeutic  dose)  were  administered 
to  60  subjects  for  6  months  with  no  additional  adverse  effects  to  those  seen  at  thera- 
peutic doses  of  0.5  mg. 

There  is  no  specific  antidote  for  dutasteride.  Therefore,  in  cases  of  suspected  over- 
dosage symptomatic  and  supportive  treatment  should  be  given  as  appropriate,  taking 
the  long  half-life  of  dutasteride  into  consideration 
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savs  the  American  Cancer  Society.  In 
traditional  laser  removal  of  head  and 
neck  cancers,  surgeons  use  "direct  line  of 
sight"  carbon-dioxide  lasers  that  often 
require  relocating  the  patient's  jaw  or 
removing  teeth  to  get  a  clear  shot.  The 
flexible  telecom  fiber  used  to  transmit 
voice  and  data  around  the  world  would 
burn  up  under  the  precise  light  of  a  car- 
bon-dioxide laser.  But  an  OmniGuide 
tube  can  handle  the  intensity  and  slip  eas- 
ily through  the  complex  anatomies  of  the 
larynx  and  lungs,  where  some  cavities  are 
narrower  than  a  drinking  straw. 

The  near  perfectly  reflective  hollow 
tube  lets  light  travel  in  a  way  never  before 


ing  layers  of  plastic  and  glass,  they  could  cre- 
ate a  hybrid  mirror  with  the  properties  of  both 
dielectric  and  regular  mirrors.  In  2000 
Joannopoulos  and  Fink,  by  then  a  fellow  pro- 
fessor, along  with  two  other  partners,  raised 
$4  million  to  get  OmniGuide  going;  they 
licensed  the  technology  from  MIT.  The  real 
breakthrough  came  in  2002,  when  Fink  and 
several  MTT  students  figured  out  how  to  make 
fibers  containing  their  omnidirectional  mir- 
ror. They  had  already  rolled  the  mirror 
around  a  hollow  core  into  a  foot-long  tube 
with  a  1 -inch-diameter  hole.  They  made  this 
hollow  tube  flexible  by  heating  one  end  of  it 
and  drawing  it,  like  taffy,  into  a  kilometer- 
long,  hair- thin  fiber.  They  borrowed  the  tech- 


 Health 

ide  lasers  or  fewer  than  2  microns  for  high- 
speed data  transmission. 

Looking  for  an  initial  application  for  the 
fibers,  Fink  saw  the  greatest  need  in  sur- 
gery, tapping  a  $2  billion  market  for  min- 
imally invasive  disposable  tools.  In  2004 
OmniGuide  brought  in  Sheng — a  veteran 
laser  physicist  who  had  spent  25  years  at 
large  laser  manufacturer  Spectra- Physics — 
to  run  the  business. 

Doctors  may  be  eager  to  move  beyond 
current  carbon-dioxide  lasers,  which  are 
bulky  appliances  that  bounce  lasers  off  one 
or  more  mirrors  to  guide  the  beam  into  the 
patients.  Harvey  I.  Pass,  chief  of  thoracic  sur- 
gery and  thoracic  oncology  at  New  York 


A  Hair-Thin  Mirror  That  Bends 


CO2  LASER 


TELECOM  FIBER 


PERFECT  MIRROR 


The  problem:  How  do  you  make  laser  surgery  vastly  more  convenient?  The  CO2  lasers  used  in  operating  rooms  require  a 
clear,  straight  shot  to  the  patient.  Their  precise  wavelengths  would  burn  up  the  floppier  underground  fiber-optic  cables  that 
carry  voice  and  data.  OmniGuide's  scientists  were  able  to  marry  the  floppiness  of  a  standard  glass  fiber  with  a  material  that 
would  transmit  precise  surgical  laser  light.  The  hollow-core  OmniGuide  fiber  contains  a  round  microscopic  mirror,  made  of  40 
concentric  rings  of  plastic  and  glass,  which  reflects  light  in  all  directions  with  infinitesimal  energy  loss. 


thought  possible.  Almost  100%  of  the 
light  within  it  is  reflected  in  all  directions, 
with  only  infinitesimal  amounts  being 
absorbed  or  lost.  Highly  engineered 
dielectric  mirrors,  used  in  telecom  gear 
and  iridescent  sunglasses,  reflect  99.999% 
of  the  light  that  falls  on  them,  but  only 
light  of  certain  wavelengths  and  within  a 
range  of  angles.  OmniGuide's  mirror 
reflects  the  same  amount  of  light  as  dielec- 
tric mirrors— but  at  all  angles. 

OmniGuide  was  inspired  by  a  break- 
through eight  years  ago  at  the  Massachu- 
setts Institute  of  Technology  by  theoretical 
physicist  John  Joannopoulos  and  several 
students,  including  Yoel  Fink.  It  was 
"purely  by  accident.  What  we  discovered 
was  thought  to  be  impossible,"  says 
Joannopoulos. 

The  MIT  lab  discovered  that  by  sandwich- 


nique  from  Corning  and  other  makers  of  tele- 
com fiber,  which  is  made  from  solid  tubes 
of  glass. 

But  the  challenge  was  figuring  out  what 
kinds  of  glass  and  plastic  to  use,  because  the 
drawn-out  mirror  had  to  be  melted  and 
cooled  at  the  same  time  without  losing  its 
reflective  properties.  Fink  zeroed  in  on  a 
high-temperature  plastic  called  polyether 
sulfone,  used  in  LCD  screens,  and  a  glassy 
semiconductor  called  chalcogenide,  which 
is  used  in  lenses  to  focus  infrared  radiation. 

These  taffy-pulled  fibers  are  made  up 
of  40  concentric  layers  of  plastic  and 
glass — each  hundreds  of  nanometers  thin, 
a  fraction  of  the  size  of  the  wavelength 
being  transmitted.  By  varying  the  heating 
and  cooling  of  the  mirror,  OmniGuide  can 
tailor  the  tubes  for  a  range  of  angles  and 
wavelengths— 10  microns  for  carbon-diox- 


University's  School  of  Medicine,  who  re- 
cently learned  of  the  flexible  laser  delivery 
system,  says  he  sees  great  potential  for 
OmniGuide  fibers.  Because  of  other  tech- 
nologies that  enable  doctors  to  detect  lung 
cancers  in  their  earliest  stages,  for  instance, 
Pass  says,  by  "using  a  CO2  laser  that  will  be 
easily  deliverable  through  flexible  broncho- 
scopes, you  may  be  able  to  find  these  de- 
veloping cancers  and  immediately  get  rid  of 
them."  He  adds:  "I  would  be  interested  in 
testing  it." 

Sheng  says  OmniGuide  produces  a  "few 
hundred  meters"  of  these  disposable  fibers 
each  day.  Price:  $1,000  to  $2,000,  starting  at 
1.5  meters  of  fiber.  "Surgeons  have  been 
dreaming  about  a  mechanism  to  treat 
patients  with  a  lot  more  comfort,  less  risk 
and  lower  cost,"  says  Sheng.  "We  are 
giving  them  that."  F 
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It's  not  just  good 
It's  good  business, 

We're  committed  to  minority-owned 
businesses.  And  for  several  years  running, 
that  commitment  has  been  honored  by 
Diversitylnc,  DiversityBusiness.com  and 
others.  We're  proud  of  that  recognition. 
And  even  prouder  of  the  performance 
of  our  minority-owned  suppliers. 
They've  made  us  a  better  corporate 
citizen.  And  a  better  company. 


Victories  in  Capitalism 

Minority-Owned  Businesses  Master  the  Supply  Chain 


By  Judith  L.  Turnock 


For  37  years,  the  Minority  Business 
Development  Agency  (MBDA), 
part  of  the  U.S.  Department  of 
Commerce,  has  been  working  with  minority 
ind  women  entrepreneurs,  positioning  their 
companies  for  sustainability  in  corporate 
America's  supply  chain  and  to  achieve  maximum 
growth.  The  results  are  real  and  impressive. 


U.S.  DEPARTMENT  OF  COMMERCE 


MINORITY  BUSINESS  DEVELOPMENT  AGENCY 


Waitex  Redefines  the  Apparel  Industry  Supply  Chain 

Howard  Li  arrived  penniless  with  his  family  from  Hong  Kong  in 
1976  and  worked  in  a  sweatshop  in  New  York  City's  Chinatown. 
He  observed  that  U.S.  retailers  would  be  better  served  if  one 
person  unpacked,  pressed,  labeled  and  distributed  the  clothes. 
Five  years  later,  as  a  newly  minted  U.S.  citizen,  he  acted  on  that 
observation,  renting  a  small  warehouse  in  Lower  Manhattan.  He 
and  his  family  went  to  work  building  relationships  with  players 
throughout  the  apparel  industry's  supply  chain,  not  only  meeting 
but  anticipating  their  needs.  By  focusing  on  24-7  customer  service 
as  part  of  a  global  high-tech  business  strategy,  Li  rewrote  the  defi- 
nition of  "mastering  the  supply  chain"  in  the  apparel  industry. 

Twenty-five  years  later,  the  Waitex  Group  of  Companies  is  part  of  a 
billion-dollar  international  conglomerate  as  well  as  a  family  affair. 
Waitex  International  is  one  of  the  nation's  top  supply  chain  service 
providers,  with  over  3  million  square  feet  in  distribution  centers.  It 
handles  over  $5  billion  in  consumer  goods  for  more  than  500  of  the 
world's  most  recognized  companies.  Li  also  operates  the  Waitex 


Tim  Tfci  >mas 
Director  of  supplier  Diversity 
Cargil! 


Carpill  does  business  around  the  world 
in  food,  nutrition,  agriculture  and  supply 
chain  management.  Our  work  in  diverse 
communities  has  made  us  very  aware  or  the 
importance  of  diversity  in  our  supply 
chain.  We've  also  learned  that  good  ideas 
can  come  from  anyone,  anywhere.  Cargiil 
is  committed  to  supplier  diversity  because 
it  adds  value  to  what  we  do  for  our 
customers  and  promotes  prosperity  in  the 
communities  that  Cargiil,  our  customers 
and  diverse  businesses  live  and  work. 

( argill  works  with  suppliers  from  many 
backgrounds  —  including  small  businesses 
and  businesses  owned  and  operated  by 
minorities  and  women.  Diverse  companies 
tend  to  be  smaller,  but  are  often  more 
amenable  to  assisting  us  in  areas  such  as 
R&D,  quality  customer  and  technical 
support,  and  on-time  delivery  solutions. 
And  they  address  procurement  niche  areas 
that  larger  corporations  aren't  always  able 
to  fulfill.  Over  the  past  three  years,  we've 
increased  our  dollar  spending  with  diverse 
suppliers  by  25  percent. 

Supplier  diversity  becomes  a  distinc 
value  and  a  competitive  advantage  for 
everyone  —  Cargiil,  our  diverse  suppliers, 
our  customer1,  and  our  communities.  Its 
just  a  matter  of  doing  good  business! 


"A  grow  th  strategy  for  minority- 

owned  firms  is  smart  business  and 

smart  policy.  It  is  only  through 

becoming  major  stakeholders  in  the 

American  economy  that  minority 

entrepreneurs  can  significantly 

enhance  America's  gross 

national  product,  consumption, 

savings  and  tax  base." 

Ronald  N.  Langstori 
National  Director 
Minority  Business  Development  Agency 


Apparel  Group,  which  for  25  years  has 
designed,  manufactured,  imported  and 
wholesaled  in-house  national  brands,  licensed 
brands  as  well  as  private  label  programs  to 
retailers  all  over  the  U.S.  "This  is  the  greatest 
country,  with  freedom  and  opportunity  for 
everyone,"  says  Li.  "Here,  if  you  work  hard 
and  do  one  thing  well,  your  American  dream 
can  come  true." 


GV(  !!winstar  Gains  National 
Telecom  Footprint 

Kirk  Dudley,  an  African-American  based 
in  Detroit,  took  a  different  path  to  mastering 
a  part  of  the  telecommunications  supply 
chain.  He  spent  20  years  as  a  business  partner 
of  IBM,  Siemens,  Digital  Equipment  Corp- 
oration and  other  major  providers,  building, 
servicing,  selling  and  maintaining  networks. 
He  found  himself  asking,  "Why  not  own  a 
business?"  In  the  1990s,  when  many  telecom 
companies  were  facing  bankruptcy  or  merg- 
ers, Dudley  recognized  opportunity.  He 
believed  that  the  first  minority-owned 
telecommunications  company  with  a  nation- 
al footprint  would  have  a  unique  advantage, 
and  in  1 998  he  took  the  leap.  He  decided  to 
acquire  Winstar  Communications,  a  tradi- 
tional telephone  company  with  a  full  set  of 
service  offerings  and  a  multibillion-dollar 
contract   through   the   General  Services 


Administration.  The  purchase  finally  closec 
in  January  2006,  and  a  $100  million  private 
placement  has  since  infused  new  capital. 

Access  to  capital  —  and  its  corollary, 
securing  top  talent  —  was  the  challenge. 
Dudley  needed  to  raise  $200  million  in 
equity.  He  had  no  luck  with  traditional  cap- 
ital markets  and  venture  capitalists,  or  even 
minority-owned  firms.  They  already  owned 
telecommunication  firms,  preferred  larger 
deals  and  were  wary  of  acquiring  more. 

Dudley  and  his  business  partner/wife, 
Tedra  Butler  Dudley,  a  marketing  and  public 
relations  expert,  went  to  their  own  network 
of  high-net-worth  minorities.  Through 
determination,  passion  and  skill,  they  raised 
equity  in  tranches  of  $50,000  to  $2  million 
from  their  "angel  investors"  and  assembled 
their  strong  team  of  technology  experts.  The 
new  GVCwinstar  is  licensed  to  operate  in  41 
states,  has  $150  million  of  federal  govern- 
ment and  commercial  customers  lined  up 
and  is  laying  the  groundwork  for  providing 
similar  services  globally. 


All  Points  Logistics  Provides 
Vital  IT  Solutions 

In  the  1980s  and  1990s,  Sam  McGee,  a 
Native  American  based  in  Georgia,  excelled 
as  a  sales  representative  for  a  company  selling 
sanitary  chemicals  to  the  food  processing 
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Building  a  bridge  that 
everyone  can  cross. 

At  Aetna,  we  understand  the  business 
case  for  diversity  as  well  as  the  moral 
imperative.  Our  commitment  to  this 
core  value,  both  inside  and  outside  our 
company,  is  reflected  in  Aetna's  initiative 
to  earmark  up  to  $100  million  dollars  to 
invest  in  and  with  minority-  and  women- 
owned  businesses  over  the  next  five 
years.  Because  of  our  efforts  to  promote 
diversity,  Aetna  was  listed  as  one  of  the 
top  50  employers  for  both  minorities  and 
women  in  a  recent  special  Advertising 
Section  in  FORTUNE  Magazine*  To  learn 
more,  visit  aetna.com/diversity. 


We  want  you  to  know5 


KAetna" 
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Dental 

Pharmacy 

Behavioral  Health 

Long  Term  Care 

Disability 

Life 


Oscar  J.  Priraelles 
Vice  resident.  Supply  ( Ihairj  Services 
BellSouth  Corporation 

BellSouth's  Supplier  Diversity  Program 
ensures  that  minority,  women  and  disabled 
veterans  business  enterprises  (M/W/DVBE) 
can  access  and  actively  participate  in  procure- 
ment opportunities  with  us. 

Over  the  years,  we  have  set  increasingly 
aggressive  supplier  diversity  policies  and  goals. 
We've  redrafted  the  policy  to  emphasize 
broader  inclusion  of  diverse  suppliers  in  pro- 
posals and  bids.  We've  also  established  more 
formal  metrics  and  accountability  measures. 

From  2004  to  2005,  our  direct  spend 
with  M/W/DVBE  suppliers  increased  66% 
and  Tier  II  spending  increased  13.9%.  We 
increased  the  number  of  suppliers  required 
to  provide  Tier  II  reports  by  50%.  Every 
member  of  our  procurement  organization 
bears  responsibility  for  growing  our 
engagement  with  MBEs. 

In  recognition  of  our  accomplishments, 
the  Georgia  Women's  Business  Council 
named  BellSouth  2005  Corporation  of  the 
Year.  Also  in  2005,  the  Georgia  Minority 
Supplier  Development  Council  and  the 
South  Regions  Minority  Business  Council 
honored  BellSouth  as  Corporation  of  the 
Year.  The  Florida  Regional  Minority  Business 
Council  named  us  National  Corporation  of 
the  Year.  And,  for  six  consecutive  years, 
BellSouth  has  topped  the  NAACP's  telecom- 
munications industry  report  card. 


©  BELLSOUTH 


industry,  but  he  "always  had  the  entrepre- 
neurial bug."  He  decided  to  sell  chemicals  to 
the  food  processing  industry  through  his 
own  company.  In  1995,  though,  just  as  he 
got  the  kinks  out,  a  larger  company  offered 
to  buy  him  out.  His  next  venture  began 
when  he  filled  in  for  an  investor  in  a  truck 
brokering  business.  Within  a  year  and  a  half, 
he  had  bought  out  his  partner  and  begun 
morphing  the  company  into  All  Points 
Logistics,  an  IT  supplier  and  servicer. 

All  Points'  initial  revenues  in  2000  were 
under  $100,000,  and  four  years  later  nearly 
reached  $40  million.  McGee  credits  his 
company's  phenomenal  growth  to  his  great 
staff,  particularly  Phil  Moncress,  chief  oper- 
ating officer,  who  has  been  with  him  from 
the  beginning,  and  his  wife,  Debbie 
McGee,  who  joined  the  company  as  chief 
financial  officer  in  2002. 

All  Points  provides  advanced  technology 
solutions  to  some  highly  demanding 
customers:  NASA,  the  U.S.  Department  of 
Defense  (DOD)  and  all  of  DOD's  prime 
contractors.  Says  Mr.  McGee,  "I  concentrate 
on  making  it  easy  for  my  customers  to  do 
their  business,  even  if  it  means  delivering 
something  in  the  middle  of  the  night.  If  you 
take  care  of  customers'  needs,  the  money  will 
follow."  All  Points  was  recendy  sold  to  a  larg- 
er company,  and  the  McGees  probably  will 
be  looking  for  another  venture  before  long. 

The  MBDA  Spurs  Minority 
Business  ( rrowth 

The  paths  these  entrepreneurs  took  to 
mastering  the  supply  chain  were  different 
and  focused  on  different  industries,  but 
they  all  share  a  dedication  to  the  MBDA. 

Throughout  Li's  25  years  in  business,  he 
has  been  a  beneficiary  of  MBDA  support. 
"Not  money,"  Li  says,  "but  the  education  and 
contacts  we  needed  to  make  money  on  our 
own."  Li  has  willingly  returned  the  favors  as 
his  successes  have  continued.  He  served  as  co- 
chair  or  chair  of  the  annual  National 
Minority  Enterprise  Development  (MED) 


Week  Conference  (www.medweek.gov)  foi 
the  last  five  years  and  is  the  recipient  of  it] 
2005  National  Director's  Pioneer  Award. 

The  Dudleys  met  MBDA  Nationa 
Director  Ron  Langston  and  staff  in  2001 
and  sold  them  on  their  strategy.  Over  the 
next  five  years,  MBDA  hosted  meetings  tc 
introduce  them  to  potential  technology 
company  partners  and  invited  them  tc: 
conferences  and  other  events.  It  was  difficuli 
for  Kirk  Dudley  to  convince  prospective 
partners  of  his  credibility,  and  the  MBD^ 
referrals  proved  critical.  When  the  Winstai 
purchase  was  announced  in  January  2006 
MBDA  and  Department  of  Commerce 
officials  were  present  at  the  press  conference 

For  Sam  McGee,  the  benefits  have  beer 
similar.  The  MBDA  imprimatur  has  provec 
invaluable  in  locking  down  direct  contract? 
with  DOD  as  well  as  Tier  1  suppliers.  All 
Points  was  MBDA's  2005  National 
Minority  Supplier/Distributor  of  the  Year. 

For  37  years,  MBDA  has  assisted  minority 
entrepreneurs  in  starting  up,  learning  busi- 
ness basics,  accessing  markets  and  capital,  and 
growing  their  businesses,  no  matter  what  the 
challenge.  A  new  priority  has  been  coordinat- 
ing the  identification  of  minority  and 
women-owned  firms  that  are  ready  to  partic- 
ipate in  rebuilding  the  Gulf  Coast  in  the 
wake  of  hurricanes  Katrina  and  Rita.  A  recent 
announcement  shows  the  success  of  those 
efforts.  BPE  &  Associates,  a  full-service  man- 
agement firm,  was  awarded  a  $22.7  million 
contract  to  provide  clean-up  services.  "The 
need  is  widespread,"  says  Langston.  "The 
challenge  is  finding  firms  that  have  the  capac- 
ity to  move  in  and  execute  multimillion- 


Good  business  is  built  on  diversity. 

Each  day  Cargill  does  business  around  the  world  in  food,  nutrition,  agriculture,  and  supply  chain  management. 
Our  work  in  diverse  communities  has  made  us  very  aware  of  the  importance  of  diversity  in  our  supply  chain. 
We've  learned  that  no  one  has  a  monopoly  on  good  ideas  and  that  they  can  come  from  anyone,  anywhere. 
We're  committed  to  supplier  diversity  because  we  know  it's  good  business.  It  adds  value  to  what  we  do  for 
our  customers,  as  well  as  promoting  prosperity  in  communities  where  we  live  and  work.  For  more  information, 

visit  www.cargill.com/about 


Cargill 
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Manager  of  Supplier  \  )iversity 
Aetna 

At  Aetna,  wc'ie  proud  of  our  20-year 
history  of  partnering  with  minority-  and 
women-owned  businesses.  In  addition  to 
high-quality  products  and  services,  these 
relationships  provide  valuable  insights  into 
multicultural  markets  and  help  us  better 
serve  our  diverse  customer  base. 

Valerie  Green,  an  emerging  markets 
manager  at  Aetna,  is  clear  about  the 
advantage.  "Our  business  partnership 
with  Akorbi,  a  translation  services  and 
technology  company,  enhances  our  ability 
to  communicate  with  our  multilingual  and 
multicultural  customers."  Claudia  Mirza, 
chief  executive  officer  of  Akorbi,  adds: 
"Aetna's  support  has  allowed  us  to  evolve 
from  a  small  business  into  a  firm  that  has  a 
real  presence  in  corporate  America." 

Another  organization  that  developed  a 
relationship  with  Aetna  was  Integrated 
Systems  Analysts,  Inc.  (ISA).  C.  Michael 
Gooden,  chairman  and  chief  executive 
officer,  says,  "Together,  Aetna  and  ISA 
prove  that  diversity  works  for  everyone." 
Kristen  Hickey,  Aetna's  supplier  diversity 
manager,  agrees.  "We  are  committed  to 
expanding  our  relationships  with  minority- 
and  women-owned  suppliers  because  we 
value  what  diversity  brings  to  Aetna." 
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dollar  contracts.  Fortunately,  MBDA  is  in  a 
position  to  link  that  capacity  to  where  there  is 
need."  To  learn  more,  log  on  to  www.rebuild 
ingthegulfcoast.gov. 

According  to  MBDA's  2005  report,  The 
State  of  Minority  Business  Enterprises,  there 
are  over  4  million  minority-owned  firms 
that  employ  almost  5  million  people  and 
gross  about  $700  billion  in  revenues.  They 
have  grown  35%  since  1997,  three  times 
faster  than  the  national  average.  "The  num- 
ber of  minority-owned  businesses  continues 
to  accelerate,"  says  Langston,  "and  the 
Census  Bureau  data  tells  a  great  American 
story.  Minority  entrepreneurs  are  increas- 
ingly making  significant  contributions  to 
the  U.S.  economy."  But  MBDA's  goal  is 
more  ambitious. 

"Too  many  minority  firms  are  sole  propri- 
etorships, and  their  ability  to  thrive  and 
become  competitive  in  the  global  economy  is 
in  question,"  reasons  Langston.  That  is  why 
MBDA  is  moving  aggressively  to  implement 
its  Strategic  Growth  Initiative.  "Waitex, 
GVCwinstar  and  All  Points  Logistics  prove 
the  value  of  a  growth  strategy.  They  generate 
high  revenues,  employ  a  lot  of  people  and 
compete  boldly  in  the  marketplace.  We  want 
to  leverage  their  success  for  many  more 
minority-owned  firms,"  he  says.  To  chart  the 
new  course,  he  commissioned  a  study  from 
Dartmouth's  Tuck  School  of  Business,  The 
Life  Cycle  of  a  Minority-Owned  Business: 
Implications  for  the  American  Economy,  which 
digs  deeper  into  the  formation  and  operation 
of  these  businesses.  The  study's  forceful 
and  unequivocal  prediction:  "Demographic 
changes  [in  the  U.S.]  mean  that  the  success  or 
failure  of  minority-owned  businesses  will 


increasingly  drive  the  success  or  failure  of  the 
overall  economy." 

MBDA  is  determined  to  realize  the  eco- 
nomic promise  of  minority-owned  businesses 
"A  growth  strategy  for  minority-owned  firm* 
is  smart  business  and  smart  policy.  It  is  only 
through  becoming  major  stakeholders  in  the 
American  economy  that  minority  entrepre- 
neurs can  significantly  enhance  America'.1 
gross  national  product,  consumption,  savings 
and  tax  base,"  concludes  Langston. 

And  when  the  potential  of  minority-owned 
businesses  is  truly  unleashed  —  to  the  benefit 
of  the  U.S.  economy  —  MBDA  and  Langston 
will  be  proud  of  their  strong  contributions.  I 
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Judith  L.  Turnock  is  a  New  York  City-based 
diversity  and  inclusion  expert  who  has  coauthored  two 
books,  Cracking  the  Corporate  Code:  Real  Success 
Stories  of  African-American  Corporate  Success 
(AMACOM,  2003),  and  The  Power  of  Inclusion: 
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Hard  workers.  High  achievers.  Visionaries. 


i 


Just  a  few  words  to  describe  the  people  behind  the  businesses 
that  are  a  part  of  BellSouth's  supplier  diversity  program.  They  want  to 
work  with  a  company  that  works  as  hard  as  they  do,  to  be  the  very  best.  A 
'company  that  actively  pursues  relationships  with  businesses  from  different 
backgrounds.  A  company  that  values  diversity.  BellSouth  has  worked  hard  to  be  that 
company.  Through  our  Minority,  Women  and  Disabled  Veterans  Business  Enterprise 
Program,  BellSouth  embraces  and  nurtures  the  diverse  suppliers  in  our  community, 
making  sure  they  are  included  in  BellSouth's  procurement  process. 

We  were  named  one  of  the  "Top  10  Corporations  for  Supplier  Diversity"  by  Diversifying 
"America's  Top  Corporations  for  Women's  Business  Enterprises"  by  the  Women's 

Business  Enterprise  National  Council  and  selected  one  of  "America's  Top  Organizations 
for  Multicultural  Business  Opportunities"  in  2002  -  2004  by  DiversityBusiness.com.  That's 
why,  when  suppliers  want  to  know  which  companies  value  partnerships  with  diverse 
businesses,  we  can  proudly  say  that  we  are  that  company. 

BELLSOUTH 

Listening.  Answering!1 


bellsouth.com 

O2006  BellSouth  Corporation. 


Ethanol 


and  making  ethanol  to  burn  in  car  engines  was  scarcely  econom- 
ical, despite  a  generous  federal  subsidy  (54  cents  a  gallon,  via  a 
5.4-cent-a-gallon  tax  exemption  for  gasohol  containing  10% 
alcohol).  Now  oil  costs  $73  a  gallon,  and  legislators  are  falling  all 
over  themselves  subsidizing  and/or  mandating  ethanol.  The 
54-cent  subsidy  remains  in  place.  Next,  Congress  has  ordered  up 
minimum  volumes  of  ethanol  that  gasoline  producers  must  get 
into  fuel  tanks.  Then  there's  a  54-cent  tariff  (not  including  a  2.5% 
ad  valorem  levy)  to  keep  cheaper  Brazilian  ethanol  out  of  the 
country.  Add  all  this  up  and  you've  got  ethanol  trading  for  $2.95 
a  gallon,  despite  its  inferiority  to  gasoline  as  a  source  of  energy. 
And  now  New  York  State  wants  to  hand  Will  a  check  for  $4  mil- 
lion to  support  his  good  deeds.  If  his  ethanol  brewery  fires  up 
he'll  get  that  money  for  antipollution  equipment. 

Move  over,  ExxonMobil,  here  comes  Northeast  Biofuels,  LLC. 


support.  "We  are  in  a  crisis,"  he  says. 

We  may  be.  But  ethanol  may  or  may  not  have  the  capacity  to 
extricate  us. 

Fuel  that  is  85%  ethanol  can  be  bought  at  a  handful  of  gas  sta- 
tions, mostly  in  the  Midwest,  and  pure  ethanol  is  sold  all  over 
Brazil,  so  it's  easy  to  assume  the  technology  of  making  it  is  solved. 
Not  so,  not  if  the  goal  is  to  produce  enough  to  significantly  cut 
U.S.  oil  consumption.  Ethanol  today  is  made  from  corn,  but  that's 
costly  and  inefficient.  The  technology  for  using  other  crops  is  in 
its  infancy.  There's  only  one  pilot  project  right  now,  in  Ottawa, 
that  turns  wheat  straw  into  ethanol,  and  it's  for  demonstration 
purposes  only. 

Even  studies  by  ethanol  fans  concede  that  achieving  energy 
independence  via  ethanol  requires  bullish  assumptions.  Among 
them:  that  refiners  will  get  at  least  twice  as  good  at  making 


Hay 
Fever 


The  idea  of 
deriving  fuel  from 
native  grasses 
and  agricultural 
leftovers  is  a 
powerful  one. 
But  before  we 
turn  our  backs  on 
the  Saudis,  there 
are  some  tricky 
problems  to  solve. 


NO  CHEVY  SUBURBANS! 

For  ethanol  to  have  any  chance 
of  whipping  the  nation's  so-caiied  oil 
addiction,  people  would  have  to  do 
just  what  they  hate:  drive  lightweight 

vehicles  that  accelerate  slowly. 


GROWING  PAINS 

Yields  of  the  hoped-for  ethanol  crops 
will  have  to  double  for  farmers  to 
produce  enough  feedstock  to  meet 
even  reduced  demand.  Or  our  front 
lawns  will  be  converted  to  switchgrass. 


Will  says  he  is  close  to  getting  financing  to  begin  a  $125  million 
overhaul  of  the  brewery  so  that  he  can  make  moonshine  on  an 
industrial  scale. 

North  America  is  high  on  ethanol.  President  Bush  wants  to 
double  the  use  of  renewable  fuel  by  2012,  to  7.5  billion  gallons  a 
year.  Vinod  Khosla,  the  famous  (and  wealthy)  venture  capitalist, 
says  ethanol  can  free  the  U.S.  from  its  petroleum  addiction  alto- 
gether. That's  a  lot  of  ethanol.  We  burn  140  billion  gallons  of 
gasoline  per  year,  and  it  would  take  more  like  210  billion  gallons 
of  ethanol  to  drive  as  far.  Could  Khosla  possibly  be  right? 

"There  is  a  simple  path  to  replacing  petroleum  in  this 
county  in  the  next  25  years,  and  it  doesn't  cost  consumers  or 
the  government,"  says  Khosla.  Well,  it  costs  just  a  wee  bit  here 
and  there.  Khosla  is  cochairing  a  California  ballot  measure  to 
tax  oil  production  in  the  state  and  use  the  proceeds  to  develop 
alternative  energy  sources.  He's  also  investing  in  a  handful  of 
ventures.  And  he  is  all  over  Washington  trying  to  drum  up 


ethanol.  That  the  average  efficiency  of  our  vehicles  improves  to 
42  miles  per  gallon,  68%  better  than  the  25mpg  now  achieved. 
And  that  people  will  move  closer  to  where  they  work.  If  all  those 
fantasies  become  reality,  the  U.S.  could,  in  theory,  meet  all  of  its 
transportation  fuel  needs  with  ethanol  by  2050  without  adding 
to  today's  current  cropland,  according  to  an  exhaustive  study  by 
the  National  Resources  Defense  Council,  an  environmental 
group  based  in  New  York. 

But  what  if  fuel  demand  continues  on  its  existing  growth 
trend  and  there  is  no  improvement  in  ethanol  manufacturing? 
Then  we'd  need  to  plant  crops  on  1.7  billion  acres  to  eliminate 
gasoline  by  2050.  That  would  mean  putting  fuel  crops  on  just 
about  every  square  inch  of  the  country  (total  land  mass,  1 .9  bil- 
lion acres).  There  would  be  no  room  for  homes  or  food  crops. 

"Biofuels  will  not  work  in  isolation,"  says  Nathanial  Greene, 
the  NRDC  report's  principal  author.  "It  is  a  question  of  whether 
we  are  serious  about  stopping  our  addiction  to  oil." 
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iK-South  Korea's  leading  company 
is  soaring  upward  with  a  new  look. 


epresenting  South  Korea  in  energy,  chemicals  and  telecommunications  sectors, 
K  is  a  company  with  annual  revenues  of  60  billion  dollars. 


C  Telecom,  the  flagship  company  of  SK,  became  the  world's  first  to  commercialize 
)MA  and  launch  satellite  DMB  service. 

v  Telecom  has  become  a  leader  in  the  international  telecommunications  market, 
ntributing  towards  making  the  world  "ubiquitous"  -more  unified  and  better  connected. 

>w  SK,  along  with  its  global  partners,  is  poised  to  take  off  and  soar  with  its  new  look, 
'ings  of  Happiness." 


Ethanol 


Ethanol  is  made  by  fermenting  sugar  into  grain  alcohol.  It  can 
be  made  from  nearly  any  type  of  plant,  with  varying  degrees  of 
difficulty.  It  is  a  perfectly  acceptable  fuel  for  automobiles— there 
are  already  6  million  vehicles  on  the  road  that  can  run  on  E85,  a 
blend  of  85%  ethanol,  15%  gasoline.  It  burns  relatively  cleanly. 

At  the  moment,  nearly  all  of  the  4  billion  gallons  of  ethanol 
produced  in  this  country  is  made  from  corn.  This  is  a  result  of  30 
years  of  federal  and  state  subsidies  designed  to  give  corn  growers 
another  market  for  their  bounty.  Archer  Daniels  Midland,  the 
worlds  biggest  ethanol  maker,  can't  brew  it  fast  enough  because 
government  mandates  are  creating  huge  demand.  The  ethanol 
shortage  has  caused  a  doubling  of  its  price  in  the  past  year.  At 
today's  price  ethanol  is  equivalent  (given  its  low  energy  content) 
to  gasoline  costing  $4.50.  That's  before  taking  taxes  and  subsidies 
into  account.  ADM  is  in  pig  heaven.  Alcohol 


The  appealing  idea  is  that  native  plants  like  switchgrass  and  agri- 
cultural leftovers  like  wheat  straw  and  corn  stover  could  be 
turned  into  ethanol.  Substitutes  could  be  far  cheaper  than  ears  of 
corn — they  require  less  attention,  water,  fertilizer  and  pesticides. 
The  problem  is  that  turning  cellulose  into  ethanol  on  an  indus- 
trial scale  will  be  difficult  and  expensive. 

To  be  fermented,  cellulose  must  first  be  broken  away  from  a 
plant  stiffener  called  lignin.  "It's  a  tough  package,"  says  Bruce 
Dale,  a  chemical  engineering  professor  at  Michigan  State  Univer- 
sity. Dale  is  developing  a  method  to  break  these  bonds  by  treating 
plant  matter  with  ammonia  at  200  degrees  Fahrenheit  under  250 
pounds  of  pressure  for  five  minutes.  Dale's  method,  like  other 
competing  methods,  works  only  in  laboratories  so  far. 

Once  the  cellulose  is  exposed,  its  long  chains  of  molecules 
must  be  chopped  into  indi- 


HARVEST  HEADACHE 

This  seemingly  simple  problem  is  one 
of  the  toughest:  getting  biomass  to  the 
refinery  cheaply.  Big  refineries  could  eat 
20,000  tons  per  day,  and  the  stuff  isn't 
dense.  More  trucks  and  trains  mean 
more  diesel,  and  more  cost. 


UNREFINED 

Four  steps  needed  to  turn  cellulose 
into  ethanol:  free  up  cellulose  with 
acid  or  steam;  convert  cellulose  to 
sugar  with  enzymes;  ferment 
different  types  of  sugars  into  alcohol; 
distill  output  at  low  energy  cost. 


TRAVEL  WARY 

Getting  ethanol  from  refinery 
to  fuel  tank  is  expensive  because 
it  corrodes  pipelines  and  must  be 
shipped  by  train,  barge  or  truck. 
The  cropland  is  in  the  Midwest, 
but  the  drivers  are  on  the  coasts. 


accounts  for  17%  of  ADM's  profits. 

But  apart  from  subsidies  and  mandates,  ethanol  from  corn 
doesn't  make  economic  sense.  Corn  does  not  grow  easily  in  the 
U.S.,  so  it  requires  a  lot  of  energy  to  produce.  How  much?  That's 
a  matter  of  debate,  bitter  debate.  But  a  recendy  published  survey 
of  the  various  conflicting  engineering  studies  comes  up  with  a 
plausible  compromise  estimate:  Every  unit  of  energy  that  goes 
into  making  ethanol  from  corn  produces  ethanol  that  yields  1.27 
units  of  energy.  To  turn  the  ratio  around:  If  you  want  to  displace 
a  unit  of  petroleum  energy,  you  have  to  burn  four- fifths  of  a  unit 
in  fossil  fuels.  Corn  ethanol  is  barely  in  the  plus  column.  That's 
no  way  to  achieve  energy  independence. 

Brazil's  energy  balance  is  far  more  favorable.  Sugarcane 
doesn't  need  as  much  fertilizer,  and  Brazil  is  close  to  the  equator, 
so  it  soaks  up  more  sunlight. 

But  what  if  some  easier-to-grow  crop  were  substituted  for 
corn?  Ethanol  dreamers  have  their  hopes  pinned  on  cellulose. 


vidual  sugar  molecules.  You  need  enzymes  to  do  that.  Another 
hurdle. 

The  US.  Department  of  Energy  contracted  with  two  enzyme 
companies,  Genencor  and  Novozymes,  to  try  to  reduce  the  cost 
of  cellulose-dismanding  enzymes.  They  succeeded  and  were  able 
to  reduce  the  cost  from  about  $5  per  gallon  of  ethanol  produced 
to  25  cents.  Genencor  s  Jack  Huttner,  who  runs  the  company's 
biorefinery  business,  says  the  cost  must  come  down  another  fac- 
tor of  one  or  two.  But  Genencor  won't  start  working  on  that  until 
there's  demand.  "There's  no  industry  yet,"  he  says. 

The  next  step  is  to  ferment  the  sugar  that  results.  Some  of  the 
sugar  can't  be  digested  by  brewer's  yeast.  Researchers  are  develop- 
ing recombinant  yeasts,  bacteria  and  fungi  that  may  eat  all  the 
sugars,  but  no  superstar  candidate  has  emerged. 

Alcohol  would  be  a  waste  product  of  these  replicating  yeasts, 
but  it's  not  the  only  product.  There's  a  lot  of  water.  The  alcohol 
must  be  concentrated  in  a  distillery.  That  burns  energy. 
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Experience  the  Luxury 
of  Simplicity  and  Freedom 

Flight  Options  introduces...  JetPASS  Ultimate  Travel 


JetPASS  Ultimate  Travel  provides  the  ultimate  in  simplicity  and  flexibility.  A  single 
membership  meets  all  of  your  travel  needs  at  the  industry's  lowest  price.  Simply  make  a 
$100,000  deposit  and  gain  immediate  access  to  Flight  Options'  dedicated  fleet  of 
light,  mid-size,  and  large  cabin  aircraft. 


Please  call  for  details. 


877.703.2348  I  www.flightoptions.com 


Flight  Options,  LLC  is  a  Raytheon  Company. 
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Ethanol 


The  whole  fermenting  and  distilling  process  needs  to  get 
twice  as  efficient. 

Both  the  distillery  and  the  brewing  vats  consume  capital.  The 
National  Renewable  Energy  Laboratory  says  a  new  corn  ethanol 
plant  needs  $1.40  in  equipment  for  every  gallon  per  year  of  out- 
put. If  amortizing  this  outlay  costs  10%  a  year,  the  capital  cost 
adds  14  cents  to  a  gallon  of  output.  A  cellulosic  ethanol  refinery 
would  cost  $3  per  annual  gallon  of  capacity — i.e.,  30  cents  per 
gallon  produced.  Even  that  assumes  the  yeasts  digest  sugars  twice 
as  fast  as  they  do  now. 


At  today's  prices,  ethanol  is  equivalent 
to  gasoline  costing  $4.50 
per  gallon: 


We're  not  done.  Hauling  ingredients  and  output  turns  out  to 
be  a  problem. 

Reason:  To  get  the  needed  efficiency,  ethanol  refineries  have 
to  be  massive,  processing  something  like  20,000  tons  of  biomass 
per  day.  Getting  that  switchgrass  or  other  biomass  to  the  refinery 
will  be  expensive  and  difficult.  The  grass  would  have  to  come 
from  a  long  way  away  and  it's  bulky.  Researchers  who  work  with 
farmers  estimate  farmers  could  deliver  corn  stover  for  $53  a  dry 
ton  to  a  refinery  within  25  miles  of  their  fields.  The  target:  $30. 
Moving  the  finished  ethanol  around  the  country  would  be  chal- 
lenging, too,  because  ethanol  corrodes  todays  pipelines.  It  now 


moves  by  rail,  but  the  nations  railroads  have  no  spare  capacity. 
Remember  that  ethanol  has  less  energy  content  than  gasoline. 
But  it  weighs  about  the  same.  So  it  is  going  to  consume  more  of 
its  own  content  in  the  process  of  being  delivered. 

Say  this  about  ethanol:  At  least  it  does  not  present  quite  the 
logistical  nightmare  that  comes  with  the  other  popular  alterna- 
tive fuel,  hydrogen.  That  lightweight  gas  needs  exotic  compres- 
sion schemes  and  entirely  novel  fueling  stations. 

What  if  we  repealed  the  import  duties,  inviting  ethanol  in  from 
sugarcane-growing  nations  near  the  equator?  Heroic  assumptions 
must  be  made  here  about  the  willingness 
of  American  farmers  and  distillers  to 
compete.  Assuming  public  opinion  were 
to  swing  around  to  free  markets  in  agri- 
cultural goods,  new  questions  arise.  Do 
we  want  to  motivate  Brazil  to  plow  under 
what  remains  of  its  forests?  And  what  do 
we  accomplish  by  replacing  a  potentially 
unreliable  petroleum  supplier  like  Venezuela  with  a  potentially 
unreliable  ethanol  supplier  next  door? 

As  long  as  not  too  many  questions  get  asked,  ethanol  will 
remain  in  a  bull  market.  Which  is  good  for  Eric  Will,  the  entre- 
preneur near  Syracuse.  Overlooking  the  fact  that  Will  will  be 
shipping  in  corn  from  the  Midwest,  at  considerable  expendiop- 
of  energy,  and  will,  by  raising  demand  for  an  agricultural  st  the 
boost  supermarket  bills,  New  York's  governor  has  fallen  in 
with  the  proposed  ethanol  plant.  Ethanol  depends  on  politeasts, 
like  George  Pataki:  "I  have  proposed  one  of  the  most  amlcohol 
tax  credits  for  biofuels  production  in  the  nation,"  he  boas 
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Morning  sun  creeps  through  natures  won  dux 
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Security 


v 


'erisign,  the  intrepid 
Web  security  giant, 
issued  an  ominous 
warning  in  December.  It  pre- 
dicted an  imminent  invasion 
by  a  worm  called  Sober, 
which  would  infect  networks 
worldwide  and  clog  up  the 
Internet.  It  would  be  timed  to 
coincide  with  the  87th 
anniversary  of  the  founding 
of  the  Nazi  party.  Other  firms 
joined  in  a  chorus  of  worry, 
offering  an  abundance  of 
soundbites  for  news  outlets. 
Then  in  January  dozens  more 
reports,  similarly  circulated 
by  security  firms,  warned 
that  an  e-mailed  virus  called 
Kama  Sutra  would  ruin  PCs 
from  Seattle  to  Sri  Lanka. 

Neither  outbreak  ever  oc- 
curred. Two  small  security  soft- 
ware outfits  claimed  credit  for 
blocking  Kama  Sutra,  but 
Microsoft  said  later  the  threat 
was  overblown.  Vincent  Weafer, 
who  runs  the  security  response 
division  at  Symantec,  the  worlds 
largest  seller  of  antivirus  soft- 
ware, concedes  both  threats 
were  duds  and  that  his  rivals 
overhyped  them.  "To  get  atten- 
tion, you  pick  something  new 
and  say  the  sky's  falling  down," 
he  says. 

Fear-mongering  sparks  big 
business  in  the  thriving  computer  security 
industry.  Spending  will  grow  18%  this 
year  to  $38  billion.  In  1995  venture  capi- 
talists backed  all  of  3  new  security  firms; 
last  year  they  funded  96  newcomers.  To 
stir  up  business,  they  ply  fearful  forecasts 
and  ominous  ads.  RSA  Security's  annual 
conference  in  San  Jose,  Calif,  drew  14,000 
this  year,  up  from  10,000  in  2004.  Some 
4,000  attendees  paid  the  full  $1,100  to 
$  1 ,900  to  get  spooked  in  person. 

The  fetish  for  fretfulness  has  gotten  old. 
U.S.  losses  last  year  from  corporate  secu- 
rity breaches  "declined  dramatically;'  say  the 
Computer  Security  Institute  and  the  Fed- 
eral Bureau  of  Investigation,  to  $130  mil- 
lion based  on  a  survey  of  639  companies. 
(Other  incidents  go  undetected  because 


Fraidy  Cat 
Marketing 

To  sell  antivirus  software,  first  you 
must  sell  the  fear. 

By  Matthew  Rand  and  David  Whelan 


companies  are  too  ashamed  to  report 
them.)  Three-quarters  of  companies  said 
they  had  some  virus  problems  last  year,  but 
94%  said  so  in  2001. 

The  improving  stats  have  done  little 
to  lift  the  security  industry's  mood. 
Symantec  recently  warned  that  instant 
messaging  would  be  the  next  source  of 
threats,  while  flogging  a  new  product 
that  scans  instant  messages  for  viruses.  In 
2003  it  called  cell  phones  "the  Achilles 
heel,"  while  promoting  new  wireless 
products.  "Chief  executives  are  like  con- 
sumers. They  are  heavily  influenced  by 
what  they  see  on  CNN  or  in  the  news- 
papers," says  Symantec's  Weafer. 

The  antivirus  warriors  lately  have 
conducted  surveys  to  highlight  a  glaring 


security  weakness:  the  gulli- 
bility of  a  company's  own 
employees.  Never  mind  that 
even  their  toughest  products 
can't  protect  much  against 
same.  Offered  the  chance  to 
win  chocolate  Easter  eggs, 
81%  of  London  commuters 
polled  gave  out  their  birth- 
days, pet  names  and  other 
personal  data,  possible  clues 
for  cracking  into  their  e-mail 
accounts.  The  pollsters  were 
hired  by  the  organizers  of 
the  Infosecurity  Europe 
conference. 

Before  the  same  conference 
two  years  ago  RSA  Security  per- 
formed a  similar  stunt  and 
found  that  79%  of  people  gave 
out  this  kind  of  personal  infor- 
mation—free. That  prompted  a 
press  release:  "Internet  identity 
theft  threatens  to  be  the  next 
crime  wave  to  hit  Britain." 

In  the  U.S.,  RSA,  which 
sells  electronic  tokens  that  gen- 
erate randomized  passwords, 
hired  a  perky  team  in  "I  Love 
NY"  T  shirts  to  scour  Central 
Park  and  sweet-talk  tourists 
into  giving  out  their  mothers' 
maiden  names;  70%  did.  News- 
casts in  San  Francisco,  Miami 
and  Boston  ran  the  story. 
Christopher  Young,  an  RSA 
vice  president,  bristles  at  any 
suggestion  that  the  surveys  were  aimed  at 
stoking  sales.  "It's  hardly  that  direct."  The 
surveys,  he  says,  are  used  only  to  "raise 
awareness." 

Some  70%  of  security  breaches  are 
caused  by  human  error,  says  a  March  2006 
survey  by  the  Computing  Technology 
Industry  Association.  Brian  Boetig,  a 
supervisory  special  agent  with  the  FBI's 
computer  crime  unit  in  San  Jose,  Calif., 
describes  the  typical  breach:  "When  you 
fire  an  employee  and  don't  change  their 
password,  they  can  get  into  the  system 
and  get  information  to  a  competitor."  No 
technical  solution  there.  Says  Boetig: 
"There  are  people  creating  problems  so 
they  can  fix  them.  But  that's  marketing 
for  you."  F 
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Bad  Blood 


Wiederhorn  (top)  claims  his  archnemesis,  U.S. 
prosecutor  Lance  Caldwell  (bottom),  was  out  to  get  him. 


Town 

Without  Pity 

After  a  stint  in  jail,  onetime  financial 
whiz  Andrew  Wiederhorn  discovers 
shunning  back  home  in  Portland. 

By  Elizabeth  MacDonald 

ANDREW  WIEDERHORN  WAS  ACCUSED  OF  BEING  AT  THE 
center  of  one  of  the  worst  pension  frauds  ever  commit- 
ted by  an  investment  adviser.  As  much  as  $160  million 
was  drained  from  a  Portland,  Ore.  investment  company, 
and  investors  charged  some  of  the  money  financed  his 
lavish  lifestyle,  including  renovating  his  $5  million  mansion  with 
such  items  as  a  $15,000  bathroom  mirror.  He  pleaded  guilty  to 
charges  of  filing  a  false  tax  return  and  giving  an  illegal  gratuity.  Last 
year  he  finished  his  federal  sentence  after  serving  nearly  16  months 
and  returned  to  Portland. 

Alas,  Portland  now  wants  nothing  to  do  with  Wiederhorn,  40.  His 
wife,  Tiffany,  bemoans  the  fact  that  Portland  and  its  charity  circuit  have 
"blackballed"  the  family.  The  Providence  Child  Center  dropped  her 
from  its  board  (it  says  her  term  ended),  and  the  Boys  &  Girls  Aid  Soci- 
ety asked  her  husband  to  step  down  as  a  board  member.  Their  posh 
gym,  the  Multnomah  Athletic  Club,  barred  Wiederhorn  from  its 
grounds,  as  its  bylaws  provide  for  the  expulsion  of  felons. 

Tiffany  says  she  can  hardly  go  out  of  her  house  without  being  con- 
fronted. Grocery  shoppers  sneer  at  her,  she  says,  and  say  "what  a  dirtbag 
my  husband  is"  or  ask  "Where's  the  $160  million?"  Sixth-grade  bullies, 
she  says,  have  brought  their  12-year-old  daughter  to  tears  with  taunts 
about  her  dad  being  "a  crook."  Once,  she  says,  fans  of  a  rival  high  school 
threatened  to  dress  up  in  mock  prison  stripes  at  her  twin  sons'  basketball 
game.  "It's  so  petty,  it's  awful,"  Tiffany  says,  adding,  "We're  being  openly 
attacked." 

Portland  isn't  shedding  tears.  "Many  people  who  live  in  Portland  or 
in  Oregon  are  very  independent-minded  folks  with  a  high  sense  of 
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Bad  Blood 

ethics,"  says  Linda  Marshall,  president  of 
the  Multnomah  Club. 

The  Wiederhorns'  bountiful  lifestyle 
doesn't  win  them  any  sympathy.  They  still 
reside  in  that  tony  mansion  and  own 
another  multimillion-dollar  house  in 
nearby  Gearhart.  Wiederhorn  runs  Fog 
Cutter  Capital  Group,  a  holding  company 
for  a  hamburger  joint.  In  2004  Nasdaq 
delisted  the  company  because,  among 
other  things,  it  paid  Wiederhorn  $4.6  mil- 
lion in  compensation  while  he  was  in  the 
slammer,  a  sum  that  more  than  covered 
his  $2  million  government  fine.  For  that 
maneuver  New  York  Times  columnist 
Nicholas  Kristof  sardonically  awarded 
Wiederhorn  his  first  annual  award  for 
corporate  executive  greed. 

Wiederhorns  fall  was  startling.  He 
helped  pioneer  lucrative  asset-backed 
securitizations,  using  his  purchases  of 
foreclosed  assets  from  the  Resolution 
Trust  Corp.,  a  government  agency  set  up 
to  bail  out  failed  S&Ls.  His  $2  billion  for- 
mer company,  Wilshire  Financial  Services 
Group,  had  Wall  Street  firms  like  Bear 
Stearns  and  Merrill  Lynch  clamoring  for 
his  attention.  But  Wiederhorn  built  a 
highly  leveraged  empire  that  he  later  kept 
afloat,  prosecutors  and  plaintiffs  lawyers 
contended,  by  sucking  $160  million  in 
loans  (on  which  Wilshire  eventually 
defaulted)  out  of  an  unrelated  company, 
Capital  Consultants.  Wiederhorn  and  his 
partner  personally  borrowed  a  total  of 
$93  million  from  Wilshire  and  later  had 
the  company  forgive  repayment.  Wieder- 
horn says  he  plowed  all  but  $10  million  of 
the  $65  million  he  borrowed  back  into 
Wilshire.  Capital  was  later  revealed  to  be 
running  a  Ponzi  scheme  that  collapsed 
with  an  estimated  $350  million  in  losses, 
leaving  tens  of  thousands  of  mosdy  blue- 
collar  pensioners  poorer — and  angry. 
Wiederhorn  says  he  had  no  knowledge  of 
the  Ponzi  scheme. 

Wiederhorn  now  is  on  a  campaign  to 
salvage  his  reputation.  He  sued  Nasdaq 
and  the  Securities  &  Exchange  Commis- 
sion for  delisting  his  company.  He  sued 
the  gym  for  breach  of  contract  (the  suit 
was  tossed  out).  And  he  hired  former 
Clinton  aide  Lanny  Davis,  a  lawyer  and 
p.r.  troubleshooter  who  once  tried  to  quell 
the  Monica  Lewinsky  story,  to  peddle 
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Wiederhorns  claim  of  being  wrongfully 
victimized.  "What's  happened  to  me  has 
been  totally  unfair,"  Wiederhorn  says. 

Davis'  strategy:  Bring  down  Wieder- 
horns federal  prosecutor,  Lance  Caldwell,  by 
saying  that  Caldwell  lost  his  perspective  and 
exercised  poor  judgment  because  he  was  too 
personally  invested  in  Wiederhorns  case. 
Davis'  main  argument  seems  to  revolve 
around  geography — that  Caldwell  lives 
down  the  road  from  the  Wiederhorns' 
mansion  and  that  Caldwell's  behavior  "sug- 
gests somebody  who  resents  Andy's  lifestyle." 

Caldwell  dismisses  this.  "Wiederhorn  is 
just  mad  he  got  caught  and  was  successfully 
prosecuted,"  he  says.  "It's  preposterous  he's 
now  raising  these  claims  years  after  the  case 
was  closed.  If  there  was  even  a  shred  of 
evidence  to  suggest  bias  in  this  case,  it  would 
have  been  child's  play  to  have  me  removed, 
but  that  never  happened." 

There's  no  disagreement  that  bad 
blood  now  exists  between  the  neighbors. 
Caldwell  claims  Tiffany  blocked  his  wife, 
Deborah,  with  her  SUV  in  a  parking  lot  in 
June  2004  "to  harangue  her."  Tiffany 
denies  blocking  her  car  but  readily  admits 
confronting  Caldwell's  wife  about  her 
attendance  at  Wiederhorns  sentencing.  "I 
don't  know  how  you  and  your  family  sleep 
at  night,"  Tiffany  says  she  told  Deborah. 
Caldwell  later  fired  off  a  complaining  let- 
ter to  the  judge  in  the  case,  who  admon- 
ished the  parties  to  cut  it  out. 

The  spat  even  disintegrated  into  a  petty 
quarrel  over  large  vehicles.  The  day  after  his 
sentencing,  Wiederhorn  rented  two  Hum- 
mer limousines  to  ferry  partygoers  for  his 
sons'  sixteenth  birthday  party.  Davis  sur- 
mises that  Caldwell,  sitting  up  the  road  in 
his  house,  saw  the  Hummers  and  sicced  his 
boss,  Karen  Immergut,  the  U.S.  Attorney  for 
Portland,  onto  Wiederhorns  attorney,  Marc 
Blackman.  Blackman  says  Immergut 
"couldn't  believe  that  the  Wiederhorns  had 
given  the  twins  a  pair  of  Hummers  for  their 
sixteenth  birthday — this  is  outrageous." 
Caldwell  says  he  never  called  Immergut, 
who  didn't  return  calls  seeking  comment. 

The  Wiederhorns  are  staying  in  Port- 
land for  now,  though  the  possibility  of 
moving  has  crossed  Tiffany's  mind.  "If  we 
moved,  we'd  go  to  Los  Angeles,"  Tiffany 
says.  "Actually  I  would  welcome  it.  I  think 
change  is  good."  F 
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igorish  in  Vice 


Love  for  Sale 

Japan's  securitizers  may  do  some  unorthodox 
offerings,  such  as  for  hot-sheet  hotels  |  By  Tim  Kelly 


WITH  WIDE  WINDOWS 
framed  by  pulsating  col- 
ored lights,  Kensuke 
Haniuda's  "love  hotel"  in 
the  Kabukicho  red-light 
district  of  Tokyo  stands  out  from  the  nearby 
flophouses  where  the  districts  hookers  ply 
their  trade.  Chic  American  hotels  (in  partic- 
ular, Ian  Schrager  s  Hudson  in  New  York 
City)  inspired  him. 

But  it's  not  just  U.S.  interior  design 
that  intrigues  him;  the  43-year-old  busi- 
nessman lately  has  started  taking  an 
interest  in  American-inspired  financing 
models.  Securitization,  he  thinks,  may 
provide  the  answer  to  a  funding  barrier 
that  has  beset  sex  inns  and  pachinko 
gambling  parlors  alike. 

"Pachinko  parlors  and  love  hotels 
can't  get  loans  from  the  major  banks,  not 
even  with  collateral,"  Haniuda  explains 


above  the  clatter  of  cleaning  ladies  taking 
an  afternoon  break  in  the  room  next 
door  to  his  small  basement  office  in  the 
Kabukicho  establishment.  He  paid  for 
the  construction  of  the  six-month-old 
Hotel  Colorful  P&A  (the  initials  are  a 
reference  to  an  earlier  corporation  of 
his),  as  he  did  for  three  other  hotels  he 
owns  in  nearby  Shibuya,  with  a  loan 
from  Hiroshima  Bank,  a  regional  lender 
420  miles  away  in  western  Japan,  because 
bigger  banks  turned  him  down. 

The  new  substitute  for  a  faraway  bank 
may  be  a  nearby  brokerage  firm.  Haniuda 
is  now  looking  into  securitizing  his  real 
estate  assets  and  cash  flow  as  a  source  of 
capital.  Helping  him  make  up  his  mind  is 
Shinsei  Bank,  a  Japanese  lender  created  by 
Ripplewood  Holdings  and  other  U.S. 
investors  from  the  remains  of  Japan's 
Long-Term  Credit  Bank,  which  failed  in 


One-hour  stand:  Love  hotels  festoon  a 
worn  stretch  in  Tokyo's  Shibuya  district. 


1998.  For  the  moment  the  reconstituted 
bank  is  merely  suggesting  he  consider 
securitization. 

A  decade  ago  asset-backed  securities 
were  invisible  in  Japan;  last  year  they  raised 
$75  billion  of  capital,  more  than  came  from 
the  issuance  of  corporate  bonds.  More  than 
half  of  that  total  was  for  residential  mort- 
gages. Yukio  Egawa,  head  of  securitization 
research  for  Deutsche  Bank  in  Japan,  reck- 
ons the  market  has  potential  to  grow  much 
more  and  suggests  at  least  two  reasons.  "In 
the  U.S.  over  60%  of  outstanding  mortgages 
are  securitized.  In  Japan  that  ratio  is  3%," 
notes  Egawa.  The  other  reason  is  that  seven 
years  of  investment-sapping  deflation  are 
finally  coming  to  an  end. 

Hotelman  Haniuda's  recent  interest  in 
securitization  shows  the  market  is  broad- 
ening, too,  as  foreign  investment  banks 
(including  Deutsche,  Morgan  Stanley  and 
Merrill  Lynch)  along  with  Shinsei  and 
others,  probe  hitherto  untapped  asset 
classes  like  pachinko.  Squeamish  domes- 
tic firms  tend  to  stick  with  the  higher- 
volume  commercial  and  residential  mort- 
gage-backed products. 

Deutsche  in  December  completed 
the  first-ever  securitization  backed  by  a 
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THE  ALL-NEW  CAMRY  HYBRID. 
FOR  THE  NICHE  MARKET  CALLED  EARTH 


Planet-pleasin'.  People-pleasin'.  Pocketbook-pleasin' 
Meet  the  all-new  2007  Camry  Hybrid.  Engineered  to 
squeeze  up  to  an  unheard-of  600  miles  from  a  single 
tank  of  gas1  -  practically  twice  the  mileage  of  a 
regular  mid-size  sedan  -  while  simultaneously 
cutting  smog-forming  emissions  to  almost 
non-existent  levels. 

It's  a  feat  that  some  claim  is  still  years  away. 
And  without  Toyota's  Hybrid  Synergy  Drive®  it  would  be 
But  the  hybrid  system  is  real,  it's  here,  and  it's  available 
now  on  the  all-new  Camry. 

The  technology  combines  a  highly  efficient, 
gasoline-powered  engine  with  a  self-charging 
electric  motor.  These  two  powerplants  work 
side-by-side,  linked  by  a  tiny  computer  that 
continuously  monitors  road  and  driving 
conditions.  So  whether  you're  speeding  up, 
slowing  down  or  idling  at  a  stop- 
light, the  Camry  Hybrid  knows 
the  precise  mix  of  engine  and 

motor  to  generate  optimum     ®  toyota  I  moving  forward  > 


Despite  its  unique  technology, 
the  Camry  Hybrid  drives  just 
like  a  regular  car. 


THE  ALL-NEW  2007  CAMR  fp£ 


performance  and  fuel  economy.  Which  means  you'll 
use  less  gas.  And  less  gas  equals  fewer  emissions  - 
80%  fewer  to  be  exact.2  Bottom  line,  the  best-selling 
car  in  America3  is  now  the  best  car  for  America. 
Now,  doing  your  part  for  the  world  of 
tomorrow  -  and  saving  money  in  the  process  - 
should  make  you  feel  pretty  good.  But  the  new 
Camry  Hybrid's  filled  with  features  designed  to 
make  you  feel  even  better.  Like  a  Plasmacluster™4  air 
ionizer  that  helps  reduce  airborne  germs  inside  the 
cabin.  Or  an  MP3-ready  audio  system  created 
to  enhance  your  mood,  derived  from  the 
latest  in  the  field  of  psychoacoustics.  And 
to  help  keep  your  mind  at  ease,  an  array  of 
standard  safety  features  -  including  seven 
interior  airbags  (even  one  for  the  driver's 
knees).5  For  more  information  on  the  car 
that's  as  good  for  you  as  it  is  the 
environment,  visit  toyota.com. 
The  2007  Camry  Hybrid.  When 
a  car  becomes  more. 
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is>2006  Toyota  Molor  Sales,  U.S.A.,  Inc.  Vehicle  shown  with  availa 
average  new  vehicle.  'Based  on  s  L.  Polk  &  Co.  total  U.S.  new  pa 
driver,  front  passenger,  front  seat-mounted  side  airbags,  driver'; 


eqistratfons  for  CYE  2005.  'Plasmacluster'"  is 
and  side  curtain  airbags,  please  visit  toyota.cc 


jel  tank.  Actual  mileage  may  vary.  -Compared  to  the 
i  f:ec;ronics,  Inc.  !For  more  information  on  Toyota's 


Another  reason  to  consider  T.  Rowe  Price 

Five  funds  on 
MONEY®  magazines 
"65  Best"  list. 

Five  T.  Rowe  Price  mutual  funds  were  recently  included  on  MONEY  magazine's  list  of  the  "world's  best  mutual  funds."* 
MONEY  made  its  selections  based  on  consistent  investment  approach,  low  expenses,  and  a  history  of  management 
integrity.  MONEY  said  these  "low-cost,  well-managed  funds"  can  be  "the  ideal  foundation  of  a  well-diversified  portfolio." 

At  T.  Rowe  Price,  we  apply  the  same  disciplined  investment  approach  to  every  fund  we  manage.  And  we  keep  costs 

low — offering  funds  with  no  loads,  commissions,  or  sales  charges,  and  expense  ratios  below  their  Lipper  averages  so  your 

investment  in  a  T.  Rowe  Price  mutual  fund  goes  even  further. 

T.  Rowe  Price  has  more  actively  managed  equity  funds  on  the  MONEY  list  than  any  other  firm.  To  find  out  which  of  these 
funds  may  be  right  for  you,  call  our  Investment  Guidance  Specialists  or  visit  our  Web  site.  And  discover  why  more  and 
more  investors  are  choosing  low-cost  T.  Rowe  Price  funds. 


Choose  from  over  90  no-load  funds  including  five  on  the  MONEY  65® 

"Best": 

As  of  3/31/06 

1  Year 

5  Year 

10  Year 

Blue  Chip  Growth  Fund  (TRBCX) 

Invests  in  large  and  medium-sized  blue  chip  companies. 

14.97% 

3.90% 

8.63% 

Equity  Income  Fund  (PRFDX) 

Invests  mostly  in  dividend-producing  stocks. 

10.54% 

7.65% 

10.29% 

International  Discovery  Fund1  (PRIDX) 

Invests  primarily  in  small  to  mid-size,  rapidly 
growing,  non-U.S.  companies. 

42.72% 

16.53% 

15.65% 

New  Era  Fund2  (PRNEX) 

Invests  primarily  in  natural  resource  companies. 

32.39% 

17.95% 

1 3.84% 

New  Horizons  Fund3  (PRNHX) 

Invests  in  smaller,  fast-growing  companies. 

27.61% 

13.56% 

10.10% 

Current  performance  may  be  lower  or  higher  than  the  quoted  past  performance,  which  cannot  guarantee  future  results. 
Share  price,  principal  value,  and  return  will  vary,  and  you  may  have  again  or  loss  when  you  sell  your  shares.  To  obtain 
the  most  recent  month-end  performance,  please  call  us  or  visit  our  Web  site.  The  performance  information  shown  does 
not  reflect  the  deduction  of  a  2%  redemption  fee  on  shares  held  for  three  months  or  less.  If  it  did,  the 
performance  would  be  lower.  2Factors  such  as  natural  disasters,  market  illiquidity,  or  political  instability  in 
commodity-rich  nations  can  have  a  negative  impact  on  the  fund.  3Stocks  of  small  companies  are  subject  to  more 
abrupt  or  erratic  price  movements  than  larger-company  stocks.  Request  a  prospectus  or  a  briefer  profile;  each 
includes  investment  objectives,  risks,  fees,  expenses,  and  other  information  that  you  should  read  and  consider  carefully 
before  investing.  All  mutual  funds  are  subject  to  market  risk,  including  possible  loss  of  principal.  International 
investing  has  special  risks,  including  currency  fluctuations. 
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INVEST  WITH  CONFIDENCE 

Average  annual  total  return  ligures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  "Source:  MONEY"  magazine.  The  lunds  on  the  MONEY  65'  were 
carefully  selected  using  the  collective  experience  and  knowledge  of  the  stall  ol  MONEY  magazine.  Some  ol  the  criteria  included  consistent  investment  approach,  low  expenses,  and  a  history  ol 
integrity  on  the  part  ol  the  management.  The  ending  dale  for  performance  was  1 2/1 5/05.  The  publication  date  of  the  MONEY  article  was  3/06.  MONEY  and  MONEY  65  are  registered 
trademarks  of  Time  Inc.  Used  with  permission. 

T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  MPMON073660 


Vigorish  in  Vice 


chain  of  pachinko  parlors,  an  offering 
from  Tokyo's  Gaia  A- rated  by  Moody's 
and  S&P  and  sold  to  some  20  domestic 
investors.  The  $600  million  deal  adds 
legitimacy  to  an  industry  hobbled  by  a 
reputation  for  having  underworld  ties  and 
for  helping  to  keep  the  despotic  North 
Korean  regime  afloat  with  hard-currency 
remittances.  (Two-thirds  of  the  owners 
are  ethnic  Koreans.) 


of  clattering  metal  balls,  breathing 
smoke-filled  air,  so  that  the  ultimately 
lucky  can  exchange  their  trays  of  ball 
bearings  for  plush  toys  or  some  other 
trinkets.  The  reality  is  that  winners  slip 
out  to  a  little  booth,  usually  tucked 
around  the  corner,  where  they  can  swap 
prizes  for  hard  cash.  Gaia  declined  to  dis- 
cuss its  business,  which  has  not  been 
accused  of  wrongdoing. 


way  ramps  to  squalid  back-alley  inns,  they 
aren't  difficult  to  find.  And,  like  their 
pachinko  comrades  in  vice,  their  owners  op- 
erate cash-generating  businesses,  making 
them  an  attractive  target  for  both  lenders — 
and  gangsters. 

"I  do  think  securitization  will  become 
a  significant  form  of  finance  in  both  those 
particular  activities,"  says  Thierry  Porte, 
chief  executive  of  Shinsei  Bank,  which 


"Securitization  will  become  a  significant  form  of  finance" 


"The  big  risk  is  of  any  connection  to 
organized  crime,  so  we  need  to  be  very 
careful  about  which  company  we  do  busi- 
ness with,"  Deutsche's  Egawa  says.  In  the 
case  of  Gaia,  that  protection  is  a  mecha- 
nism built  into  the  securitization  agree- 
ment, which  lets  investors  wrest  control 
should  things  go  awry. 

New  rules  introduced  last  year,  aimed 
at  dissuading  gambling,  are  forcing  pachinko 
parlors  to  use  machines  that  pay  out  less 
often.  Gambling  in  Japan,  in  theory  at  least, 
is  largely  restricted  to  government-run 
horse,  boat  and  bicycle  racing  and  a  small 
number  of  state-sanctioned  betting  shops. 
Pachinko  parlors,  where  most  of  Japan's 
gambling  actually  goes  on,  are  overseen  by 
sometimes  suspect  police  and  must  engage 
in  a  charade  to  stay  in  business. 

The  make-believe  is  that  pachinko 
players  sit  for  hours  amid  the  cacophony 


What    operators  Investment  bet: 

have  in  their  favor,  and  Pachinko  plays  a 

,  game  of  charades 

the  reason  they  are  a  with  the  po|ice. 

manageable  risk  for 
investors,  is  that  there  are  just  too  many  of 
them  to  make  any  serious  clampdown  fea- 
sible. Pachinko  is  a  more  popular  pastime 
than  going  to  the  movies — more  than  20 
million  people  play  regularly— and 
although  estimates  vary,  the  industry's 
handle  is  $250  billion  a  year,  producing  a 
gross  win  of  $25  billion.  Subtract  labor 
and  various  overhead  costs  from  the  latter 
figure,  and  you  have  an  operating  profit 
(Ebitda)  of  perhaps  $15  billion. 

The  love  hotel  industry,  too,  enjoys  the 
shelter  of  the  herd.  According  to  self-styled 
love  hotel  consultant  Vitamin  Miura,  there 
are  37,000  of  the  short-stay  inns  across  Japan 
catering  to  1.4  million  couples  a  day.  Rang- 
ing from  mock  castles  clustered  around  free- 


would  explain  his  company's  approach  to 
Haniuda.  To  make  it  a  success  "you  have 
to  study  them  carefully,  you  have  to  work 
with  the  right  counterparts,  you  have  to 
structure  them  well,  and  then  you  have  to 
price  them  properly,"  he  adds. 

Each  of  the  43  rooms  in  Haniuda's 
Kabukicho  hotel  averages  three  occu- 
pants a  day,  generating  $8,600  in  revenue 
a  month.  A  touch-screen  display  in  the 
automated  lobby  means  guests  never  have 
to  meet  Haniuda  or  any  of  his  staff.  Addi- 
tional services,  including  rentals  of  school 
uniforms,  doctor  and  nurse  costumes  and 
other  fetishistic  accessories,  add  another 
10%  to  sales.  For  customers  with  a  bit 
more  money  to  burn,  VIP  rooms  on  the 
top  floor  sport  rooftop  baths  with  trans- 
parent bottoms  revealing  all  to  anyone 
who  is  in  the  bed  directly  below. 

Yet  before  hotel  owners  start  queuing 
up  to  securitize  their  businesses,  they  may 
have  to  start  a  charade  of  their  own.  Any 
attempt  to  securitize  now  would  expose 
violations  of  hotel  regulations  that  author- 
ities up  to  now  have  been  willing  to  over- 
look, says  Norifusa  Hashimoto,  head  of 
structured  finance  at  the  Tokyo  office  of 
international  law  firm  Paul,  Hastings, 
Janofsky  &  Walker.  One  of  the  laws  on  the 
books,  ostensibly  to  protect  guests,  man- 
dates that  a  hotel  have  a  restaurant. 

"There  is  the  business  moral  of 
whether  it's  right  to  securitize  something 
that  violates  regulations,"  Hashimoto  reck- 
ons. "If  they  can  clear  those  violations 
then  they  could  securitize." 

For  Haniuda,  synergy  may  be  a  solu- 
tion. Apart  from  his  love  hotels,  he  runs 
1 1  restaurants  in  Tokyo.  F 
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Corporate  Security 


Corporate  security  once  meant  a  person  wandering 
around  the  hallways  at  night  with  a  flashlight  and 
keys.  But  guards,  gates  and  guns  aren't  adequate 
anymore  as  companies  face  profound  new  risks  to 
their  businesses.  Corporate  security  continues  to 
require  physical  protection  of  people  and  assets, 
but  it  now  also  demands  protection  of  rata  and 
intellectual  property,  since  losing  even  a  portion 
to  a  competitor  means  losing  partners,  customers 
and  brand  image. 
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uch  of  the  now  focus  on  secu- 
rity came  after  the  terrorist 
attacks  of  2001,  which  gave 
urgency  to  determining  how  to  deal  with 
disaster  and  regroup  people,  data  and 
operations  effectively.  That  awareness  has 
broadened  to  include  not  just  disaster 
management,  but  also  the  threat  to  busi- 
ness from  daily  occurrences  like  software 
viruses,  identify  theft,  counterfeit  prod- 
ucts and  even  their  own  employees. 
"Security  is  on  the  front  end  of  decision 
making  now,"  says  Timothy  J.  Scott, 
chief  security  officer  of  Dow  Chemical. 
Speaking  at  the  2006  Forbes  Corporate 
Security  Forum  in  March,  Scott's  senti- 
ment echoes  that  of  other  executives, 
who  agree  that  corporate  security  must 
mitigate  risk,  ensure  compliance  and 
enable  the  business. 

Battlefront  Technology 

The  clearest  threat  to  business  today 
ironically  comes  from  an  area  that  has 
been  the  basis  for  so  much  of  its  growth: 
technology.  "If  you're  really  going  to 
worry  about  any  particular  thing,  you 
better  worry  about  all  the  broken  software 
that  you've  got  and  the  entry  points  on 


your  networks,"  says  Edward  Amoroso, 
chief  information  security  officer  for 
AT&T  Corp.  Many  are  taking  sentiments 
like  that  to  heart:  A  recent  survey  of  1 ,400 
chief  information  officers  in  30  countries 
by  research  firm  Gartner  Group  showed 
that  the  number-two  technological 
priority  —  after  business  intelligence 
applications  —  is  security  technology. 

One  of  the  most  urgent  topics  is  the  rise 
in  damage  stemming  from  the  loss  of  pro- 
prietary information.  According  to  the 
annual  Computer  Crime  Survey  conducted 
by  the  Computer  Security  Institute  and 
the  Federal  Bureau  of  Investigation,  the 
average  monetary  damage  experienced  by 
the  study's  700  respondents  more  than 
doubled  last  year  to  an  average  of 
$356,000.  Numbers  like  that  have  spurred 
a  broad  exploration  of  applications  for 
document  security,  which  allow  recipients 
to  view,  but  not  print  or  save,  digital  doc- 
uments. Already  used  in  proprietary  form 
in  the  securities  industry,  experts  are 
seeing  companies  beyond  investment  bank 
firms  exploring  such  technologies,  espe- 
cially for  dealings  with  counterparts  in 
vital  developing  markets,  such  as  the 
People's  Republic  of  China. 


ID  Theft  Threatens 
Business 

It's  not  just  loss  of  private  corporate 
information  that  threatens  business,  it's 
also  the  theft  of  private  information  about 
its  customers.  Security  experts  expect  that 
as  identity  theft  worsens,  businesses  are 
going  to  be  held  increasingly  accountable 
for  the  heartache  their  customers  suffer. 
In  particular,  companies  need  to  consider 
how  online  enrollment  options  they  offer 
may  facilitate  ID  theft.  "That's  the  biggest 
threat  to  the  industry,  because  that's  where 
the  identity  theft  happens  and  that  gets  us 
all  in  trouble,"  says  Jennifer  Bayuk,  chief 
information  security  officer  for  Bear 
Stearns  &  Co.  Inc.  The  brokerage's  solu- 
tion is  to  simply  not  allow  people  to  enroll 
in  anything  online.  Instead,  a  broker  who 
can  verify  the  identity  of  the  customer 
handles  all  transactions.  Obviously  not  all 
businesses  can  institute  such  a  precaution, 
and  how  companies  deal  with  the  growing 
problem  is  a  matter  of  fierce  debate.  Iden- 
tity theft  is  a  key  issue  in  the  debate  over 
a  national  identity  card  for  Americans. 
Proponents  claim  a  high-tech  card  will 
prevent  identity  theft  through  the; 
inclusion  of  biometric  data  and  security 
precautions,  while  others  contend  a  data- 
rich  federal  ID  will  make  identitv  theft 
even  more  catastrophic,  as  well  as  enable 
broad  civil  rights  abuses. 

The  People  Problem 

It's  not  just  in  dealing  with  identitv  theft 
that  corporations  need  to  tread  carefully.  For 
all  the  technological  safeguards  IT  depart- 
ments undertake,  it's  employees  that  often 
are  the  weakest  link.  In  2005,  one  leading; 
corporation  examined  its  corporate  security 
and  found  that  an  unnervingly  high  percent- 
age of  employees  kept  their  password  to  com- 
pany networks  within  arm's  reach  of  their 
computers,  under  photos  of  loved  ones,  on 
sheets  of  paper  in  a  drawer  and  even  scribbled 
on  Post-it  Notes  on  their  PCs.  Others  have 
(Continued  on  page  6) 
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Thomas  Noonan 
Chief  Executive  Officer 
Internet  Security  Systems 

Security  Platforms 
Evolving  to  Meet  Threats 

[  n  a  world  of  growing  online  threats,  everyone  wants  a 
high-integrity  enterprise  that  is  safe  and  secure. 
Unfortunately,  today's  security  isn't  living  up  to  the 
I  challenge:  Losses  from  security  breaches  are  over  $50 
billion  annually,  and  are  growing  three  times  as  fast  as  secu- 
rity expenditures.  "Security  requires  a  continuous  source  of 
intelligence  and  product  protection  that  cannot  be  halted 
while  vendors  work  on  patches,"  says  Internet  Security 
Systems  (ISS)  Chief  Executive  Officer  Thomas  Noonan. 

The  first  decade  of  Internet  security  was  characterized  by 
stand-alone,  best-of-breed  (BoB)  products  built  in  reaction 
to  every  new  threat.  The  second  decade  is  being  built  on  security  platforms  that  oper- 
ate as  a  unified  system  of  defense  across  a  distributed  enterprise. 

Security  platforms  represent  an  exciting  new  approach  to  the  future.  They  leverage 
BoB  innovation  while  making  sense  of  the  proprietary  security  features  that  today's 
network  infrastructure  vendors  are  offering  with  their  core  products.  It's  a  necessary 
step,  because  while  BoB  is  optimized  for  a  specific  threat,  it  doesn't  coordinate  with 
the  larger  security  blueprint.  This  forces  IT  professionals  to  spend  inordinate  amounts 
of  time  managing  disparate  BoB  applications. 

Similarly,  the  "security  suite"  approach  from  infrastructure  vendors  may  work  well 
with  their  own  applications,  but  fail  in  heterogeneous  network  systems.  More  seriously, 
both  approaches  leave  systems  vulnerable  to  Day-Zero  Attacks  —  attacks  that  occur 
the  day  a  security  weakness  is  revealed  on  the  Internet.  Studies  show  that  less  than 
6%  of  Day-Zero  Attacks  are  caught  by  traditional  anti-virus,  content  filtering  and 
Firewall  technologies. 

Security  platforms  solve  these  challenges  by  operating  systematically  across  the 
enterprise  —  coordinating  all  aspects  of  protection,  policy  enforcement,  compliance 
reporting  and  response.  Platforms  deliver  this  unifying  system  through  a  combination 
of  technology,  internal  and  external  threat  intelligence  and  live  services. 

ISS  is  already  addressing  the  future  with  its  protection  platform,  utilizing  intelli- 
gence from  the  company's  X-Force®  research  and  development  team.  The  Internet 
Security  Systems  protection  platform  incorporates  real-time  network,  vulnerability 
and  threat  intelligence  from  analysis  gathered  within  enterprises  and  from  external 
sources  fed  into  the  platform  by  the  company's  global  security  operations  centers. 
This  approach  portends  a  future  of  "on-demand"  security  services,  where  enterprises 
can  "turn  on"  VoIP  and  Supervisory  Control  and  Data  Acquisition  (SCADA)  protection 
when  and  where  they  need  it... with  the  click  of  a  button. 

'The  ultimate  goal  is  a  single  platform  operating  together  in  a  seamless  automation  sys- 
tem controlled  from  the  top  down  and  informed  from  the  bottom  up,"  says  Noonan. 

For  more  information  go  to  www.iss.net/proof. 
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With  network  security,  if  you're  not 

ahead  of  the  threat. 

you  're  only  reacting  to  it 


Let  Internet  Security 

network  threats  before  they  impact  your  business. 

How  do  you  ensure  compliance  and  manage  costs  when  your  security  is  less  than  certain? 
Even  "zero-day"  solutions  aren't  fast  enough  to  protect  against  losses  once  an  Internet  attack  hits. 
The  alternative  is  preemptive  security  from  Internet  Security  Systems.  Because  our  enterprise  solutions 
are  based  on  the  world's  most  advanced  vulnerability  research,  only  ISS  can  can  offer  preemptive  security  and 
stop  threats  beforeVney  impact  your  business.  So  why  rely  on  "reaction"  when  security  can  be  a  sure  thing 

Need  proof?  Get  a  free  whitepaper,  Preemptive  Security:  Changing  the  Rules, 
at  www.iss.net/proof  or  call  800-776-2362. 
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You've  undoubtedly 
gone  to  great  lengths 
to  secure  your 
network  and  intellec- 
tual property  as  well  as  to 
safeguard  your  client's  confi- 
dences, but  have  you  consid- 
ered your  digital  office  products 
from  the  perspective  of  your 
security  infrastructure? 

The  evolution  of  copiers  into 
true,  digital  multifunction  sys- 
tems has  been  an  asset  to 
office  productivity,  allowing 
you  to  better  manage  the  doc- 
uments that  move  your  busi- 
ness. However,  if  unprotected, 
these  devices  can  create  a 
breach  in  your  security  archi- 
tecture, posing  the  security  risk 
that  unauthorized  parties  can 
gain  access  to  your  intellectual 
property  and  confidential 
information.  That  is  why  Sharp 
has  pioneered  document  secu- 
rity software  applications  in 
office  equipment  to  proactively 
protect  against  the  mishan- 
dling of  information. 

The  Sharp  Security  Suite 
helps  address  the  needs  of 
environments  with  even  the 
most  stringent  security  needs. 
Leading  the  industry  with 
the  first  Common  Criteria 
Validated  solution,  Sharp  offers 
users  of  digital  copiers,  multi- 
functional peripherals  and  net- 
work printers  both  accessory 
hardware  and  server-based 
software  to  more  effectively 
manage  and  secure  their  net- 
worked resources.  These  solu- 
tions are  modular  and  scalable, 
addressing  a  wide  variety  of 
networks  and  user  applications. 

www.sharpusa.comlsecurity 
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found   that   in  a  rush   to  be  helpful, 

employees  too  often  breach  basic  security 
precautions,  like  holding  open  doors  to 
facilities  for  others  they  don't  know  and 
providing  passwords  over  the  phone  to 
someone  claiming  to  be  an  IT  administrator. 
Recommendations  for  countering  those 
problems  range  from  simply  eliminating  the 
number  of  passwords  required  to  maintain- 
ing an  employee  security  training  program. 

Though  infrequent,  companies  also  have 
to  grapple  with  the  reality  of  employees 
stealing  secrets  or  sabotaging  operations. 
Much  of  the  work  to  prevent  this  should 
occur  before  people  are  hired,  through 
human  resource  evaluations,  reference 
checks  and  even  background  checks.  Tech- 
nology exists  to  keep  tighter  tabs  on 
employees,  ranging  from  keystroke  track- 
ing technologies  to  e-mail  monitoring 
applications.  While  those  can  play  a  role  in 
security,  corporations  need  to  ensure  poli- 
cies are  announced  up  front,  that  data  is 
collected  and  destroyed  systematically  and 
that  rules  are  applied  equally  to  all. 
Otherwise,  companies  will  be  exposing 
themselves  to  far  more  legal  trouble  than 
they  ever  intended,  counsels  Bart  Lazar,  a 
labor  law  expert  and  partner  with  the  law- 
firm  of  Seyfarth  Shaw  LLP. 


Combine  Technology  With 
Business  Savvy 

For  all  the  apparent  bad  news,  there  ar 
bright  spots. The  CSI/FBI  study  shows  that 
the  total  dollar  amount  of  damage  from 
technology  breaches  is  falling,  to  an  average 
of  $204,000  per  company,  down  61%  from 
2004. This  shows  that  over  time  organiza 
tions  have  hope  of  seeing  measurable 
returns  on  security  investments,  says  CSI 
Director  Chris  Keating.  Still,  in  a  time  ol 
tight  budgets  and  greater  demands  foi 
returns  on  investment,  experts  argue  that 
technology  alone  isn't  a  silver  bullet.  "Wher 
we  started  with  security,  we  leaned  heavily 
on  technology,  technology,  technology,  bu 
we  learned  very  quicklv  this  is  the  wronc 
way,"  says  Andreas  Wuchner,  head  of  Globa 
IT  Security  for  Novartis  AG.  Instead,  a  seen 
rity  plan  that  will  ultimately  improve  busi 
ness  operations  will  combine  technology 
with,  training  and  awareness.  f 
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If  you  don't  take  control  of  your  data, 

someone  else  will. 


INTRODUCING  THE  SHARP  MX-SERIES.  These  color  MFPs  help  prevent  sensitive 
information  from  falling  into  the  wrong  hands  by  providing  two  layers  of  advanced  security. 
First  they  encrypt  digital  information,  then  they  overwrite  the  disk.  With  this  level  of 
protection,  it's  no  wonder  Sharp  won  BERTL's  Best  Security  Solutions  Suite  for  2005  and 
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■  T  TAKES  MOST  OF  A  DAY  TO  DRIVE 
I  from  Adelaide  to  Port  Lincoln  on  the 
I  southern  coast  of  Australia.  The  most 
I  prominent  building  in  town  is  a  wheat 
I  silo.  But  this  remote  outpost  has 
something  special:  Australia's  largest  per 
capita  concentration  of  millionaires. 

Visitors  pass  through  miles  of  wheat 
fields  before  arriving  in  town,  and  agricul- 
ture has  long  been  the  mainstay  of  the  econ- 
omy. But  today  the  most  profitable  crop  is 
southern  bluefin  tuna.  The  enterprising  fish- 
ermen working  the  chilly  waters  off  Port 
Lincoln  have  figured  out  a  way  to  rear  lots 
of  tuna  in  captivity.  While  previously  the 
southern  bluefin  were  caught  and  canned, 
now  they're  caught  and  then  fattened  on  Cal- 
ifornia pilchards  in  some  130  underwater 
cages.  "If  I  could  be  30  again,  I  reckon  I'd 
give  Bill  Gates  a  shake,"  says  Hagen  Stehr, 
the  62-year-old  chairman  of  Clean  Seas 
Tuna.  His  family  is  worth  maybe  $60  mil- 
lion, but,  he  says,  "The  future  is  not  the 
Internet,  it's  aquaculture." 

All  this  fish  needs  is  a  market.  Tiny  Port 
Lincoln  is  at  one  end  of  a  5,000-mile-long 
supply  chain  that  ends  in  the  finest  restau- 
rants in  Tokyo.  Japanese  inspectors  fly  into 
Port  Lincoln  to  examine  each  harvest  before 
it's  flown  off  to  Narita  and  trucked  to  the 
giant  predawn  Tsukiji  Fish  Market.  One  tuna 
magnate  is  putting  up  a  120-room,  seven- 
story  hotel,  partly  to  catch  demand  from  in- 
spectors who  now  stay  in  Adelaide. 

Just  13  years  ago  there  was  more  talk  of 
bankruptcy  than  building  in  Port  Lincoln. 
Overfishing  had  slashed  the  annua!  catch  in 


the  deep  seas  along  the  southern  Australian 
coast  from  25,000  tons  to  barely  5,000.  Fi- 
nally, in  1993,  Japan,  Australia  and  New 
Zealand  devised  a  quota  system  that  allows 
the  trawlers  to  catch  a  set  number  of  south- 
ern bluefin  in  the  wild  and  not  one  tuna 
more.  South  Korea  and  Taiwan  signed  on 
later.  This  year's  quota:  14,030  tons,  of  which 
Australia  is  allowed  5,265.  On  top  of  this, 
Indonesia,  the  Philippines  and  South  Africa 
abide  by  voluntary  limits.  The  system  has 
worked  well  in  reviving  the  depleted  species: 
This  year  recreational  fishermen  are  report- 
ing record  tuna  catches,  with  some  landing 
fish  close  to  shore  as  big  as  260  pounds. 

Joe  Puglisi,  who  spent  55  years  out  on 
the  seas  before  retiring  in  2001,  remembers 
the  bad  times.  "Most  of  us  went  broke  or 


Who  Owns 
The  Sea? 


Japan's  taste  for  tuna  is  creating 
millionaires  in  a  tiny  Australian  town. 

By  Tim  Treadgold 
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lmercial  Fishing  

came  close  to  it,"  says  the  68-year-old.  "We 
got  out  of  receivership  pretty  quickly,  but  it 
was  a  bad  time.  It  was  the  quota  system,  and 
farming,  which  saved  us." 

The  key  to  the  success  of  the  quota  sys- 
tem, which  is  overseen  by  the  Commission 
for  the  Conservation  of  Southern  Bluefin 
Tuna  in  Canberra,  is  that  the  permits  in  Aus- 
tralia, New  Zealand  and  elsewhere  are 
treated  as  private  property  and  can  be 
bought  and  sold  or  handed  down  to  the  next 
generation.  This  property  right  gives  fish- 
ing companies  a  powerful  incentive  to  stop 
poachers.  The  quotas  were  issued  for  free 
when  the  system  started— on  the  basis  of  a 
company's  previous  catches  and  its  time  in 
the  industry — and  now  form  the  foundation 
of  Port  Lincoln's  vast  wealth.  Today  a  per- 
mit to  catch  1  ton  of  tuna  a  year  is  worth 
about  $150,000. 

A  famous  sale  took  place  in  2003,  when 
one  of  the  tuna  men,  Tony  Santic,  sold  per- 
mits for  337  tons  for  a  reported  $72  million, 
or  $214,000  a  ton,  to  Melbourne  business- 
man Victor  Smorgon.  Santic  promptly  in- 
vested part  of  his  tuna  money  in  racehorses, 
and  one— Makybe  Diva— rewrote  the 
record  books  by  winning  the  last  three  Mel- 
bourne Cups,  Australia's  premier  horse 
race.  The  horse,  who  got  her  name  from  an 
amalgam  of  the  names  of  women  who  work 
at  Santic's  company,  Tony's  Tuna,  is  now 
retired,  after  earning  $11.2  million. 

The  value  of  a  quota  is  dictated  by  the 
price  of  tuna  in  Japan,  which  has  risen  over 
the  past  six  months  from  $27  a  pound  to 
$35,  partly  because  of  a  poor  season  in 
the  Mediterranean.  The  price  is  for  an 
ungutted  fish.  That  makes  an  average 
75-pounder  worth  $2,500.  The  high  prices 
are  attracting  poachers,  Stehr  and  other 
tuna  men  say,  but  no  one  has  hard  figures 
on  how  many  fish  are  being  caught  illegally. 

The  king  of  Port  Lincoln  fishermen  is 
Sam  Sarin,  with  an  estimated  1,400  tons  of 
quota  worth  $210  million.  But  it's  Stehr,  with 
only  400  tons,  who  is  trying  to  push  good 
fortune  a  step  further.  He  wants  to  breed 
southern  bluefin  in  captivity,  rather  than  just 
fatten  them  up  in  cages. 

The  German-bom  Stehr  has  a  penchant 
for  doing  things  differently.  Raised  in  a  strict 
Prussian  family,  he  went  to  sea  at  age  14  and 
spent  time  in  the  French  Foreign  Legion  in 
Africa  before  arriving  in  Port  Lincoln  in 


For  45  years  Hagen  Stehr  (above) 
has  been  luring  southern  bluefin 
tuna  into  his  nets.  In  recent  years 
he's  been  leading  them  into  his 
cages.  Now,  as  the  tuna  get 
fattened  up  in  captivity,  he  wants 
them  to  mate.  That's  something 
that's  never  been  done,  though  the 
Japanese  have  succeeded  with 
northern  bluefin. 

Stehr  has  invested  $22.5  million 
over  the  past  five  years  on  high- 
tech fish-breeding  projects. 
Kingfish  and  mulloway  spawn  can 
be  harvested  and  nurtured  in  tem- 
perature- and  nutrient-controlled 
tanks,  but  so  far  the  process  hasn't 
worked  with  his  tuna.  Stehr  is  confi- 
dent: "It's  only  a  matter  of  time 
before  we  close  the  life  cycle  on 
southern  bluefin." 

His  goal  is  to  expand  the  industry. 
And  he  believes  he'll  have  an 
advantage,  producing  premium 
tuna  at  low  cost  in  a  pristine 
environment.  Thus  his  firm's  name: 
Clean  Seas  Tuna.  —T.T. 


1961  aboard  a  Swedish  merchant  ship. 
After  opting  to  remain  behind,  he  won  per- 
mission to  settle  there,  with  Australian 
immigration  officials  telling  him,  as  Stehr 
remembers  it,  "You  can  stay,  but  behave — 
and  don't  get  drunk." 

Isolation  was  once  Port  Lincoln's  biggest 
disadvantage.  In  1836  residents  proposed  it 
as  South  Australia's  provincial  capital,  but  it 
lost  out  to  Adelaide.  Today  the  remoteness 
is  a  major  advantage  as  consumers  world- 
wide clamor  for  fresh  (and  clean)  seafood. 
That's  because  the  waters  to  the  south  and 
west  are  among  the  most  unpolluted  in  the 
world — ideal  for  catching  not  onlv  tuna  but 
also  oysters,  mussels  and  lobsters,  as  Port 
Lincoln's  mayor,  Peter  Davis,  will  be  happy 
to  tell  you. 

Tuna  is  at  the  top  of  the  area's  seafood 


chain.  "There's  a  huge  industry  hanging  off 
the  tuna  business,"  Davis  says.  "There's  every- 
thing from  engine-servicing  to  transport." 
He  estimates  that  2,000  of  the  town's  14,000 
people  are  directly  employed  in  tuna  fish- 
ing, or  in  servicing  the  tuna  farms,  with 
many  workers — especially  the  fishing 
crews— pulling  high  wages.  The  wealth  can 
be  seen  everywhere,  from  the  oversize 
homes  built  by  some  of  the  tuna  kings  to 
the  Hummers,  Mercedes-Benzes  and  BMWs 
coursing  the  streets. 

Port  Lincoln's  fleet  of  50  boats  puts  out 
to  sea  from  December  through  February, 
when  the  waters  of  the  rough  Great  Aus- 
tralian Bight  are  at  their  calmest.  Once  net- 
ted, the  tuna  are  towed  to  the  cages,  at  speeds 
as  slow  as  1  mile  an  hour.  The  unhurried 
trip  minimizes  injuries  to  the  fish  but 
means  that  it  can  take  up  to  two  weeks  to 
make  the  journey  home.  Meanwhile,  audi- 
tors paid  by  the  Australian  government 
monitor  the  catch.  Once  in  the  cages,  it's 
nothing  but  the  best  for  the  captive  fish  as 
they  gorge  on  the  expensive  imported  diet 
of  pilchards  chosen  to  maximize  the  tuna's 
oil  content  and  bring  out  a  pink-to-red  color. 
When  netted,  the  tuna  average  35  pounds. 
When  harvested  five  months  later,  they 
weigh  more  than  twice  as  much.  It's  a  "fat 
farm"  in  the  truest  sense— but  too  much  fat- 
tening can  hurt  the  taste. 

The  fish  cages  stir  occasional  contro- 
versy, especially  because  they  attract  sharks, 
including  feared  great  whites  up  to  16  feet 
long.  Mayor  Davis  dismisses  the  shark 
issue.  "I  free-dive  [near  where  he  lives]  and 
have  never  seen  a  shark,"  he  says.  "But  I 
reckon  if  you  want  to  get  bitten,  go  diving 
around  the  tuna  cages." 

Divers  catch  the  tuna  by  hand — no 
hooks  are  used — and  then  pass  them  care- 
fully to  the  crew  for  a  fast  death  to  avoid 
bruising.  From  the  boats,  it's  into  refriger- 
ated trucks,  and  then  off  to  Tokyo. 

It's  all  a  far  cry  from  when  Stehr  began 
working  in  the  industry  in  the  1960s.  He 
started  as  a  deckhand  on  boats  owned  by 
Puglisi  and  Sarin,  and  eventually  bought  his 
own  boats.  This  was  a  time  when  tuna  were 
plentiful.  Stehr  tells  of  one  night  when  he 
loaded  70  tons  of  tuna  onto  a  boat  licensed 
to  carry  only  40.  "We  had  tuna  in  the  gal- 
ley and  tuna  in  the  bunks,"  he  says.  But  not 
as  much  money  in  the  bank.  F 
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oily  Corp. 


Even  with  $3  gasoline,  refining  is  a  tough 
business  for  small  players  like  Holly  Corp. 

By  Christopher  Helman 


ARTESIA,  N.M.  SEEMS  AN  ODD  PLACE 
to  be  making  gasoline,  diesel  and 
jet  fuel.  But  there,  among  alfalfa 
fields  and  pecan  orchards,  sits  the  Navajo 
Refinery.  In  the  Pecos  River  Valley,  upriver 
from  Carlsbad  Caverns  in  the  empty 
southeast  corner  of  the  state,  it's  700  miles 
from  the  Gulf  Coast,  where  the  refineries 
of  oil  giants  accumulate. 

Yet  for  37  years  Navajo  has  been  the  main 
workhorse  for  Dallas  refiner  and  pipeline  op- 


erator Holly  Corp.  Crude  comes  in  from  the 
Permian  Basin  oilfields  of  West  Texas,  and 
gasoline  flows  out  over  Holly-owned  pipelines 
to  El  Paso.  There  it's  mingled  with  gasoline 
from  a  handful  of  other  refineries  and  sent 
by  common  carrier  pipeline  to  Albuquerque, 
Tucson  and  Phoenix.  Jet  fuel  is  delivered  to 
Air  Force  bases  in  Arizona  and  New  Mex- 
ico. Since  buying  the  refinery  from  Conoco 
in  1969,  Holly  has  expanded  it  from  16,000 
barrels  per  day  to  75,000.  The  rest  of  Holly 


Tightwad  spirit,  30  years  of  profitability: 
Lamar  Norsworthy  at  the  Navajo  Refinery. 

consists  of  a  26,000-barrel  refinery  in  Utah 
and  45%  of  a  partnership  spun  off  in  2004 
to  operate  1,600  miles  of  pipelines  and  ter- 
minals. As  commodity-producing  businesses 
go,  oil  refining  is  lucrative.  Last  year  Holly 
netted  $170  million  on  $3.2  billion  in  rev- 
enue, improving  its  gross  profit  on  each  bar- 
rel of  oil  cooked  to  $12.50,  from  $6  in  2002. 
Since  then  Holly's  share  price  has  risen  ten- 
fold to  $76. 

U.S.  refineries  are  running  full  tilt,  sup- 
plying 8.2  million  of  the  9  million  barrels  of 
gasoline  Americans  consume  each  day.  But 
Holly  is  an  ant  among  elephants — Valero  has 
17  plants  processing  3.2  million  daily  barrels. 
How  is  it  to  grow?  With  $200  million  in  cash 
and  a  market  cap  of  $2.2  billion,  Holly  can't 
swallow  a  big  rival.  Building  new  refineries  is 
out  of  the  question,  blocked  by  environmen- 
tal squawks  from  neighbors  and  politicians. 

Instead,  like  other  refiners,  Holly  expands 
piecemeal,  installing  new  distillation  columns 
or  bigger  boilers  to  break  down  heavier  (and 
cheaper)  crudes.  "We've  toughed  it  out 
through  hard  times,"  says  Chairman  Lamar 
Norsworthy,  59,  who  credits  Holly's  30  un- 
interrupted years  of  profitability  to  a  tight- 
wad spirit.  He  has  a  habit,  for  instance,  of  im- 
proving plants  with  used  parts  scavenged 
from  shuttered  refineries.  The  company  is 
spending  $500  million  in  upgrades  over  three 
years  to  make  clean  fuels  out  of  heavy  crude. 
In  December  Holly  installed  a  so-called  su- 
percritical extraction  unit  at  Navajo.  It  takes 
asphalt  left  over  from  the  typical  refining 
process  and  uses  intense  heat  and  pressure 
to  break  down  its  long  hydrocarbons  before 
feeding  them  back  into  the  refinery  to  make 
diesel  and  gasoline.  Holly  spent  $17  million 
to  buy  a  used  4,500-barrel-a-day  unit,  refur- 
bish it  and  fit  it  into  the  refinery.  At  current 
gasoline  (and  asphalt)  prices  the  unit  will  pay 
for  itself  in  six  months. 

When  it  took  over  Navajo  from  Conoco, 
Holly  was  a  tiny  operation  controlled  by  the 
Norsworthy  family,  with  interests  in  fuel  stor- 
age, real  estate  and  oilfields.  With  crude  at 
$2.50  a  barrel  and  gasoline  25  cents  a  gallon, 
Holly's  gross  profit  was  less  than  $  1  per  bar- 
rel of  crude  processed;  the  Navajo  debt  pay- 
ments proved  too  much  to  handle.  By  the 
time  25-year-old  Lamar  Norsworthy  was  in- 
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stalled  at  the  helm  in  1971,  it  was  in  default. 
Republic  National  Bank  of  Dallas  declined 
his  request  to  refinance  its  $6  million  tranche, 
so  he  headed  to  Conoco. 

The  big  oil  company  knew  that  if  Holly 
went  bankrupt  it  would  be  forced  to  buy  back 
and  then  resell  the  refinery.  So  it  bought  Re- 
public's note  and  cosigned  a  $  1  million  line 
of  credit  Norsworthy  says  the  Justice  Depart- 
ment launched  an  investigation  to  see  if 
Conoco's  bailout  violated  antitrust  laws.  He 
was  saved  by  the  1973  oil  embargo:  Gas  short- 
ages doubled  Navajo's  refining  margin 
overnight.  By  1979  Holly  had  paid  off  the 
mortgage  on  the  refinery  and  Norsworthy 
had  acquired  a  permanent  aversion  to  debt. 
"I  remember  what  it  was  like  to  be  in  jail," 
he  laughs.  "And  I  don't  want  to  go  back." 

Refusing  to  leverage  up  even  when 
times  were  good  helped  Holly  survive  the 
washout  among  refiners  in  the  early  1980s, 
following  the  deregulation  of  oil  prices  and 
a  deep  recession  in  gasoline  prices.  By  then 
Norsworthy  had  sold  Holly's  nascent  oil  ex- 
ploration business.  "I  haven't  been  smart,  but 
I've  been  awfully  lucky'  he  says.  In  the  mid- 
1980s  Navajo  expanded  cheaply  by  trolling 
for  parts  from  mothballed  refineries,  like  a 
catalytic  cracker  unit  acquired  for  30%  the 
cost  of  a  new  one.  By  the  end  of  the  decade 
rising  gas  prices  pushed  refinery  prices  to  a 
then  alltime  high.  Norsworthy  put  Holly  up 
for  sale,  thinking  it  could  fetch  $300  million. 
No  takers. 

The  next  decade  was  tough.  Meeting 
clean-fuel  standards  required  $250  million  in 
improvements.  Then  in  2001  the  EPA  hit 
Holly  with  an  air-pollution  fine  and  ordered 
$21  million  in  new  clean-air  hardware. 
Frustrating,  says  Norsworthy,  because  "at  the 
end  of  the  decade  we  weren't  making  any 
more  money  than  when  it  started."  Could 
have  been  worse.  To  comply  with  rules  for 
cleaner  gasoline,  Navajo  had  to  shop  for  a 
hydrotreater,  which  folds  hydrogen  gas  into 
sulfur-heavy  oil  to  produce  the  more  easily 
removed  hydrogen-sulfide  gas.  The  unit  usu- 
ally costs  $20  million,  but  Holly  found  one 
at  a  liquidation  auction.  Holly  won  with  a  bid 
of  $700,000.  But  that  wasn't  enough  for  the 
judge,  who  sent  it  up  again,  where  Holly  won 
a  second  time,  bidding  $3  million.  Still  in- 
sufficient. It  took  a  third  bid  to  win  the  unit 
for  $5.4  million. 

Again  Norsworthy  contemplated  a  sell- 


out. In  1998  he  cut  a  deal  to  merge  with  rival 
Giant  Industries  that  valued  Holly  at  $250  mil- 
lion. Legal  troubles  intervened.  Longhorn 
Pipeline  of  Dallas  hoped  to  link  Gulf  Coast 
refiners  with  western  customers  by  reversing 
the  flow  on  its  old  pipeline — running  smack 
into  Holly's  territory.  Norsworthy  didn't  ap- 
preciate the  intrusion  and  spent  $4  million 
on  lawyers  who  recruited  ranchers  over 
whose  land  the  pipeline  ran  to  sue  Longhorn. 
Longhorn  sued  Holly  for  $1  billion,  citing 
antitrust  violations.  Holly  settled,  agreeing  to 
give  Longhorn  a  total  $25  million  in  trans- 
portation fees,  provided  that  if  the  pipeline 
owner  wasn't  operational  by  July  2004,  it  could 
get  its  money  back,  plus  interest.  Longhorn 
didn't  begin  limited  service  until  late  that  year. 

A  last  marriage  proposal— a  $450  mil- 
lion deal  with  Frontier  Oil  in  2003— also 
failed  This  time  Holly  got  cold  feet  when  tort 
lawyers,  led  by  Erin  Brockovich  and  her  side- 
kick, Edward  Masry,  rounded  up  800  plain- 
tiffs in  a  class  action  against  a  Frontier  unit. 
The  allegation:  Its  oilfield  under  Beverly  Hills 
High  School  was  causing  cancer.  Another  rea- 
son to  flee  the  altar:  Lehman  Brothers 
wanted  to  unlock  more  value  by  spinning  off 
Holly's  1,600  miles  of  pipelines  and  terminals 
into  a  master  limited  partnership.  The  MLP 
market  valued  pipelines  at  some  12  times  op- 
erating income  (Ebitda,  that  is),  twice  the 
multiple  of  refineries.  The  2004  launch  of 
Holly  Energy  Partners  created  $300  million 
in  new  value. 

The  MLP  has  also  helped  pay  for  acqui- 
sitions by  unburdening  Holly's  balance  sheet. 
In  2003  Holly  spent  $25  million  to  buy  BPs 
Woods  Cross  Refinery  in  Salt  Lake  City, 
which  generated  $20  million  in  pretax  in- 
come. Holly  sold  a  handful  of  gas  stations  that 
came  with  it  for  $7  million,  then  transferred 
the  Woods  Cross  terminals  ($2  million  of  in- 
come) to  the  MLP  for  $20  million  in  cash 
and  shares.  With  those  moves  Holly  repaid 
the  original  cost  and  kept  a  refinery,  which 
generates  $17  million  in  yearly  income,  on 
the  books  at  zero  cost. 

Holly  is  budgeting  $100  million  to  "sour 
up"  Woods  Cross  to  take  heavy  Canadian 
crude.  Under  consideration:  a  400-mile 
pipeline  to  carry  gasoline  from  Salt  Lake  to 
Las  Vegas.  Sin  City  gets  gas  from  California 
and  pays  1 1  cents  more  per  gallon  than  Salt 
Lake.  Eleven  cents!  A  tightwad  refiner  could 
build  a  nice  business  on  a  spread  like  that  F 
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Looking  Forward  Virginia  Postrel 


if 


UNFAIR 
KIDNEY 
DONATIONS 


WE  DON'T  EXPECT  A  RESPECTED  HOSPITAL  TO 
refuse  a  patient  legal,  nonexperimental,  life- 
saving  surgery  for  ideological  reasons.  But 
that's  what  Beth  Israel  Deaconess  Medical 
Center,  affiliated  with  Harvard  Medical 
School,  did  to  Lisa  Cunningham.  It's  what  New  York  Univer- 
sity Hospital  did  to  Herbert  Greenfield. 

Cunningham  and  Greenfield  are  just  2  of  the  66,000  Ameri- 
cans on  the  waiting  list  for  kidney  donations.  More  than  40,000 
of  those  people  have  been  waiting  for  more  than  a  year.  Green- 
field has  been  on  the  list  four  and  a  half  years.  One  of  the  most 
common  ways  to  get  off  is  to  die. 

Maintained  by  the  United  Network  for  Organ  Sharing,  a  non- 
profit with  a  government-granted  monopoly,  the  list  rations 
cadaver  organs.  These  come  mostly  from  young,  healthy  people 
who  died  in  accidents  or  as  a  result  of  crimes. 

Nowadays,  instead  of  waiting  around  for  someone  else  to  die 
before  they  do,  people  who  need  kidneys  are  turning  to  living 
donors,  who  now  account  for  slightly  fewer  than  half  of  all  kid- 
ney transplants.  (I  donated  a  kidney  to  a  friend  in  March.) 

Finding  a  living  donor  saves  years  of  debilitating  dialysis  and  pro- 
vides a  better  prognosis  than  a  cadaver  kidney.  Thanks  to  antirejec- 
tion  drugs,  the  donor  and  recipient  simply  need  compatible  blood  types. 

For  the  donor  the  operation  isn't  especially  risky  or  difficult  to 
recover  from.  People  go  through  equally  tough  operations  for 
purely  cosmetic  reasons.  Most  living  donors  are  relatives  or  friends 
(or  participants  in  the  paired  exchanges  described  in  the  Mar.  27 
FORBES).  But  not  everyone  has  a  big  family  or  social  network.  And 
not  everyone's  friends  and  relatives  are  healthy  enough— Green- 
field's wife  was  ruled  out  because  of  hypertension, 
for  instance — or  willing  to  take  the  risks. 

For  people  without  friends  or  relatives  avail- 


able, the  only  hope  for  a  living  donor  is  a  sympathetic  stranger. 
To  find  one,  Cunningham,  40,  told  her  story  to  a  newspaper 
reporter.  Greenfield,  a  retired  public  school  administrator,  regis 
tered  with  the  nonprofit  Matchingdonors.com,  paying  a  lifetime 
fee  of  $595  (waived  for  people  who  can't  afford  it).  Other  patients 
try  Internet  forums  like  Livingdonorsonline.org  or  start  their 
own  Web  sites  (Kidneydonor4diane.com,  for  example). 

Since  these  stories  attract  new  donors  and  alleviate  the  organ 
shortage,  you  might  expect  transplant  centers  to  applaud  them. 
But  all  this  self-starting  initiative  offends  the  technocratic  egali- 
tarianism  of  the  organ-allocating  establishment.  Some  hospitals 
refuse  to  do  transplant  surgery  if  a  stranger  wants  to  designate  a 
particular  recipient.  "We  won't  do  them,"  says  Dr.  Douglas  Hanto, 
the  transplant  chief  at  Beth  Israel  Deaconess  and  former  ethics 
committee  chair  of  the  American  Society  of  Transplant  Surgeons. 
(Cunningham  has  switched  hospitals.  So  has  Greenfield.) 

To  avoid  problems,  some  posters  on  Livingdonorsonline.org 
tell  donors  and  recipients  not  to  mention  that  they've  met  online, 
or  to  lie  about  their  relationship  if  asked.  It's  the  latest  ruse  fos- 
tered by  a  system  more  inter- 
ested in  limiting  voluntary 
transactions  than  in  saving  lives. 

Financial  incentives,  from 
tax  breaks  to  cash  payments,  are 
taboo  or  illegal,  with  pre- 
dictable consequences  for  sup- 
ply. Now  some  authorities  find 
even  sympathy  suspect.  Hanto, 
among  others,  wants  UNOS  to 
regulate  live  donations  like  it 
regulates  cadaver  kidneys, 
which  would  make  "directed 
donations"  from  strangers 
impossible.  Public  appeals  are 
unfair,  he  says,  since  not  everyone's  story  is  equally  compelling. 
Someone  with  an  attractive  photo,  three  kids  and  a  productive 
job,  he  suggests,  might  get  a  donor  before  "someone  who  maybe 
isn't  quite  so  attractive  and  has  had  some  drug  problems  and  is  a 
member  of  a  motorcycle  gang."  To  Hanto  "an  emotional  relation- 
ship" justifies  directed  donation.  Empathy  at  a  distance  does  not. 
If  someone  identifies  with  the  parent  of  a  9-year-old  or,  for  that 
matter,  with  another  motorcycle  enthusiast,  that's  illegitimate.  If 
someone  identifies  with  a  cousin,  that's  okay. 

There's  nothing  philosophically  consistent  about  this  position.  It 
simply  rewards  people  for  having  close  (and  healthy)  friends  and  fam- 
ily members.  It  lets  people  who  don't  have  the  right  connections  suf- 
fer and  die.  And  it  helps  maintain  a  shortage  that  puts  Soviet  queues 
to  shame.  Hanto  says  he  doesn't  know  how  to  expand  the  supply  of 
organs.  He  seems  content  to  manage  the  ever-growing  shortfall. 
"Rationing  really  needs  to  be  done  in  a  fair  way'  he  says.  And  who 
decides  what's  fair,  whose  life  counts  most?  People  like  him.  F 


For  people 
without  friends 
or  relatives 
available,  the 
only  hope  for  a 
living  donor  is 
a  sympathetic 
stranger. 


I  Forbes 


Virginia  Postrel  is  a  contributing  editor  for  the  Atlantic  and  author  of 
The  Future  and  Its  Enemies  and  The  Substance  of  Style.  Visit  her  home  page 
at  www.dynamist.com. 
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Nobuyuki  Idei,  Chairman 
and  Group  CEO  of  Sony, 
finds  the  French  passion 
for  creativity  is  exactly 
what  he  needs. 


Sony  is  famous  for  doing  what  nobody 
has  done  before.  What  about  the  French? 

The  French  have  innovation  in  their  blood.  There  are  so 
many  examples  where  they  have  developed  products  that 
were  way  ahead  of  their  time,  think  of  the  TGV  or  bio- 
technologies. Today  there  are  strong  signs  that  France  wants 
to  be  an  early  adopter  of  High  definition  TV  in  Europe. 

R&D  is  at  the  root  of  Sony's  success. 
Is  France  a  good  place  for  R&D? 

The  French  know  how  to  incorporate  creativity,  in  the  artistic 
sense  of  the  word,  with  the  most  advanced  technologies. 
That's  what  R&D  is  all  about.  Their  higher  education 
system  has  produced  world  class  scientists  and  engineers 
and  has  given  France  a  unique  advantage  in  finding  highly 
skilled  researchers.  The  French  people  are  open  to  sharing 
the  expertise  of  public  laboratories  to  develop  joint  projects. 

Why  is  Sony's  Computer  Science  Laboratory 
in  Paris? 

Once  again,  'creativity'  is  the  key  word.  Individuality  and 
creativity  are  engrained  in  French  character,  making  France 
an  ideal  place  for  R&D.  Our  Computer  Science  Laboratory 
brings  together  scientists  from  across  the  globe  to  develop 
new  technologies.  You've  probably  noticed  that  it  is  not 
only  in  Paris,  but  it  is  in  the  center  of  the  Quartier  Latin, 
famous  for  the  Sorbonne  University,  and  also  close  to  the 
faculty  of  science  at  Jussieu.  It's  a  hot-house  environment 
unique  in  the  world. 

Sony  is  famous 
for  its  unique 
way  of  doing 
business.  How 
does  it  find 
France  as 
a  business 
environment? 

Creativity  and 
individuality  are  the 
keynotes  for  Sony 
We  always  strive  to 
create  unique  products  that  lead  in  technology,  function 
and  design  and  provide  contents  or  services  that  propose 
a  unique  lifestyle.  We  find  that  France  is  a  great  place  to  do 
business  and  that  the  French  instinctively  understand  and 
respond  to  our  business  philosophy. 

Is  there  any  resistance  in  France  to  foreign 
companies? 

In  France  as  in  other  countries,  consumers  embraced  our 
products,  and  absorbed  the  innovation  in  our  technologies 
and  the  lifestyles  we  proposed.  Of  course  the  French 
government  has  also  helped  us  to  set  up  in  France.  Today, 
the  French  authorities  at  all  levels  are  demonstrating  their 


"The  French 
how  to  incorporate 
creativity,  in  the 
artistic  sense  of  the 
word,  with  the  most 
advanced  technologies. 
That's  what  R&D 
is  all  about/7 


support  for  foreign  businesses  and  investments.  There  is 
a  genuine  willingness,  not  only  to  attract  foreign  companies, 
but  to  favor  their  development  in  France. 

On  a  personal  level,  what  do  you  think 
of  France? 

When  I  was  involved  in  establishing  Sony  France, 
I  witnessed  the  French  people's  fascination  for  extraordinary 
scientific  and  technological  challenges  first  hand.  I  believe 
the  greatest  asset  France  possesses  is  its  people.  The  French 
character  marked  by  individuality  creativity  and  unique 
sensitivity  is  always  a  source  of  inspiration  to  me.  Returning 
to  France  is  always  a  joy. 

Now  is  the  time  to  invest  in  France. 
To  find  out  how  the  Invest  in  France  Agency 
has  helped  some  of  the  world's  leading 
companies  and  what  they  can  do  for  you, 

visit  www.thenewfrance.com 


The  new  France.  Where  the  smart  money  goes. 
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He  is  a  txxM  tor  the  top  racing  teams. 

By  Jack  Gage 


PENDING  $20  MILLION 
a  year  to  slap  your  name  on  a  200-mile- 
per-hour  billboard  can  pay  off  hand- 
somely— unless  your  billboards  not  even 
in  the  race. 

That  happened  this  March  at  the  Day- 
tona  500,  when  Valvoline  Evernham  Racings 
number  10  Dodge  sputtered  to  a  halt  after 
a  gear  malfunctioned  during  the  qualifying 
run.  Then  a  pit  crew  member  botched  jack- 
ing up  the  car,  eating  up  even  more  time. 
Number  10,  sporting  big  Valvoline  and  Stan- 
ley Tools  logos,  didn't  make  the  cut,  and 
driver  Scott  Riggs  watched  the  race  from  the 
stands.  "We  had  faith  that  our  car  and  driver 
could  qualify  on  merit  alone,  but  these  things 
happen,"  says  Ray  D.  Evernham,  one  of  the 
teams  owners. 

So  37  million  NBC  viewers  missed  see- 
ing Evernhams  logos.  Nascar  has  lapped 
every  sport  for  regular  season  ratings,  except 
the  National  Football  League.  According  to 
marketing  analyst  Joyce  Julius  &  Associates, 
a  top  25  finisher  in  the  Daytona  500  got 
airtime  equivalent  to  $7  million  worth  of 
30-second  commercials  on  average,  given 


how  often  the  car's  logos  had  "in-focus 
exposure  time"  in  front  of  viewers.  Not  a  great 
time  to  have  a  breakdown. 

The  apparent  return  on  investment 
can  be  considerable  with  the  best  drivers 
and  cars.  Last  year  Dale  Earnhardt  Jr.'s 
Chevrolet  won  only  one  race  during  the 
36-race  season,  barely  missing  the  check- 
ered flag  several  times.  But  Joyce  Julius 
estimates  Earnhardt  reaped  $149  million 
in  televised  exposure  time  for  lead  spon- 
sor Budweiser.  By  that  calculation, 
Anheuser-Busch  got  a  bargain.  It  is 
believed  to  have  spent  only  $15  million  on 
the  sponsorship. 

Fast-growing  Nascar  racing  has 
already  eclipsed  pro  football  in  sponsor- 
ship dollars.  High-profile  team  owners 
include  Forbes  400  member  Roger 
Penske,  former  Dallas  Cowboys  quarter- 
backs Troy  Aikman  and  Roger  Staubach, 
and  current  Washington  Redskins  coach 
Joe  Gibbs. 

Sponsors  like  Anheuser,  Home  Depot 
and  General  Mills  have  shelled  out  a  total 
of  $650  million  this  year  to  have  their  logos 


splashed  on  Nascar's  top  35  cars  in  the  Nex- 
tel  Cup  series.  That's  up  from  $500  million 
five  years  ago  and  comfortably  exceeds  the 
$485  million  companies  spend  sponsoring 
NFL  teams.  (In  both  cases  these  numbers  in- 
clude only  sponsorship  money  going  to  in- 
dividual teams,  and  they  exclude  television 
advertising  revenue.) 

Attendance  averages  127,000  per  race, 
compared  with  1 15,000  ten  years  ago  and 
an  average  67,000  per  NFL  game  last  sea- 
son. The  average  ticket  for  a  Nascar  Nextel 
Cup  series  race  has  gone  from  $70  to  $90 
during  the  past  ten  years,  and  ticket  rev- 
enue at  Nascar's  biggest  track  owner, 
International  Speedway,  is  up  23%  over 
the  past  five  years. 

The  money's  going  to  get  even  bigger. 
New  qualifying  rules  implemented  this 
season  will  create  more  certainty  for  spon- 
sors that  their  ads  will  be  seen,  effectively 
driving  up  sponsorship  revenue  and  the 
value  of  the  top  racing  teams. 

Under  the  old  system  any  car  that 
showed  up  had  a  chance  at  qualifying  for 
one  of  the  43  positions.  Now  a  point  sys- 
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tern  that  rewards  consistent  top  perform- 
ance will  guarantee  that  each  of  the  top  35 
cars  with  the  best  cumulative  record  will 
race,  even  if  there's  a  time-consuming 
mishap  during  the  qualifying  run.  The  top 
35  still  must  do  the  qualifying  race  to 
determine  starting  position.  (The  Valvo- 
line  Evernham  team  is  a  new  one  this  year, 
so  there  was  no  cumulative  record  allow- 


ing them  an  automatic  slot.) 

That's  good  news  for  Nascar  team 
owners.  Says  Ardy  Arani,  who  heads 
Atlanta's  Championship  Group,  a  market- 
ing firm  that  brokers  deals  between  cars 
and  corporate  sponsors:  "Sponsors  can 
now  mitigate  the  risk  associated  with  not 
qualifying  for  a  particular  race." 

Thus  when  Brown-Forman  recently 


went  shopping  for  a  car  on  which  to  stick 
a  Jack  Daniels  label,  it  picked  Richard 
Childress  Racing,  which  had  3  cars  finish 
in  the  top  35  last  season.  "We  knew  the 
Jack  Daniels  car  would  start  the  season  in 
contention— no  matter  what,"  says  John 
Hayes,  brands  vice  president  at  Brown- 
Forman.  "No  question  we  were  willing  to 
pay  a  premium  for  a  Richard  Childress 


The  Chase  for  Value 


Nascar  teams  get  their  money  from  sponsors  and  track  winnings.  The  most  valuable  are  those  that  achieve 
scale  from  having  several  top-performing  cars  operating  from  the  same  garage.  Our  values  are  derived  from 
multiples  of  revenue  based  on  duration  of  sponsorships,  winnings  and  manufacturing  support. 


RANK    NASCAR  TEAM  (number  of  Nextel/Busch  cars) 


VALUE' 
(SMIL) 


REVENUE2 
(SMIL) 


TOP  DRIVER 
(BY  WINNINGS) 


CAR  NO. 


PRIMARY  SPONSOR 


1       ROUSH  RACING  (5/6) 


$218 


$108 


Matt  Kenseth 


17 


DeWalt 


HENDRICK  MOTORSPORTS  (4/2) 


146 


77 


Jimmie  Johnson 


48 


Lowe's 


JOE  GIBBS  RACING  (3/3) 


103 


57 


Tony  Stewart 


20 


The  Home  Depot 


RICHARD  CHILDRESS  RACING  (3/3) 


100 


56 


Kevin  Harvick 


29 


GM  Goodwrench 


CHIP  GANASSI  RACING  (3/2) 


79 


46 


Casey  Mears 


42 


Texaco/Havoline 


6       EVERNHAM  MOTORSPORTS  (2/1) 3 


70 


46 


Kasey  Kahne 


Dodge  Dealers/UAW 


PENSKE  RACING  SOUTH  (2/1) 


63 


39 


Ryan  Newman 


12 


Alltel  My  Circle 


8       DALE  EARNHARDT  INC.  (2/2) 


57 


35 


Dale  Earnhardt  Jr. 


Budweiser 


ROBERT  YATES  RACING  (2/1) 


54 


38 


Elliott  Sadler 


38 


M&M's 


1 0     PETTY  ENTERPRISES  (2/0) 


44 


27 


Bobby  Labonte 


43 


Cheerios/Betty  Crocker 


11      BILL  DAVIS  RACING  (1  /0)4 


37 


29 


Dave  Blaney 


22 


Caterpillar 


1 2     MB2  MOTORSPORTS  (2/0) 


35 


23 


Joe  Nemechek 


01 


U.S.  Army 


13      HAAS  CNC  RACING  (1/1) 


26 


17 


Jeff  Green 


66 


Best  Buy 


1 4     WALTRIP- JASPER  RACING  (1  /0) 


23 


16 


Michael  Waltrip 


55 


NAPA  Auto  Parts 


1 5     VALVOLINE  EVERNHAM  RACING  (1 10) 


22 


16 


Scott  Riggs 


10 


Stanley  ToolsA/alvoline 


All  data  for  2006  season  through  May  8.  'Based  on  Nextel  and  Busch  series  revenue  and  scale  of  operations, 
deals  and  race-related  income.  3Value  and  revenue  include  50%  stake  in  Valvoline  Evernham  Racing.  "Value 
Waitrip-Jasper  Racing.  Sources:  Nascar;  Forbes. 


includes  current  season  sponsorship 
and  revenue  include  ownership  of 
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PHARMACEUTIC 

iRAND  LEADERSHIP: 

mbrace  Innovation.  Demonstrate  Value.  Transform  Marketing. 

November  6-8,  2006  •  Navy  Pier  and  W  Chicago  Lakeshore  •  Chicago,  IL 


L  THE  ONLY  Pharmaceutical  Marketing  Event  to  focus  on 
r  NEXT  practices  vs.  BEST  practices  in  a  changing  industry 


HE  Part  D  Policy  Expert 
Tom  Scully 

Health  Policy  Expert  &  Administrator, 
CMS,  helps  you  plan  to  maximize  the 
results  of  the  new  MMA. 


Futurist 

Ken  Dychtwald 

Futurist,  Author  &  President,  Age 
Wave,  demystifies  the  baby-boomgt 
demographic  to  prepare  you  for,JMKe- 
driven  future. 


THE  Innovation  Authority 

Steven  Levitt 


Best-Selling  Author, 
FREAKONOMICS,  shares  his  vision  on 
the  new  marketing  economy. 


THE  Pharma  Value  Pioneer 
Glenn  Gormley 


'HE  PharmaLeadershipfeuru 
Deirdre  Connelly 

President  of  Lilly  USA,  Eli  Lilly  &  Co, 

rethinks  the  sales  force  model  utilizing 
'brains  over  brawn'. 


Supported  by: 

Forbes 

Sponsored  by: 


COV/MtfCE^ 

epocRATes 


PPD 


IIIIIHC  IOIUTII 


Chief  Medical  Officer,  AstraZeneca, 

discusses  the  value  the  industry  brings  to 
R&D  innovation  and  consumer  health. 


THE  Public  Image  Maverick 
Charlotte  Beers 

Former  Under  Secretary  of  State  for 
Public  Diplomacy  &  Public  Affairs 
(Bush  Administration),  demonstrates 
how  to  proactively  turn  around  a 
negative  public  image. 


1 

b  register...  Call:  888-670-8200  •  Fax:  941-365-2507  •  Email:  register  @iirusa.com  •  Web:  www.pharmabrandleatiers.com 
*Please  mention  Keycode  XM1898FB  to  receive  15%  off  the  standard  fee 


500 


The  rich  get  richer:  Driver  Matt  Kenseth 
(left)  won  this  year's  Auto  Club  500  for  team 
owner  Jack  Roush.  Three  other  Roush  cars 
finished  in  the  top  ten. 

team  with  those  terms."  (Hayes  won't  say 
how  much  of  a  premium  he  paid.) 

Teams  without  lop  35  status  the  previ 
ous  year  are  connecting  the  dots  lor  spon- 
soi  s.  When  racer  Michael  Waltrip  left  Dale 
Earnhardt  to  start  his  own  team  with  Bill 
Davis  Racing,  Earnhardt  wouldn't  sell  the 
car  Waltrip  had  driven  to  a  top-35  finish 
the  previous  season.  So  Waltrip  merged  (in 
Wall  Si  reel  parlance)  with  a  team  owned  by 
I  >ouglas  Bawcl  (Jasper  Racing)  that  already 
had  a  top  rated  car.  Waltrip's  sponsor,  Napa 
Auto  Parts,  followed  the  defecting  driver  to 
the  new  outfit, 

What  are  the  top  Nextel  Cup  teams 
worth?  l;ORBKS  calculates  value  by  deter- 
mining cai  h  team's  total  sponsorship  and 
race-related  income  from  all  of  its  cars. 
We  then  assigned  a  multiple  to  revenue 
based  on  the  numbei  ol  cars  (the  more 
scale,  the  higher  the  multiple),  the  record 
of  its  drivers  and  level  of  commitment 
from  its  car  manufacturers  (Ford  gives 


NEXTEL  _ 
•OTjRTTTTKi 


more  R&D  help  to  a  proven  winner  like 
the  Roush  team  than  less  prominent 
teams  get  from  their  manufacturers).  Our 
multiples  range  from  1.3  to  2. 

The  most  valuable  Nascar  team  is 
Roush  Racing,  by  our  calculations  worth  an 
estimated  $218  million.  Roush  has  an  esti- 


mated $100  million  in 
sponsorship  revenue  in  the 
bank  and  thus  far  in  2006 
has  $8  million  in  race  win- 
nings. We  afford  the  Roush 
team  a  high  multiple  of  two 
times  revenue  because  of  its 
success  on  the  track,  as 
well  as  the  research  and 
manufacturing  support 
from  Ford  that  it  leverages 
across  its  stable  of  cars. 

The    downside  to 
Nascar's  new  point  system 
is  that  it  may  make  it 
tougher  for  untested  new- 
comers to  get  sponsors. 
BM1  Motorsports  provides 
a  good  example.  The 
team's  managing  partner, 
Robert  Balachowski,  had 
been  meeting  with  private 
equity  firms  and  working  the  phones  for 
three  years  hoping  to  fund  an  entry  in 
next  year's  Nextel  Cup  Series. 

BMI  claims  to  have  a  technology  edge 
with  its  R&D  boss  (formerly  a  head  of  re- 
search at  Boeing)  that  Balachowski  says 
"makes  a  top-ten  finish  well  within  the  realm 
of  possibility.  But  I've  been  hung  up  on — 
and  laughed  at— by  potential  sponsors." 

That's  a  problem.  While  BMI  has 
scraped  together  the  money  to  go  Cup  rac- 
ing next  season,  funding  shops,  cars,  crew 
and  drivers  without  sponsorship  money 
makes  it  almost  impossible  to  compete. 

Stakes  in  teams  are  bought  and  sold 
sporadically  in  Nascar.  In  2003  Chartwell 
Investments,  a  small  private  equity  firm  in 
New  York,  purchased  a  stake  in  Richard 
Childress  Racing  that  valued  its  seven  cars 
at  $85  million,  or  roughly  two  times  rev- 
enue. With  $56  million  in  revenue  now, 
we  value  the  current  Richard  Childress 
Racing  team  at  $100  million,  fourth  high- 
est in'  Nascar.  We  calculate  that  the  aver- 
age team  value  has  increased  by  20%  over 
the  last  three  years.  F 


- 


Last  year 

 wer 


ecord  4.6  mil  Hon  fanatical  fans 

en  the  36  Nextel  Cup  series  races.  
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est  Practices  in  Managing 


OUTSOURCING 
RELATIONSHIPS 


As  a  consumer  of 
services  in  America, 
it's  hard  not  to  be 
sappointed.  In  general, 
employees  act  like  they 
re  doing  you  a  favor  by 
Ding  their  jobs.  So,  you 
take  notice  when  a 
company  not  only  does 
:s  job  well,  but  actually 
goes  the  extra  mile. 


Last  year  many  of  our  buyers  faced  Herculean  business  problems.  When  they  faced  the 
unthinkable,  their  outsourcing  suppliers  stepped  up  and  literally  saved  the  day.  The  stories  this 
year  were  almost  as  gripping  reading  as  The  Da  Vinci  Code.  For  example: 

•  A  faith-based  hospital  fell  on  financial  hard  times.  Its  IT  supplier,  realizing  IT  is  the 
lifeblood  of  care  at  any  hospital,  suspended  its  payments  until  the  hospital  regained 
its  financial  equilibrium.  In  other  words,  the  supplier  worked  for  free  to  ensure 
patient  care  wasn't  compromised. 

•  A  devastating  fire  destroyed  a  San  Francisco  company's  headquarters,  which  had  out- 
sourced its  phone  and  Internet.  The  fire  was  Friday  night.  By  Saturday  morning  the 
supplier  had  routed  everyone's  business  phones  to  their  cells.  The  buyer  had  a  new 
phone  system  24  hours  after  it  moved  to  its  new  facility.  "From  our  customers'  per- 
spective, nothing  happened,"  says  the  CEO. 

•  Hurricane  Wilma's  wrath  wiped  out  a  Fort  Lauderdale  company's  entire  operation,  shut- 
ting it  down  for  1 5  days.  It  had  outsourced  its  disaster  recovery,  which  worked  flawlessly. 
But  the  company  didn't  miss  a  beat  because  its  supplier  also  provided  a  temporary  head- 
quarters far  from  the  storm  for  its  beleaguered  buyer.  Eleven  key  employees  flew  to  the  sup- 
plier's headquarters  the  night  before  the  hurricane  leveled  their  building;  they  were  literal- 
ly at  work  during  the  hurricane. 

•  There  were  multiple  instances  where  a  buyer's  very  survival  depended  on  the  outsourcer 
meeting  impossible  deadlines.  Here  offshoring  to  Indian  application  development  suppliers 
allowed  the  joint  development  team  to  work  literally  around-the-clock  to  make  it  happen. 
In  each  case,  the  buyer  won  the  business,  which  allowed  them  to  keep  their  doors  open. 

Contrary  to  the  opinion  of  Lou  Dobbs,  we  discovered  that  saving  the  day  allowed  U.S. 
employees  to  keep  their  jobs  because  the  companies  were  able  to  continue  making  their  pay- 
rolls. In  every  case,  the  buyers  eventually  began  to  bloom,  hiring  more  U.S  employees.  Here 
are  real  stories  where  offshoring  applications  and  development  work  to  Indian  suppliers 
actually  created  new  jobs  for  Americans. 

All  in  all,  this  year's  Outsourcing  Excellence  Awards  nominees  told  us  that  their  outsourcing 
suppliers  were  there  for  them  for  better  and  for  worse.  In  each  case,  crises  brought  out  the  best 
in  everyone.  This  year's  awards  winners  are  featured  in  the  following  pages.  Read  the  winners' 
full  stories  in  the  August  issue  of  the  Outsourcing  Journal  (www.outsourcing-journal.com). 


ITRODUCTION  BY  PETER  BENDOR-SAMUEL 
TEXT  BY  JERRY  BOWLES 


Peter  Bendor-Samuel  is  chief  executive  officer  and  founder  of  Everest  Group,  a  strategic  business 
advisory  firm  and  global  leader  in  outsourcing  innovation. 
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UNISYS  HELPS  CITY 
OF  MINNEAPOLIS 
BECOME  A  WORLD-CLASS 
VIRTUAL  CITY 


OUTSOURCING 
EXCELLENCE 
AWARD  WINNERS 

BEST  PARTNERSHIP: 
BT/ACCENTURE  HR  SERVICES 
BT,  a  British  information  and 
communications  technology  company, 
outsourced  its  worldwide  HR 
administration,  covering  102,000 
employees  and  182,000  retirees. 
As  the  telecom  environment  became 
more  competitive,  BT  had  to  cut  costs 
to  reinvest  in  new  areas;  outsourcing 
freed  up  the  capital,  cutting  costs 
30%  over  the  10-year  contract. 
Accenture's  expertise  reduced  annual 
sick  absences  by  £24  million  and 
cut  absence  rates  by  27%. 

BEST  ITO:  VANGUARD  CAR 
RENTAL/PEROT  SYSTEMS 
Vanguard,  the  parent  of  National 
Car  Rental  and  Alamo  Rent  A  Car, 
had  filed  Chapter  11  bankruptcy. 
It  outsourced  every  IT  process  to 
make  an  immediate  financial  impact. 
Vanguard's  100  full-time  IT  employees 
now  number  eight  (with  the  help 
of  300  Perot  associates).  Another  chal- 
lenge: integrating  the  two  companies. 
The  IT  department  couldn't  do  it  in  five 
years;  Perot  delivered  in  nine  months. 
The  successful  U.S.  relationship, 
which  cut  IT  spending  in  half,  is  now 
expanding  to  Europe  and  Asia. 


The  City  of  Minneapolis  had  a  vision:  to  become  a  world-class  virtual  cit 
that  would  serve  its  businesses  and  400,000  citizens  and  businesses  2j 
hours  a  day,  7  days  a  week,  while  saving  millions  of  dollars.  In  2002,  th 
city  took  its  first  step  toward  achieving  that  goal  by  outsourcing  its  tech 
nology  infrastructure  to  Unisys.  Today  it  is  well  on  the  road  to  success. 
"Four  years  ago,  about  60%  of  my  budget  and  management  energy  went  into  juj 
keeping  the  infrastructure  alive,"  says  Minneapolis'  Chief  Information  Officer  Ka: 
Kaiser.  "We  needed  to  automate  processes  and  step  up  to  citizens'  expectations  by  mo\ 
ing  as  many  city  services  as  possible  to  the  Internet.  Our  support  structure  did  not  alio' 
for  that.  We  just  did  not  have  much  capability  to  ensure  uptime  on  a  24-by-7  basis." 

In  mid-2002,  Minneapolis  issued  a  request  for  proposal,  emphasizing  the  need  fc 
a  partner  with  strong  capabilities  and  experience  in  outsourcing,  as  well  as  one  wit 
public-sector  expertise.  Unisys,  which  had  already  successfully  partnered  with  the  city  t 
provide  hardware  and  software  support  for  moving  applications  to  the  Internet,  won  th 
seven-year  deal. 

Under  the  agreement,  Unisys  assumed  ownership  of  all  the  city's  technological  asset 
including  its  PCs,  laptops,  handheld  devices,  servers,  network  infrastructure  and  syster 
software,  and  it  now  handles  all  upgrading.  Unisys  also  provides  help-desk  support  fc 
the  city's  4,000  employees,  network  and  database  monitoring  and  management,  and  disa: 
ter  recovery  services,  which  the  city  was  lacking. 

The  deal  has  had  an  extremely  positive  impact  on  the  city's  IT  budget,  which  has  shrun 
from  $25  million  in  operating  expenses  and  more  than  $10  million  in  capital  costs  in  200 
to  $  1 8  million  in  operating  expenses  and  more  than  $3  million  in  capital  spending  this  yea 
according  to  Kaiser.  Four  years  ago,  technology  spending  made  up  about  2.1%  of  the  city 
total  budget;  today,  it  represents  1.8%  of  the  budget. 

"Outsourcing  our  technology  infrastructure  is  just 
one  of  many  ways  Minneapolis  is  working  to  deliver 
more  streamlined,  efficient  and  cost-effective  city 
services  to  our  citizens."— Paul  Ostrow 

Minneapolis'  IT  management  organization  is  now  free  to  concentrate  on  applicatic 
development,  strategic  technology  planning  and  business  and  application  support  to  provic 
citizens  with  innovative  new  services.  One  such  service  is  the  new  Unisys-implementt 
"One  Call"  311  system,  created  to  streamline  municipal  processes  and  provide  the  cit) 
citizens  and  visitors  with  quick  and  easy  access  to  municipal  information  and  the  cit) 
non-emergency  services. 

"Outsourcing  our  technology  infrastructure  is  just  one  of  many  ways  Minneapolis 
working  to  deliver  more  streamlined,  efficient  and  cost-effective  city  services  to  our  ci 
izens,"  says  City  Council  President  Paul  Ostrow.  "It  enables  us  to  contain  costs,  use  oi 
tax  dollars  more  efficiently,  increase  service  levels  to  city  employees  and  constituent 
leverage  economies  of  scale  and  gain  access  to  additional  skills  and  resources." 


»»HJli.u....mL.iii,ivi. 


On  Your  Organ 


One  of  the  top  10  outsourcing  service 
oviders  in  the  world  gives  you  a 


XJNIt 


Consulting      Systems  Integration      Outsourcing      Infrastructure      Server  Technology 

©2006  Unisys  Corporation.  Unisys  is  a  registered  trademark  of  Unisys  Corporation. 
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EMPLOYEASE  DRIVES 
SUCCESS  FOR  KENCO 
LOGISTIC  SERVICES 


OUTSOURCING 
EXCELLENCE 
AWARD  WINNERS 

BEST  BPO: 

HUGHES  NETWORK  SYSTEM/ACS 
Hughes  is  the  nation's  15th-largest  ISP, 
pioneering  high-speed  Internet  access  to 
remote  customers  who  can't  get  cable 
or  DSL. The  company  has  its  own  call 
centers  for  customer  troubleshooting. 
That  worked  fine,  but  not  when  Hughes 
added  selling  to  the  mix.  ACS  had  30 
days  to  get  the  operation  running. 
The  task  was  doubly  difficult  because 
Hughes  was  introducing  a  new  product 
at  the  same  time.  Outsourcing  results: 
Sales  doubled;  costs  fell  30%. 

BEST  BUSINESS  CHALLENGE: 
CITRIX  SYSTEMS  INC/HP 
SOFTWARE  PUBLISHING  SERVICES 

Citrix,  based  in  Fort  Lauderdale,  Fla., 
provides  software  and  hardware 
solutions  to  help  people  access  their 
applications  on  any  device,  anywhere, 
anytime.  It  outsourced  its  procurement 
and  disaster  recovery.  Citrix  can  redirect 
its  ordering  system  to  HP  with  a  flick 
of  a  switch.  Hurricane  Wilma  shut 
the  company  down  for  15  days. 
The  night  before  the  hurricane  the 
11-person  order  entry  team  moved  to 
HP's  New  Hampshire  site.  "We  didn't 
miss  a  heartbeat,"  says  the  SVP. 


Call  it  a  success  problem.  Kenco  Logistic  Services,  one  of  the  nation's  to 
providers  of  outsourced  public  and  contract  warehousing  services,  operate 
19.4  million  square  feet  of  warehouse  space  in  20  states  and  Canada  an 
employs  3,300  people.  The  company  has  been  in  business  for  55  years,  an 
its  growth  and  revenues  have  accelerated  dramatically  in  recent  years  —  b 
about  20%  annually.  Like  many  rapidly  expanding  companies,  Kenco  discovered  that  it  ha 
outgrown  its  existing  HR  infrastructure. 

"We  had  at  least  1 0,000  faxes  coming  into  three  different  departments  each  year  from  ot 
90  field  sites,"  says  Scott  Mayfield,  Kenco's  vice  president  of  Human  Resources  and  Payrol 
"Our  field  HR  administrators  around  the  country  and  in  Canada  had  to  fax  every  HR-relate 
change  request  to  three  places:  the  HR  department,  payroll  department  and  the  company 
third-party  administrator.  Inevitably,  documents  and  important  HR  information  got  lost." 

Kenco  considered  creating  its  own  HR  and  benefits  system,  but  decided  instead  to  focus  o 
its  core  competencies  and  leave  the  administrative  functions  of  its  HR  to  a  Web-based  HR  sofi 
ware  from  Employease,  a  leading  provider  of  on-demand  HR,  benefits  administration  and  oui 
sourcing  solutions.  Employease  would  provide  Kenco  with  a  centralized  solution  to  redefine  th 
management  and  communication  of  employee  information. 

Kenco  initially  rolled  out  the  Employease  Network  to  its  HR  staff  in  Chattanooga,  its  remol 
HR  professionals.  Users  quickly  replaced  their  manual  faxing  process  and  now  log  all  lil 
events,  work  events  and  other  benefits  changes  online.  On  the  other  end,  HR  teams 
Chattanooga  have  immediate  access  to  that  information,  and  easily  pass  it  along  to  the  compj 
ny's  various  carriers  and  third-party  vendors  through  connections  in  Employease. 

Kenco  then  extended  access  to  the  company's  managers  and  employees.  Managers  enter  an 
access  important  information  about  their  own  teams,  such  as  performance  evaluations,  promc 
tions,  compensation  changes  and  time  off  requests.  Employees  have  greater  control  with  th 

Employease  provides  Kenco  with  a  centralized 
solution  to  redefine  the  management  and 
communication  of  employee  information. 

ability  to  choose  benefits  preferences  online,  either  at  a  computer  kiosk  at  their  offices  or  ; 
home  with  their  families. 

The  company  also  maintains  details  about  each  employee's  skill  set  in  Employease.  As  oper 
ings  arise,  HR  searches  the  Employease  Network  for  the  best  match,  thus  helping  the  comp: 
ny  promote  from  within.  "We  can  now  tap  into  our  nationwide  talent  base  to  match  the  be. 
internal  candidates  with  open  positions  while  building  bench  strength,"  Mayfield  says. 

"The  efficiency  we  experienced  with  Employease  has  allowed  us  to  reallocate  some  c 
our  HR  responsibilities,"  he  adds.  "HR  now  focuses  on  finding  and  retaining  the  taler 
that  will  enable  the  company  to  achieve  its  growth  goals.  As  we  transition  away  fror 
administration,  HR  is  moving  toward  higher-level  partnering  in  the  organization  an 
has  a  higher  degree  of  credibility." 


Focus  and  achieve  your  goals. 


EMPLOYEASE 

Helping  Revolutionize  H R 


HR  Solutions  That  Help 
Our  Customers  Support 
Corporate  Strategy. 

Employease  has  proven  results  for  companies 
in  every  industry.  The  PUMA  North  America 
HR  Team  was  looking  to  reduce  costs,  improve 
employee  communications,  streamline  store 
launches  and  better  train  managers  while 
keeping  their  staff  lean.  And  staying  ahead 
of  the  HR  curve  without  dramatically  increasing 
headcount  was  imperative. 

With  Employease,  PUMA  North  America: 

•  Reduced  HR  time  for  new  store 
rollout  by  50%. 

•  Hired  additional  store  personnel 
instead  of  additional  HR  staff. 

•  Supported  rapid  growth  (from  100 
to  1200  employees  in  5  years). 

•  Streamlined  new  retail  store  launches. 

•  Improved  response  time  between 
store  managers,  operations  leaders 
and  corporate  headquarters. 


Experience  The  Revolution,  Contact  Us  For  A  Test  Drive. 

www.  em  ployease.com 


FEATURED  HRIS     •     BENEFITS  ADMINISTRATION     •     EMPLOYEE  SELF  SERVICE     •     MANAGER  SELF  SERVICE     •     PERFORMANCE  MANAGEMENT 
AVE  MANAGEMENT     •     RECRUITMENT     •     CONNECTIVITY  TO  PAYROLL     •     CONNECTIVITY  TO  INSURANCE  CARRIERS  AND  OTHER  S-YSfHMS 
EMPLOYEE  CALL  CENTER     •     E  NR  OLLM  E  NT  SE  R  VICE  S     •     CARRIER  IN  VOICING  AND  BILLI NG  F  U  LFI LLMENT     •     COBRA  ADMINISTRATION 


HIPAA  ADMINISTRATION     •     FLEXIBLE  SPENDING  ACCOUNT  ADMINISTRATION 
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OUTSOURCING 
EXCELLENCE 
AWARD  WINNERS 

BEST  OFFSHORE: 
DELTA  AIR  LIIMES/WIPRO 
Delta  sends  25%  of  its  call  volume 
to  India. The  airline  decided  to 
outsource  after  9/11  when  its  revenues 
took  a  nosedive  and  it  had  to  cut  costs. 
Its  challenge:  it  couldn't  impact  its 
customers'  satisfaction,  but  it  also 
couldn't  afford  U.S.  salaries  and 
benefits.  It  outsourced  without  cutting 
U.S.  jobs  by  not  replacing  departing 
employees.  Offshoring  actually 
preserved  U.S.  call  center  jobs 
because  the  cost  savings  allowed 
it  to  keep  its  U.S.  staff. 

BEST  RELATIONSHIP  IN  THE 
EUROPEAN  UNION 
INVISTA/FREEBORDERS 

Invista  (formerly  DuPont Textiles) 
was  in  a  bind. The  company, 
which  owns  brands  like  Lycra, 
had  promised  the  industry  an 
online  fabric  database  incorporating 
600  fabric  mills  in  40  countries 
using  eight  languages  by  a  certain 
date.  Its  first  outsourcer  failed. 
"We  were  in  a  valley  of  despair," 
says  the  CEO.  Freeborders  stepped 
in;  its  Chinese  coders  finished  the 
project  three  weeks  early.  Now 
Freeborders  is  an  ASP  and  the 
library  is  generating  income. 


BEST  IT  OUTSOURCING 
RELATIONSHIP:  VANGUARD 
CAR  RENTAL  USA  AND 

PEROT  SYSTEMS 


When  Vanguard  Car  Rental  USA  Inc.  purchased  the  National  Cai 
Rental  and  Alamo  Rent  A  Car  hrands  in  2003,  the  new  managemen 
team  inherited  more  than  the  usual  share  of  business  challenges.  Th» 
previous  parent  company's  management  had  changed  four  times  ir 
three  years  and  the  company  was  in  bankruptcy.  The  internal  U 
department  was  torn  by  internal  disputes  and  turf  wars  with  the  operating  units. 

"When  it  came  to  IT,  the  question  really  came  down  to  whether  we  should  outsource  thi 
whole  f  unction  or  keep  some  of  it  in-house,"  says  Tyler  Best,  Vanguard  senior  vice  president  anc 
chief  information  officer.  "We  decided  to  outsource  everything.  We  needed  someone  who  coulc 
make  an  immediate  financial  impact  to  help  us  come  out  of  bankruptcy  in  a  short  period  ol 
time.  Perot  Systems  had  been  in  our  industry  for  15  years  and  had  worked  with  our  origina 
company.  We  decided  to  go  with  them  because  we  knew  they  could  hit  the  ground  running.' 

When  Vanguard  took  over,  there  were  100  full-time  IT  employees.  Today,  there  are  eigh 
people  on  the  Vanguard  payroll  to  help  the  CIO  and  300  Perot  Systems  associates.  Virtual!; 
all  IT  processes,  data  centers  and  infrastructure  are  handled  at  the  Perot  Systems  technology 
center  just  outside  of  Dallas,  Tex.,  or  its  Lexington,  Ky.,  or  Herndon,  Va.,  facilities. 

One  of  the  first  problems  that  Vanguard  decided  to  tackle,  with  the  help  of  Pero 
Systems,  was  integrating  the  back  offices  and  reservation  systems  of  National  and  Alarru 
Although  the  wo  firms  had  merged  five  years  earlier,  they  had  never  been  able  to  agree  oi 
which  system  would  lead  the  worldwide  reservation  network.  It  was  a  huge  technical  chal 
lenge,  but  Best  committed  to  getting  the  job  done  in  nine  months. 

"My  job  was  to  create  one  back  office  and  one  common  reservation  system,"  Best  says 
"I  wanted  this  to  be  transparent  to  the  customer  —  to  ensure  that  there  was  always  a  ca 
waiting  for  them,  regardless  of  which  one  of  our  brands,  National  or  Alamo,  they  reserved 
I  wanted  to  capture  the  synergies  of  sharing  our  fleet." 

"With  Perot  Systems,  we  have  the  best  relationship 
on  the  planet.  We've  gone  from  five  years  of  failure . 
to  making  money  in  two  years."  —  Tyler  Best 

With  Perot  Systems'  help,  Best  kept  his  promise.  Two  years  after  the  Vanguard  takeove 
the  National  and  Alamo  operations  are  one  company  with  two  distinct  brands  operatin 
with  one  fleet  and  one  back  office.  Its  ability  to  have  vehicles  to  customers  on  time  has  rise 
to  99.6%,  thanks  to  its  ability  to  leverage  its  fleet  across  both  brands.  Perhaps,  not  coinci 
dentally,  the  company  is  now  profitable  again. 

"With  Perot  Systems,  we  have  the  best  relationship  on  the  planet,"  Best  says.  "We've  gon 
from  five  years  of  failure  to  coming  out  of  bankruptcy  and  making  money  in  two  years." 

Eugene  Pizinger,  the  Perot  Systems  client  executive  managing  the  Vanguard  accoun 
underscores  the  importance  of  the  strong  relationship  that  the  two  companies  have  forgec 
"At  the  end  of  the  day,  it's  not  about  databases  or  applications;  it's  about  maintaining 
relationship  based  on  mutual  respect,  a  deep  understanding  of  the  business  imperatives  anl 
an  absolute  commitment  to  succeed  together." 


perotsystems 


TRUST. 

At  Perot  Systems,  earning  our 
clients'  trust  is  not  just  a  goal, 
it's  a  way  of  life.  With  more  than 
18,000  associates  worldwide 
and  an  extensive  portfolio  of 
consulting,  applications,  business 
processes,  and  IT  infrastructure 
services,  we  stand  ready  to  help 
lift  your  business  to  new  heights. 

When  you  need  a  hand  to  reach 
your  goals,  we'll  be  there  to  help 
pull  you  through. 

Call  us  at  1  888  31  PEROT,  or  visit 
www.perotsystems.com 


For  tips  on  building  greater  trust, 
download  the  popular  white  paper 
"Avoiding  the  Seven  Deadly  Sins  of 
Outsourcing  Relationships"  at 
www.perotsystems.com/ 
thoughtjeadership 
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BEST  FINANCIAL 
SERVICES:  ALFINANZ 
AND  CHANNEL  LIFE 


OUTSOURCING 
EXCELLENCE 
AWARD  WINNERS 

?  BEST  FINANCIAL  SERVICES: 
CHANNEL  LIFE/ALFINANZ 
Channel  Life  is  a  South  African  life 
insurance  company.  It  had  aging  claims- 
processing  technology  and  couldn't 
put  out  new  products  quickly;  both 
hindered  growth.  Channel  Life  dedicated 
some  of  its  own  staff  to  Alfinanz  on 
a  partnership  basis  for  18  months, 
to  ensure  successful  supplier 
implementation.  Results:  new  products 
roll  out  in  15  days,  not  three  months; 
IT  costs  fell  30%,  and  clients  increased 
fourfold  (from  150,000  to  600,000). 

BEST  HEALTH  CARE:  ST  VINCENT'S 
HEALTH  SYSTEM/ECLIPSYS 
Four  hospitals  in  Little  Rock,  Ark.,  make  up 
St.  Vincent's.  Its  IT  department,  tied  to  cor- 
porate goals  like  patient  safety  and  finan- 
cial performance,  was  out  of  control.  It 
outsourced  to  control  expenses,  improve 
implementations  and  provide  structure. 
Then  St.  Vincent's  couldn't  pay  Eclipsys. 
Refusing  to  endanger  patients,  Eclipsys 
agreed  to  defer  payments.  "I  don't  know 
what  we  would  have  done,"  says  the  CIO. 
Results:  IT  is  2%  of  budget  and  customer 
satisfaction  is  at  an  all-time  high. 


WEB  DIRECTORY 

ALFINANZ 

www.alfinanz.com 

EMPLOYEASE 

www.employease.com 

EVEREST  GROUP 

www.everestgroup.com 

PEROT  SYSTEMS 

www.perotsystems.com 
www.perotsystems.com/thoughtieadership 

UNISYS 

www.unisys.com 


When  executives  at  Channel  Life,  a  top  South  African  long-term  life 
insurance  company,  took  a  hard  look  at  how  to  improve  its 
processes  six  years  ago,  they  found  that  the  company's  growth  wasi 
being  hampered  by  aging  technology  and  problems  with  new 
product  development. 
Cornie  Foord,  Channel  Life's  chief  operating  officer,  recalls:  "It  was  clear  that  we  couldl 
not  support  business  growth  with  our  legacy  systems.  We  knew  we  had  to  do  something 
different  to  grow  the  company." 

The  company  turned  to  Alfinanz,  a  leading  offshore  administration  factory  housed  ir» 
South  Africa  that  administers  assurance  financial  products  under  a  BPO  or  ASP  model 
Alfinanz  was  committed  to  building  the  first  fully  integrated  financial  services  platform 
in  South  Africa  that  administers  all  products  across  all  business  lines. 

"Our  clients  entrust  a  critical  part  of  their  business  to  us,"  Chief  Executive  Officel 
Marc  Tison  says.  "We  believe  technology  vendors  are,  and  always  will  be,  critical  to  the 
success  of  the  business.  At  Alfinanz,  we  focus  on  doing  what  they  do  not  do,  rather  thar 
being  all  things  to  everyone.  We  have  two  strategic  vendor  partnerships: 

•  "MIP1,  a  software  vendor  whose  development  efforts  are  supported  by  a  technica, 
platform  for  rapid  business  applications  development,  supplied  by  NASDAQ-listec 
Progress  Software  Corporation,  and  which  is  rated  as  one  of  Progress's  top  ten  applicatiori 
developers  in  the  world. 

•  "Dimension  Data2,  with  its  subsidiary  Internet  Solutions,  supplies  our  data  processing] 
and  storage  platforms  and  offers  satellite-,  fiber-  and  terrestrial-based  Internet  connectivity 
throughout  Africa  and  the  rest  of  the  world." 

It's  a  strategy  that  clearly  works.  Channel  Life  has  cut  the  time  it  takes  to  develop 
new  product  from  six  months  to  between  14  and  30  days,  and  development  costs  are 
fraction  of  the  previous  cost.  At  the  same  time,  customer  satisfaction  has  increased. 

"The  Alfinanz  solution  suggested  shareholder  value  from  the  onset.  When  we  startei 
with  Alfinanz,  we  were  number  42  in  the  market.  We  are  now  approaching  the  sixtl 
position  and  were  recently  acquired  by  Sanlam,"  Foord  adds. 

Aon,  another  Alfinanz  client,  was  seeking  to  turn  its  South  African  retirement-beneft 
operation  around.  "With  Alfinanz's  capability  we  can  administer  7,000  members  pe 
staff  member,  the  historic  benchmark  being  2,000,"  says  Ian  Young,  the  administratio 
executive  for  Aon. 

Today,  Alfinanz  has  secured  volume  across  life,  health  care,  retirement  benefits  an 
investments  and  has  become  a  significant  player  in  the  global  administration  factor 
race.  For  its  efforts  with  Channel  Life,  Alfinanz  was  awarded  the  2006  Outsourcin 
Excellence  Award  in  the  best  financial  services  category  by  The  Outsourcing  Center. 

!.  Since  1989,  MIP  Holdings  has  developed  software  solutions  for  the  financial  services  administration  industry.  Against  st 
international  competition  from  countries  such  as  U  S  A  ,  Canada,  Australia  and  Europe.  MIP's  technology  was  chosen  as  til 
standard  for  the  ooston-based  Progress  Corporation's  current  Internet  development. 
2.  Founded  in  1983,  LSE-listed  Dimension  Data  is  a  specialist  IT  services  and  solution  provider  with  expertise  in  networkim 
IP  convergence,  s  -  «,  operating  environments,  data  centers  and  storage,  and  contact  center  technologies  plus  unique  skii 
in  consulting,  integral  on  and  managed  services  with  which  it  creates  customized  client  solutions  Dimension  Data  (LSE  DD] 
has  offices  in  over  40  :mntries  globally  and  revenues  in  excess  of  $2.8  billion  in  2005.  www  dimensiondata.com 
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YOU  do  means: 

O  You  underwrite 

You  sell 

O  You  process 

$  You  service 

$  Your  clients 

$  Your  policies 

0  Your  assets 

0  Your  bank  accounts 

0  Your  regulatory  license(s) 


different? 


WE  do  means 


Integrated  solution  across  all  business 
lines  and  products 

Functionality  to  process  new  business, 
collections,  claims,  payments 
and  investments 

Internet  access,  anywhere,  anytime,  anybody 
Upgrades  for  free! 


Thank  you  to  our  community  of  smart  friends  who  helped  us  to 
achieve  the  Financial  Services  Category  Award  for  2006. 

This  is  yours  too! 

V  M 1 P      **^S1^  Channel 

Internet  solutions                                  1  1  '  •  ■ 

alhnanz " 

progress       A  Ana 

SOFTWARE                     A^kK*.  FM1 

DIMENSION 
 DATA 

Visit  us  at  www.alfinanz.com 
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Congratulations  to  these  dght  due  winner  of  tn , 

Outsourcing  Centers  2006  Outsourcing  Excellence  Awards,  th 
industrys  most  prestigious  recognition.  The  Outsourcing  Cente 
in  assodationwith  Everest  Group  and  Forbes  Special  Section' 
is  proud  to  honor  these  leading  organizations  that  demonstrai 
the  outstanding  value  achievable  through  strategic  outsourcin 


'urcing  relationship  recognized  as  the  best  of  the  best, 

?am  about  nominations  for  the  2007  Outsourcing  Excellence  Awards. 


The 


Investment 

Guide 


I  NVESTMENT  FADS  HAVE  A  WAY  OF  ENDING  UNEXPECT- 
I  edly,  leaving  surprised  investors  in  horrified  shock.  The 
I  end  of  the  real  estate  craze  has  been  predicted  for  some 
I  time,  but  now  it  finally  seems  real.  Stephane  Fitch  tells 
I  us  how  you  can  prosper  there,  nevertheless  (p.  142). 
Dur  tax  maven,  Janet  Novack,  warns  of  traps  involved  in  rent- 
ng  out  second  homes  (p.  150),  and  Matthew  Swibel  casts  a 
:ritical  eye  on  popular  investing  pools  for  commercial  prop- 
erty (p.  158). 

In  our  handy  pullout  2006  Retirement  Guide  (starting  after 
>age  160),  we  examine  how  to  figure  out  what  you'll  really 
pend  in  old  age— don't  always  believe  planners'  gloomy  projec- 


tions— plus  how  to  maximize  your  401  (k)  and  minimize  your 
drug  costs.  We  also  take  a  critical  look  at  another  hot  area,  "self- 
directed"  IRAs  invested  in  exotic  things  like  tax  liens  (p.  161). 

What's  good  to  buy?  Alternative  energy  stocks  (p.  166),  as  cho- 
sen by  champ  earnings  predictor  Sanjay  Shrestha,  a  First  Albany 
Capital  analyst.  Lower  Pentagon  budgets  could  mean  rougher 
times  for  defense  stocks,  but  some  military  contractors  still  will 
thrive  (p.  170).  We  unearth  the  most  promising  Japanese  stocks 
now  that  Japan  at  long  last  is  recovering  (p.  182).  And  check  out 
the  best  sector-neutral  mutual  funds,  which  are  index-like  port- 
folios that  aim  to  beat  the  index  (p.  190).  Further,  we  explore  the 
wonderful  and  savage  world  of  initial  offerings  (p.  175). 
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Forbes  Investment  Guide  I  Real  Estate 


GILLETTE  EDMUNDS  HAS  MADE  GOOD  MONEY 
in  real  estate— by  knowing  when  to  sell. 
Edmunds  owned  six  investment  properties: 
single-family  homes  in  southeast  Denver 
hed  purchased  for  around  $70,000  apiece. 
He  was  leasing  out  the  houses  for  an  average 
of  $700  a  month,  amply  covering  mortgage 
payments,  property  taxes  and  maintenance  costs.  Then  the 
Denver  residential  market  seemed  to  get  too  frothy,  and  before 
something  bad  happened,  he  dumped  the  homes  for  two  or 
three  times  what  hed  paid  eight  years  before.  Edmunds,  who 
has  retained  his  personal  residence,  reinvested  the  profits  in 
real  estate  investment  trusts.  And  indeed,  the  Denver  market 
began  to  slide. 

Brilliant  timing  now  that  everyone  is  talking  about  a  hous- 
ing bust,  right?  Well,  he  bailed  out  of  housing  in  2001  and  2002, 
when  it  was  roaring  elsewhere,  particularly  on  the  coasts.  Look 
at  Denver's  early  dip  as  a  precursor  of  what  seems  finally  to  be 
occurring  in  those  other  markets.  Denver's  housing  sector 
dropped  early  because  the  telecom  industry  fell  apart. 

Sure,  sure,  all  real  estate  is  local,  and  not  every  place  goes 
down  at  once.  Timing  in  markets  is  more  art  than  science  and 
can  fool  even  the  pros.  Diane  Saatchi,  a  leading  real  estate 
broker  in  New  York's  high-tone  Hamptons,  figured  the  market 
there  was  near  peaking— two  years  ago.  She  sold  three  modest 
rental  properties  for  a  combined  $2  million,  nearly  three  times 
what  she'd  paid  ten  years  before.  Alas,  the  Hamptons  market 
then  rose  another  20%  in  value,  though  now  it  finally  is 
weakening.  Quoting  1920s  tycoon  Bernard  Baruch,  Saatchi 
says:  "I  made  my  money  by  selling  too  early." 


Prospering  ir 


The  boom  is  probably  dead.  But  you  < 
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tie  Housing  Bust 

make  good  money  during  a  downdraft.  Here's  how  |  By  Stephane  Fitch 
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So  this  time  it  seems  real.  Evidence  abounds  that  the  national 
housing  craze  is  nearly  over:  higher  mortgage  rates  (6.2%  on  a 
30-year  fixed  loan,  up  a  percentage  point  from  a  year  earlier), 
slumping  orders  for  homebuilders,  rising  inventories  of  unsold 
units,  like  Miami's  glut  of  empty  condo  projects.  The  National 
Association  of  Realtors  is  projecting  that  prices  around  the  coun- 
try will  rise  only  5.7%  this  year,  far  down  from  the  12.5%  gained 
in  2005— and  the  Realtors  are  just  about  the  only  commentators 
putting  out  bullish  forecasts.  This  may  portend  a  market  where 
prices  collapse,  plateau  or  merely  descend  a  few  notches.  What's 
clear  is  values  won't  advance  at  a  double-digit  clip  anymore. 

Regardless,  like  Edmunds,  you  can  prosper  in  such  a  world. 
But  it  will  take  some  work  and  some  know-how. 

As  a  first  step,  figure  out  how  much  investment  reward  a  prop- 
erty is  generating  compared  to  other  properties,  and  also  versus 
other  types  of  investments.  That  involves  calculating  what's  called 
a  "capitalization  rate." 

To  get  a  houses  cap  rate,  compute  the  net  rental  income.  This 
is  what's  left  of  the  rent  after 
operating  expenses  like 
property  taxes,  insurance, 
utilities,  maintenance  and 
rental  agents  fee.  Divide 
this  sum  by  the  property's 
market  value.  This  per- 
centage return  corresponds 
to  the  coupon  on  a  bond 
or  the  earnings  yield  on  a 
stock  (a  stock  trading  at  20 
times  earnings  has  an  earn- 
ings yield  of  5%).  To  sim- 
plify: You  should  sell  when 
the  cap  rate  is  low. 


Predators'  Deliaht 

Metro  areas  with  high  foreclosure 
rates  and  change  from  a  year  ago. 


City 

Foreclosures  Change 

Atlanta 

1,066 

165% 

Dallas-Ft.  Worth 

2,665 

181 

Detroit 

2,553 

108 

Greensboro,  N.C. 

303 

315  \ 

Kansas  City 

770 

253  ^ 

Memphis 

1,012 

147 

New  foreclosures  filed  January  to  March 
2006.  Source:  Foreclosure.com. 


Compare,  Then  Act 

The  right  time  to  take  profits  may  be  never,  if  it's  a  beloved  pri- 
mary residence.  But  if  you're  into  the  real  estate  solely  for  the 
money,  bail  out  when  the  cap  rate  dips  below  the  rate  of  return 
offered  by  competing  investments. 

No  competing  investment  is  entirely  comparable— any  invest- 
ment has  advantages  and  disadvantages  peculiar  to  it.  But  it's  worth 
starting  with  a  comparison  to  the  yield  to  maturity  available  on 
Treasury  notes.  The  ten-year  Treasury  yields  5.2%.  Disadvantages 
of  Treasury:  no  inflation  protection,  high  taxes.  Advantage: 
extremely  high  liquidity. 

The  stock  market  these  days  has  an  earnings  yield  of  5.6% 
(S&P  500  earnings  divided  by  index  value).  Stock  liquidity  is  high. 
Tax  treatment  is  roughly  as  good  as  that  on  rental  real  estate.  Stock 
dividends  and  long-term  capital  gains  are  taxed  (for  the  moment) 
at  15%.  Net  rental  income  is  ordinary  income  taxed  at  up  to  35%, 
but  in  computing  the  net  you  can  write  off  depreciation.  The 
effect  is  something  like  the  break  on  dividends. 

Now  here's  the  unavoidable  fact  about  real  estate,  especially 
residential:  In  almost  any  hot  market,  its  cap  rate  is  low.  Suppose 
you  wanted  to  rent  the  940-square-foot  bungalow  at  1 149  Grant 


Avenue  in  Venice,  Calif.  Since  L.A.  rentals  are  plentiful,  this  tiny 
house  will  gross  only  $2,200  a  month,  or  perhaps  $  1 ,450  after  op- 
erating expenses.  Built  in  1940,  the  house  has  two  bedrooms,  one 
full  bathroom  and  a  narrow  kitchen.  Elsewhere  this  would  be  a 
slighdy  shabby  starter  home. 

But  the  famous  surfing  scene  at  Venice  Beach  is  a  mile  away, 
so  the  market  value  of  this  house  is  $730,000.  This  makes  for  a 
slim  cap  rate  of  2.4% — measly,  but  about  par  for  Los  Angeles. 
"Rents  are  nowhere  near  where  they'd  have  to  be  to  provide 
adequate  income  for  a  new  buyer,"  says  Bruce  Huntley,  who 
manages  1,500  apartments  in  the  area.  Prices  in  Venice  are  up 
threefold  since  2001,  while  rents  have  only  edged  up  with  in- 
flation. Sell  and  put  the  money  into  stocks  and  bonds. 

Buy  in  Depressed  Markets 

If  you're  a  committed  property  investor,  consider  exchanging  a 
pumped-up  property  in  a  hot  coastal  market  for  a  comparable 
place  in  markets  that  are  already  deflating.  Such  a  transaction, 

called  a  1031  exchange,  is  tax-free. 
And  while  these  inland  markets 
don't  have  the  appreciation  poten- 
tial of  the  coasts,  they  also  tend  not 
to  slide  in  harsh  times.  Case  in 
point:  Chicago's  housing  market 
didn't  go  bust  in  the  early  1990s  as 
New  York's  and  Los  Angeles'  did. 

Today  Chicago  cap  rates  are 
nearly  twice  those  of  L.A.  Take 
the  fifth -floor,  1,600-square-foot 
condominium  at  545  West  Aldine 
Avenue,  a  few  blocks  from  base- 
ball's storied  Wrigley  Field.  The 
condo  rents  for  $2,900  a  month, 
and  its  fair  market  value  is  $540,000.  Under  the  same  assump- 
tions for  overhead,  the  cap  rate  comes  out  as  4.5%.  With  two 
bathrooms  and  two  bedrooms,  the  unit  is  roomy  enough  for  a 
small  family. 

New  York  is  another  hot  market.  Housing  cap  rates  were  near 
7%  in  1999 — and  are  near  3%  now.  For  a  sampler  of  today's  cap 
rates  in  various  metro  areas,  see  the  table  on  page  148. 

Play  the  Vulture 

Sometimes  in  an  overpriced  and  illiquid  market,  you  can  snatch 
up  a  good  deal  well  in  advance  of  the  fall. 

Maybe  that's  why  Michael  Pearl,  of  West  Palm  Beach,  Fla.,  is 
so  giddy.  The  former  telecom  sales  manager  left  WorldCom  in 
February  2002,  two  months  before  the  company  began  its  calami- 
tous meltdown,  to  get  a  start  buying  houses  from  people  on  the 
verge  of  going  broke. 

Buying  distressed  real  estate  is  complicated.  Pearl  and  a  part- 
ner spent  $40,000  on  "useless"  (he  says)  real  estate  lessons  from 
various  financial  advisers,  then  started  buying  distressed  homes. 
They  were  hard  to  find  back  then  in  Florida.  Pearl  bought  only 
two  homes  in  the  first  year.  "I  wanted  to  start  with  pretty  houses 
and  pretty  people,  but  I  wasn't  getting  any  deals  with  that,"  he  says.  I 
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Now  would  be  a  good  time  to  introduce  ourselves. 


You  might  not  know  us  yet,  but  you  soon  will. 

We're  TD  Bank  Financial  Group  -  one  of  North 
America's  ten  largest  banks.  And  for  the  past  150  years, 
we've  prided  ourselves  on  our  commitment  to  the  highest 
level  of  customer  service. 

Now  with  our  investment  in  TD  AMERITRADE, 

a  leading  financial  firm 
dedicated  to  helping 
independent  minded  investors,  investors  can  find  guidance, 
tools  and  straightforward  pricing  to  help  them  thrive 
with  confidence. 


AMERITRADE 


Banknorth 


We  also  offer  TD  Banknorth's  straight  talking 
and  truly  hassle  free  approach  to  banking.  And  with 
over  600  branches  and  p 
growing,  TD  Banknorth 
gives  you  easy  access  to  better  serve  your  needs. 

Add  all  this  up  and  TD  Bank  Financial  Group  is 
even  better  positioned  to  pay  serious  attention  to  what 
counts  -  you. 

If  you'd  like  to  find  out  more,  ask  one  of  our 
14  million  customers.  Better  yet,  visit  us  online  at 
www.td.com  to  learn  more. 


www.tdameritrade.com 


www.tdbanknorth.com 


Bank  Financial  Group 


MERITRADE,  Inc.,  member  SIPC,  is  o  wholly  owned  subsidiary  of  TD  AMERITRADE  Holding  Corporation.  TD  Bank  Financial  Group  investment  is  in  TD  AMERITRADE  Holding  Corporation.  Investment  products  held  in 
MERITRADE  brokerage  accounts  are  NOT  FDIC  INSURED/NOT  BANK  GUARANTEED/MAY  LOSE  VALUE.  TD  AMERITRADE  is  a  trademark  owned  jointly  by  The  Toronto-Dominion  Bank  and  Amentrade  IP  Company,  Inc. 
onknorth,  N.A.  -  Member  FDIC.  TD  and  the  TD  Logo  are  registered  trade-marks  of  The  Toronto-Dominion  Bonk. 
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"When  I  first  started,  it  was  on  the  junkers." 

No  longer.  Expect  a  plethora  of  delinquencies,  partly  thanks 
to  downtown  Miami's  ill-advised  condomania.  Empty  condo  tow- 
ers are  almost  as  common  as  palm  trees.  Speculators  had  assumed 
they  could  flip  the  properties  before  closing  (FORBES,  Mar.  27, 
2006).  They  were  wrong. 

In  downtown  Miami  a  spanking-new  860-square-foot  one- 
bedroom  condo  at  335  South  Biscayne  Boulevard  has  a  skimpy 
cap  rate  of  3.5%.  You  can  rent  it  from  Realtor  Jorge  Rico  for  $1,700 
a  month  or  buy  it  for  $385,000.  Rental  income  is  likely  to  head 
downward  as  still  more  condos  are  tossed  into  a  renters  market. 
As  speculative  owners  struggle  to  pay  mortgages  out  of  meager 
rental  income,  for-sale  signs  will  go  up.  Single-family  homes  have 
also  been  overbuilt  in  Miami. 

Outcome:  Pearl  has  graduated  to  buying  homes  for  75  cents 
on  the  dollar  from  the  pretty  people.  Last  year  he  bagged  a  2,600- 
square-foot  four-bedroom,  four-bath  home  at  1405  Corona  Lane 
for  $550,000.  The  owner,  struggling  from  a  failed  business, 
hadn't  been  able  to  repair  hurricane  damage.  Pearl  spent  $150,000 
for  repairs  and  is  listing  the  property  for  $  1 . 1  million.  He's  bought 
25  homes  from  owners  in  delinquency  this  year,  1 1  of  them  at 
prices  greater  than  $500,000.  Two  years  ago  only  one  in  ten  of 
his  purchases  was  above  that  price. 

To  get  the  best  deals,  call  the  distressed  homeowner  before 
the  bank  moves  in  to  foreclose,  says  Pearl.  One  way  to  get  there 
first:  Subscribe  to  a  data  service  that  tracks  public  notices  of  delin- 
quency (mortgage  payments  unpaid  90  days),  which  signal  pos- 
sible foreclosure.  Two  Web  sites,  Foreclosure.com  and 
RealtyTrac.com,  list  delinquencies  from  cities  all  over  the  U.S.  But 
the  best  information  will  probably  come  from  an  outfit  that  tracks 
notices  from  counties  near  you.  The  rest  is  cold-calling,  wheedling 


distressed  owners  and 
preparing  for  an  all-cash 
buyout.  We've  compiled  a 
list  of  metro  regions  with 
the  largest  surge  in  foreclo- 
sures in  2006's  first  quarter 
(see  table,  p.  144). 

Too  labor  intensive? 
Pearl  has  a  humble  sugges- 
tion for  amateur  real  estate 
investors.  Try  buying  from 
foreclosure  sharks  like  him. 
They  often  work  without 
brokers  and  sell  for  below  - 
market  prices.  Typically, 
he'll  pick  up  a  distressed 
property  for  a  40%  discount 
to  what  a  comparable  home 
will  sell  for,  and  you  can  get 
it  for  25%  off. 

Aside  from  dealing 
with  the  trauma  of  dis- 
tressed real  estate,  you  can 
fmd  bargains  among  "mo- 
tivated" sellers  who  aren't  on  the  brink  of  default  but  are  grow- 
ing impatient.  Whether  the  house  is  to  blame  or  the  agent,  the 
sellers  haven't  been  able  to  unload  their  domiciles.  Sift  through 
real  estate  listings  for  properties  that  have  been  on  the  market  for 
at  least  six  months.  One  or  two  of  every  ten  sellers  with  houses 
on  the  market  that  long  become  desperate,  says  Pearl. 

Fix  Up  Your  Mortgage 

Make  sure  you  don't  get  into  a  position  where  Mike  Pearl  calls 
you.  Even  with  the  low  mortgage  rates  of  recent  years,  a  lot  of 
people  bought  by  using  by  high-test  "negative  amortization" 
financing  or  its  evil  twin,  the  "interest-only"  loan.  And  not  all  of 
these  folks  had  low  incomes.  Some  were  well-off  types  who 
figured  these  loans'  teaser  rates  were  an  enticing  way  to  pick  up 
vacation  homes  or  investment  properties. 

In  the  early  years  of  such  loans  monthly  payments  are  super- 
low  because,  with  the  first  kind,  the  difference  is  added  to  your 
principal;  with  the  second,  you  put  off  paying  down  the  princi- 
pal until  later.  Well,  the  day  of  reckoning  soon  arrives,  often  five 
years  into  the  mortgage.  Then  your  payments  zoom. 

Wake-up  time.  Refinance  these  now  and  shift  to  a  standard 
mortgage  before  it  is  too  late.  Or  seriously  consider  selling  while 
you  can  still  clear  a  decent  dollar. 

Admittedly  that's  a  tougher  proposition  in  the  weaker  mar- 
kets, where  not  much  appreciation  has  occurred,  meaning  you 
could  be  cutting  it  close  selling  the  house  to  retire  the  loan.  Rust 
Belt  states  like  Michigan,  Indiana,  Illinois  and  Ohio,  where  em- 
ployment growth  is  weak,  also  have  seen  little  growth  in  hous- 
ing values.  The  odds  are  better,  says  Suzanne  Mistretta,  a  mort- 
gage securities  analyst  at  Fitch  Ratings,  on  the  coasts.  In  markets 
there,  she  says,  average  appreciation  over  ten-year  periods  has 
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Industry  Expertise 

Aerospace 

ommunications.  Media 
and  Entertainment 

Power  and  Energy 

Healthcare 

Hospitality 
Manufacturing 

Real  Estate 
Retail  and  Apparel 

Technology 


Because  your  growth  plans  know  no  bounds,  neither 
should  your  financing  solutions  partner.  Fortunately,  CIT  has 
a  presence  throughout  the  Americas,  Europe  and  Asia 
Pacific,  with  deep,  hands-on  experience  in  your  industry. 

We  have  the  skills  and  the  solutions  to  serve  today's 
most  sophisticated  global  clients  -  and  tomorrow's.  From 
letters  of  credit  to  vendor  finance,  we  cat 
help  you  reach  your  goals,  even  if  they're 
12,000  miles  away.  Visit  us  at  cit.com. 

We  see  what  you  see? 
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X  X  /: 

Overvalued? 

The  higher  the  price/earnings  ratio, 
the  more  overpriced  the  market. 
Compare:  The  S&P  500's  P/E  is  just  18. 

City 

Cap  Rate  P/E 

Atlanta 

6%  17 

Chicago 

5  20 

Dallas 

6  17 

Los  Angeles 

3  33 

Miami 

3  33 

New  York 

3  33 

San  Francisco 

3  33 

Your  Castle's 
P/E  Ratio 

You  buy  stocks  based  on  their 
price/earnings  ratio  and  dividend 
yield.  You  buy  bonds  based  on  their 
yield  to  maturity.  But  you  buy  real 
estate  based  on  ...  curb  appeal? 
God  help  you. 

Before  you  consider  how  a  house 
looks  from  the  street,  the  prestige 
of  the  address  or  the  Batchelder 
fireplace  inside,  follow  the  money. 
Figure  out  the  capitalization  rate, 
namely,  the  investment  return  that 
your  property  generates  versus  its 
fair  market  value  today. 

You  need  two  things  to  compute  a 
cap  rate.  An  accurate  estimate  of 
the  property's  current  market  value 
and  an  accurate  estimate  of  its 
net  rent. 

Fair  market  values  aren't  as  hard 
to  get  as  they  used  to  be.  Two  free 
Web  sites,  Zillow.com  and 
RealEstateABC.com,  offer  free  valua- 
tions based  on  data  they  get  from 
county  assessors  offices  around  the 
country.  The  sites  work  well  for  condominiums,  too.  True,  some  of  this  data  may  be 
out  of  date.  But  you  can  fine-tune  the  information,  updating  the  number  of  bed- 
rooms and  bathrooms  or  adding  square  feet  to  account  for  an  addition.  You  can 
even  tinker  with  the  comps  the  sites  measure  your  home  against. 

"There  isn't  a  bank  in  the  world  that  would  make  a  loan  from  a  Zillow  valuation, 
but  I  love  it,"  says  Donald  Kelly,  spokesman  for  the  Appraisal  Institute  in  Chicago. 
While  Zillow's  data  may  not  be  100%  correct,  the  value  it  assigns  to  Kelly's  own 
home  is  pretty  close. 

Next  you  need  to  know  what  your  property  would  rent  for  annually.  Obviously, 
if  the  house  or  condo  is  already  rented  out,  you've  got  a  number.  If  not,  scan  the 
newspaper  for  comparable  rental  properties. 

From  this  gross  annual  rent  you  can  compute  net  rental  income.  Subtract  property 
taxes,  any  condo  fees,  insurance  and  a  reasonable  budget  for  annual  upkeep.  (And 
don't  kid  yourself  that  skimping  on  upkeep  will  benefit  you,  as  a  landlord,  long- 
term.  What  you  save  here  will  hurt  you  when  you  sell  your  shabby  dump.)  Divide 

the  net  rent  by  the  market  value. 

The  $2,000-a-month  apartment  in,  say,  Cleveland,  with  expenses  absorbing  a  third 
of  the  rent  and  a  fair  market  value  of  $250,000,  has  a  cap  rate  of  6.4%.  That's  com- 
petitive with  the  stock  market— the  Cleveland  real  estate  has  a  price/earnings  ratio, 
so  to  speak,  of  just  under  16.  But  an  apartment  in  Los  Angeles  carrying  that  rent 
could  probably  fetch  $550,000,  so  its  cap  rate  is  only  2.9%.  The  only  thing  that 
might  redeem  L.A.  as  a  place  for  residential  real  estate  speculation  is  a  presumption 
that  rents  there  will  climb  much  faster  than  rents  in  Cleveland.  This  may  be  a  heroic 
presumption.  — s.F. 


Sources:  Professors  Margaret  Hwang  Smith 
and  Gary  Smith,  Pomona  College; 
Zillow.com;  Corcoran  Group;  Rental  Radar; 
Rubloff  Residential  Properties. 


consistently  outpaced  inflation  by  3% 
and  higher. 

Another  group  of  homeowners 
who  should  revamp  their  mortgages 
are  those  who  took  on  too  much  debt 
via  a  standard  loan.  Your  home  is 
probably  overleveraged  if  the  net 
rental  value  is  less  than  the  mortgage 
payment. 

Unless  you  expect  a  big  raise  soon, 
don't  let  loan  payments  bleed  you  to 
death.  Maybe  you  have  too  much 
house.  The  answer:  Sell  while  you  still 
can  get  a  respectable  return  and  move 
to  a  smaller  residence. 

Turn  to  Wall  Street 

When  real  estate  heads  down,  the  big 
money  flows  into  big  apartment 
buildings.  They're  too  huge  to  get  bid 
up  by  individual  homebuyers.  Corpo- 
rate balance  sheets  are  needed  to  carry 
them.  Fortunately,  the  biggest  and  best 
apartment  corporations  in  the  coun- 
try also  happen  to  be  publicly  traded 
REITs.  To  be  sure,  selling  off  your  low 
cap-rate  investment  homes  and  pour- 
ing the  profit  into  REIT  stocks  isn't  a 
tax-free  exchange.  But  the  trusts'  high 
liquidity  and  lower  risk  through  diver- 
sity ease  the  tax  pain. 

Apartment  REITs,  dogs  in  the  real 
estate  boom,  are  coming  into  their  own 
nowadays:  When  mortgage  rates  go 
up,  rental  units  look  better  to  folks 
looking  for  living  space.  So  far  this  year, 
says  SNL  Financial,  apartment  REITs 
have  delivered  a  total  return  of  16% 

The  share  price  run-up  has 
pulled  down  REITs'  dividend  yield. 
At  well-run  Archstone  Smith  the 
yield  is  only  3.6%.  Still,  its  share  is 
hardly  overpriced. 

The  company's  $48  stock  is  priced 
at  a  $4  discount  to  its  probable  liqui- 
dating value.  Archstone  owns  87,000 
apartments  around  the  country, 
mostly  in  plum  markets  like  San 
Francisco,  Boston  and  Seattle.  Accord- 
ing to  REIT  researchers  Green  Street 
Advisors,  the  cap  rate  of  Archstones 
vast  portfolio  is  4.9%.  That's  not  as 
high  as  it  used  to  be,  but  it's  probably 
higher  than  any  investment  home  you 
hold  in  a  hot  market.  F 
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"lexibility 


Fueled  and  Waiting 


factional  Jet  Ownership  Designed  Around  You 


Jombardier  Flexjet*  gives  you  more  flexibility  than  any  other  fractional  jet  ownership  program.  Forget  having  to  select  from 
imited  program  options.  Only  Flexjet  lets  you  fly  the  exact  hours  you  need,  with  the  benefits  you  desire  -all  provided  by  the 
ndustry's  best  people  delivering  the  highest  standards  of  service.  The  Flexjet  experience  can  also  be  enjoyed  25  hours  at  a  time 
vith  the  Flexjet  Card?  If  you  want  the  ultimate  level  of  flexibility  in  fractional  ownership,  you  can  have  it.  Fueled  and  waiting. 


Call  1  -SOO^LEXJET  or  visit  flexjet.com. 

BOMBARDIER 

FLEXJET 


©  2006  Bombardier  Inc.  'Trademarks)  of  Bombardier  Inc.  or  its  subsidiaries.  Call  Flexjet  for  terms  and  Conditions. 1  Flights  operated  by  Jet  Solutions  LLC. 
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Beach  House  Bummer 

You  can  make  a  tidy  income  owning  second  homes  and  renting 
them  out.  But  watch  out  for  the  tax  traps  |  By  Janet  Novack 


o 

•;v-' 


The  Hannas: 
seven  houses, 
"  five  audits. 


DWARD  AND  SUSAN  HANNA  ARE  50-SOMETHING  M.B.A.S 
living  a  baby  boomers  fantasy — and  a  taxpayer's  nightmare.  In 
2002  they  sold  their  Weston,  Mass.  home,  completing  their  move 
to  Florida's  Sanibel  Island,  where  they  own  and  manage  seven 
vacation  rental  houses,  gather  shells  on  the  beach  and  watch  their 
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The  simplest  way  to  own  a  second  home  is  for 
personal  use.  You  can  deduct  the  mortgage  interest 
and  taxes  and  even  rent  it  out  for  14  days  a  year. 


properties  appreciate.  They've  plowed  $3.6  million  into  buy- 
ing and  fixing  up  the  homes,  which  they  figure  are  worth 
$5.3  million. 

But  the  Hannas  have  also  spent  the  last  four  years  under- 
going excruciating  audits  by  the  Internal  Revenue  Service.  A 
Tax  Court  judge  ruled  in  April  that  despite  their  "honest  effort" 
to  comply  with  complicated  provisions  governing  passive 
losses,  the  Hannas  couldn't  deduct  their  rental  losses  for  2000 
and  owed  $26,693  more  in  tax. 

A  record  3.3  million  second  homes  were  purchased  last  year — 
2.3  million  as  investment  properties  and  1  million  primarily  as 
vacation  residences,  according  to  a  National  Association  of 
Realtors  survey.  If  you're  one  of  the  buyers,  you  could  be  in  for 
some  nasty  tax  surprises.  Perhaps  you  thought  you'd  flip  the  prop- 
erty at  a  quick  profit.  But  with  prices  shaky  you  could  end  up  as 
a  long-term  landlord,  with  real  losses  that  you  can't  immediately 
write  off. 

Of  course,  the  simplest  way  to  own  a  second  home  is  to 
keep  it  strictly  for  personal  use.  You  can  deduct  interest  on  a 
combined  $  1  million  of  mortgage  debt  used  to  buy  a  primary 
and  a  second  home.  A  gimme  in  the  tax  code  even  allows  you 
to  rent  out  one  or  both  of  these  residences  for  up  to  14  days  a 
year  without  reporting  the  income. 

Should  you  sell  your  second  home  after  holding  it  for  a  year 
or  more,  you'll  owe  federal  tax  on  any  profit  at  the  long-term 
capital  gains  rate,  now  a  top  15%.  Not  bad,  but  not  as  good  as 
the  break  for  selling  your  primary  residence — the  first  $500,000 
in  gain  per  couple  ($250,000  for  singles)  isn't  taxed.  If,  however, 
you  sell  your  primary  home  and  move  into  the  second  one, 
making  it  primary,  you  can  use  the  $500,000  gain  exclusion 
again  after  just  two  years. 

Still,  most  investment  home  buyers,  and  a  fourth  of  the 
vacation  home  purchasers  the  Realtors  surveyed,  do  plan  to 
rent  out  their  properties.  And  that,  as  the  Hannas  discovered,  is 
where  the  complications  begin. 

In  1 999  Ed,  now  53,  and  Susan,  now  54,  were  working  up 
North — he  as  a  Fidelity  Investments  project  manager  and  she  as 
a  computer  database  consultant.  A  friend  suggested  they  visit 
Sanibel  for  the  shells.  They  were  hooked.  They  bought  a  house 
near  the  beach  for  $281,000,  planning  to  rent  it  out  and  eventu- 
ally retire  there.  Then  they  heard  of  another  Sanibel  property 
they  considered  a  deal.  And  another. 

The  Hannas  decided  this  was  a  good  investment  and 
maybe  a  chance  to  strike  out  on  their  own.  "We  figured  the 
boomers  were  going  to  start  retiring  and  would  drive  up 
prices,"  says  Ed.  "Neither  of  us  ever  really  liked  working  for  the 
man,"  adds  Susan. 


During  2000  the  Hannas  continued  in  their  regular  jobs  but 
flew  to  Florida  five  times  to  work  on  the  three  houses.  Back  in 
Massachusetts  Susan  built  multiple  home  pages  on  the  Web  to 
promote  the  properties,  e-mailed  prospects,  paid  bills  and 
scheduled  workmen.  Ed  prepared  their  2000  tax  returns  him- 
self, as  he  always  had.  "We're  comfortable  with  finance,  and 
we've  always  done  things  ourselves,"  he  says.  He  wrote  off 
$72,000  in  rental  real  estate  losses — they  had  high  startup  costs 
on  the  third  house  and  were  filling  the  first  two  only  40%  of  the 
time — against  $249,000  in  income  from  their  jobs. 

Yes,  Ed  had  looked  at  the  IRS  publications  and  knew  there 
was  a  big  gotcha  in  the  tax  code:  Rental  losses  are  considered 
"passive  losses"  and  can  generally  be  written  off  only  against 
income  from  other  passive  activities — for  example,  from  other 
rentals  or  an  S  corporation  or  a  private  partnership  you  don't 
help  run.  Passive  losses  you  can't  use  are  carried  forward  until 
you  sell  a  property.  At  that  point  the  losses  offset  any  gain  on 
the  property  and,  if  any  are  left,  can  be  claimed  against  regular 
income. 

But  there  are  two  big  exceptions  to  the  ban  on  using  pas- 
sive losses  to  offset  regular  income  before  you  sell.  First,  couples 
or  singles  with  adjusted  gross  income  (not  counting  rental 
losses)  of  $100,000  or  less  may  deduct  up  to  $25,000  in  rental 
losses  against  regular  income  if  they  "actively  participate"  in  the 
management  of  a  property.  This  break  phases  out  and  disap- 
pears when  your  AGI  hits  $  1 50,000.  The  Hannas  earned  more. 

Second,  rental  losses  can  be  claimed  against  other  income  if 
at  least  one  spouse  qualifies  as  a  "real  estate  professional"  and 
also  "materially  participates"  in  the  rentals  generating  the 
losses.  The  Hannas  decided  Susan,  who  coincidentally  had 
earned  a  real  estate  license  in  California,  qualified  as  a  real 
estate  pro.  That's  not  easy  to  do.  You  must  spend  at  least  750 
hours  a  year  and — here's  the  hard  part — more  than  50%  of  your 
working  hours  on  real  estate. 

"I  lived  and  breathed  the  rental  business,"  Susan  recalls.  But 
the  IRS  is  skeptical  of  folks  who  work  full  time  in  another  pro- 
fession and  also  claim  to  be  real  estate  pros.  And  it  expects  tax- 
payers to  keep  a  contemporaneous  log  detailing  the  time  they 
spend  on  real  estate,  which  the  Hannas  hadn't  done.  The  judge 
in  their  case  dismissed  the  Hannas'  89-page  reconstruction  of 
their  real  estate  activities  as  an  "impermissible  ballpark  guessti- 
mate" that  didn't  prove  Susan  spent  more  hours  on  real  estate 
than  on  computers.  After  ruling  they  owed  the  back  taxes,  the 
judge  did  give  them  a  small  victor)':  He  tossed  out  penalties  for 
filing  an  inaccurate  return  because  they  had  kept  receipts  and 
other  records  and  "made  an  honest  effort  to  comply." 

The  Hannas'  2001  through  2004  returns  are  now  under 
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YOU  SEE  HONG  KONG  SKYSCRAPERS. 
WE  SAW  A  GROUND  FLOOR  INVESTMENT  OPPORTUNITY. 


Templeton  fund  managers  spot  global  investment  opportunities  others  might  miss. 


In  1997,  when  investors  were  worried  about 
TEfunds°N    China's  assuming  control  of  Hong  Kong,  our 
|  fund  managers  had  the  foresight  to  increase 
their  holdings  in  a  Hong  Kong  property  development 
company.  This  smart  move  enabled  our  fund  shareholders 
to  participate  in  the  dynamic  building  boom  that  followed. 

Taking  advantage  of  global  investment  opportunities 
like  this  requires  a  unique  perspective.  One  that  comes 
from  having  offices  in  over  25  countries  and  on-the-ground 
analysts  utilizing  research  techniques  honed  for  over 
50  years. 


For  information  about  how  Templeton's  experience,  expertise 
and  perspective  might  benefit  your  portfolio,  see  your  financial 
advisor,  call  1-800-FRANKLIN  or  visit  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PERSPECTIVE®  > 


TEMPLETON  WORLD  FUND 

)verall  Morningstar  Rating™  3/31/06-Class  A' 

Overall  ^  ^  ^  ^ 

3ut  of  396  U.S.-domiciled  World  Stock  Funds 


Before  investing  in  Templeton  World  Fund,  you  should  carefully  consider  the  fund's  investment  goals,  risks, 
charges  and  expenses.  You'll  find  this  and  other  information  in  the  fund's  prospectus,  which  you  can  obtain  from 
your  financial  advisor.  Please  read  the  prospectus  carefully  before  investing.  Past  performance  does  not 
guarantee  future  results. 

Foreign  investing  involves  special  risks  including  currency  fluctuations  and  political  uncertainty. 
Morningstar  Ratings  measure  risk-adjusted  returns.  The  overall  Morningstar  Rating™  for  a  fund  is  derived 
from  a  weighted  average  of  the  performance  figures  associated  with  its  3-,  5-  and  10-year  (if  applicable) 
rating  metrics. 

Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 


Source:  Mr~XtNIN6SINI  3/31/06.  For  each  fund  with  at  least  a  3-year  history,  Morningstar-  calculates  a  risk-adjusted  return  measure  that  accounts  tor  variation  in  a  fund's  monthly  performance  (including  the 
fleets  of  all  sales  charges),  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  The  top  10%  of  funds  in  each  category  receive  a  Morningstar  Rating™of  5  stars, 
he  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars,  and  the  bottom  10%  receive  1  star  (Each  share  class  is  counted  as  a  fraction  of  one  fund  and  rated 
eparately)  The  fund  was  rated  against  396, 301  and  129  funds  and  received  Morningstar  Ratings  of  3,  3  and  4  stars  for  the  3-,  5-  and  10-year  periods,  respectively.  Morningstar  Rating™  is  for 
Ilass  A  shares  only;  other  share  classes  may  have  different  performance  characteristics.  ©2006  Morningstar,  Inc.  All  rights  reserved.  The  information  contained  herein  is  proprietary  to  Morningstar 
md/or  its  content  providers;  may  not  be  copied  or  distributed;  and  is  not  warranted  to  be  accurate,  complete,  or  timely.  Neither  Morningstar  nor  its  content  providers  are  responsible  for  any  damages 
ir  losses  arising  from  any  use  of  this  information. 
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around  the  world,  ADM  turns 
farmers'  crops  into  biofuels 
and  serves  as  an  essential 
link  between  growers  and 
the  global  market. 


thefu 


As  citizens  worldwide  look  to  the  future,  it  is  clear  that  energy 
demand  is  rapidly  outpacing  petroleum  supplies.  Energy  needs  will 
be  met  by  a  variety  of  alternative  resources,  including  biofuels,  which 
are  created  from  renewable  resources  like  corn  and  oilseeds. 


ADM:  An  Essential  Link 

As  a  leader  in  biofuels,  ADM  is  unlocking  the  potential  of  nature  to  meet  today's 
and  tomorrow's  energy  needs.  Here  in  the  U.S.,  ADM  has  led  the  market  in  the 
development  of  ethanol.  In  Europe,  it  is  a  leader  in  biodiesel,  and  is  bringing  that 
expertise  to  the  U.S.  market. 

Today,  more  than  30%  of  the  gasoline  sold  in  the  U.S.  is  blended  with  ethanol. 
And  the  passage  of  the  2005  Energy  Bill  and  the  2005  Transportation  Bill  means 
that  demand  for  ethanol  will  continue  to  grow.  Because  of  growing  demand, 
ADM  has  announced  plans  to  increase  U.S.  ethanol  production  capacity  by  half  a 
billion  gallons.  For  all  Americans,  it  means  a  cleaner-burning,  homegrown  fuel. 
For  American  farmers,  this  means  increased  demand  for  the  corn  they  produce. 

Biofuels  Benefits 

Ethanol,  a  gasoline  additive  primarily  used  to  power  cars,  is  made  from  the  starch 
in  corn.  Biodiesel  is  made  from  vegetable  oils  that  come  from  soybeans  and  other 
oilseeds,  and  powers  diesel  engines  in  cars,  trucks,  railroad  locomotives,  heavy 
equipment  and  farm  machinery. 

Biofuels  are  good  for  the  environment  because  they  come  from  crops,  which 
remove  some  of  the  carbon  dioxide  from  the  atmosphere.  They  help  reduce 
reliance  on  foreign  oil,  supporting  energy  security.  Biofuels  also  give  an  economic 
boost  to  farmers  by  providing  a  vital  value-added  market  for  corn  and  oilseeds. 

Committed  to  the  Future 

ADM  is  committed  to  the  future  of  biofuels,  because  helping  find  alternatives  to 
meet  our  nation's  energy  needs  is  good  for  our  environment,  good  for  our  energy 
security,  good  for  our  economy  and  good  for  our  farmers.  • 
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SECOND-HOME  SAFETY 

Here  are  some  tax  tips  for  vacation-home  buyers  and  landlords: 

O  Don't  overleverage. 

You  can  duck  all  the  rules  on 
passive  losses  by  not  having  any 
losses,  and  one  way  to  do  that 
is  to  pay  cash  for  investment 
properties. 

O  Mortgage  the  right  property. 

Don't  take  a  mortgage  out  on 
your  primary,  paid-up  home  and 
use  the  cash  to  buy  a  second 
home,  as  a  client  did  recently — 
before  consulting  Tarzana,  Calif. 
CPA  Joel  Garfield.  You  won't  be 
allowed  to  deduct  your  payments 
as  personal  mortgage  interest.  "It 
would  seem  logical  that  you  could.  But  the  tax  rules  are  not  about  logic," 
Garfield  says. 

To  be  deductible,  the  mortgage  must  be  used  to  buy  or  build  the  house  it's 
secured  by.  You  can  use  up  to  $100,000  of  home  equity  from  your  first  home  to 
buy  or  improve  the  second  property  or  for  any  other  purpose.  But  should  you 
be  caught  in  the  alternative  minimum  tax,  interest  on  that  equity  loan  is  only 
deductible  if  the  money  was  used  to  improve  the  property  the  loan  was  taken 
on.  (Another  AMT  gotcha:  Real  estate  taxes  aren't  deductible  when  calculating 
this  tax.) 

Q  Get  involved.  If  your  adjusted  gross  income  is  below  $150,000,  not 
counting  any  rental  losses,  you  may  be  able  to  claim  some  of  your  rental  losses. 
So  make  sure  you  "actively  participate"  in  the  management  of  your  rental 
property.  This  is  a  lower  standard  than  material  participation,  but  "you  can't  be 
totally  hands  off,"  warns  Phoenix  CPA  Edward  Zollars.  If  you  live  in  a  different 
state  from  your  property  and  have  an  agent  pick  the  tenants,  you  may  get 
grief  from  the  IRS. 

O  Spend  more  days  at  the  beach.  If  your  property  is  in  a  vacation  spot  you 
enjoy,  consider  spending  more  time  there.  "Everyone  has  this  sense,  don't  stay 
there  more  than  14  days.  So  they  deny  themselves  the  use  of  the  house,  when 
it  may  not  even  be  to  their  tax  benefit,"  says  PricewaterhouseCoopers  partner 
Bernard  Kent. 

Why?  If  you  stay  in  the  house  for  15  days  or  more,  not  counting  days  you're 
really  working  on  the  properties,  and  for  more  than  10%  of  the  total  days  it 
is  in  use,  it  becomes  a  mixed-use  property  instead  of  a  pure  investment  prop- 
erty. You  won't  be  able  to  book  losses,  but  you  will  be  able  to  claim  current 
itemized  deductions  for  a  big  chunk  of  the  mortgage  interest  and  taxes.  (If 
it's  treated  as  a  rental  property  exclusively,  you  can't  claim  any  of  the  mort- 
gage interest  as  an  itemized  deduction  on  your  Schedule  A.) 

Here's  the  neat  part:  Let's  say  you  use  the  house  for  20  days  personally  and 
rent  it  out  for  30.  IRS  rules  require  you  to  allocate  40%  of  the  costs  and 
depreciation  to  personal  use  and  60%  to  your  rental  business.  But  the  Tax 
Court  has  ruled  that  you  can  allocate  interest  and  property  taxes  as  if  the 
days  the  property  sat  empty  were  for  personal  use.  That  means  you  can 
deduct  335  days  of  those  two  big-ticket  items  on  Schedule  A  of  your  tax 
return  (subject  to  losing  the  real  estate  tax  deduction  in  the  AMT).  For 
many  of  his  clients,  Kent  says,  claiming  current  deductions  makes  more 
sense  than  accumulating  passive  losses  they  might  not  be  able  to  use 
for  years.  —J.N. 


audit.  While  they  worry  the  auditor 
will  disallow  the  losses  for  more  years, 
too,  their  claim  to  a  real  estate  profes- 
sion grows  stronger  by  the  year.  In 
2001  Susan,  tired  of  managing  the 
properties  from  a  distance  and  yearn- 
ing for  Florida,  moved  to  Sanibel, 
where  she  continued  her  computer 
work  through  2003.  "I  don't  like  the 
cold,"  she  says. 

At  the  end  of  2001  Ed  quit  Fidelity 
and  moved  to  Florida  as  well  to  work 
full-time  on  their  growing  collection  of 
houses.  "I  really  like  working  with  the 
clients.  Things  break,  but  I've  always 
been  handy.  And  it  sure  beats  a  desk 
job,"  he  says. 

Since  moving,  the  Hannas,  married 
3 1  years,  have  had  their  first  grandchild 

A  record  3.3 
million  second 

homes  were 
purchased  last 
year— 2.3  million 
as  investment 
properties. 


and  seen  their  middle  son  graduate 
from  MIT.  The  youngest  of  their  three 
sons  attends  the  University  of  Florida. 
They  say  taxes  never  drove  any  of  their 
choices,  and  only  after  making  their 
property  investments  did  they  look  at 
the  tax  angles.  And  despite  their  trou- 
bles with  the  IRS,  they  have  no  intention 
of  abandoning  their  do-it-yourself  phi- 
losophy and  hiring  a  tax  pro.  "There's 
something  wrong  with  the  tax  system  if 
knowledgeable  people  like  us  can't  do  it 
right,"  Ed  says. 

If  you,  like  the  Hannas,  want  to  do 
your  own  tax  returns  and  also  fix  the 
toilets,  read  the  advice  in  the  box  and 
make  sure  you  have  a  sense  of  humor. 
How  else  to  live  through  the  instruc- 
tions for  Form  8582,  which  include  this 
gem:  "Passive  activity  does  not  include 
the  following:  income  from  an  activity 
that  is  not  a  passive  activity."  F 
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You've  always  known  that 


That  staying  ahead  Of  the  Curve  happens 
solely  by  traveling  the  road  a  few  thousand  times. 

That  the  things  keeping  you  awake  at  night 
are  the  only  things  keeping  you  awake,  period. 


You've  always  known  the  next  big  thing  won't 
come  from  the  same  old  thinking. 


Which  is  why  you've  never  given  your  choice 

of  bank  a  second  thought. 


You  put  a  lot  of  thought  into  the  company  you  run.  Fortunately,  you 
put  equal  thought  into  the  company  you  keep.  That's  why  more 
and  more  decision  makers  like  you  are  deciding  on  KeyBank  for  the 
people,  plans  and  products  needed  to  help  your  companies  reach 
their  destinations,  one  smart  step  at  a  time.  Which,  after  all,  is  how 
you  got  them  here  in  the  first  place. 

Achieve  anything.  

Call  1-800-KEY6070,  or  visit  Key.com/corporate. 

KeyBank 


All  loans  subject  to  credit  approval.  Key.com  is  a  federally  registered  trademark  of  KeyCorp. 

©2006  KeyCorp 
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Tom  Donovan: 
not  missing  a 
landlord's  life. 
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Fleeing  the  Taxman 


So  fanatic  are  commercial  real  estate  sellers  about  avoiding  capital 
gains  taxes  that  they  pay  a  fortune  in  fees  to  get  into  a  "tenancy  in 
common."  Look  closely  before  you  dive  into  one  of  these  properties. 

By  Matthew  Swibel 


TENANTS,  TOILETS  AND  TRASH."  THAT'S  HOW  THOMAS 
Donovan  describes  his  life  as  a  landlord.  So  he 
unloaded  the  hassles  and  sold  his  pair  of  three-story 
apartment  buildings,  near  the  New  England  Patriots 
football  stadium  in  Foxboro,  Mass. 
With  the  real  estate  market  in  the  Boston  area  remaining  strong, 
Donovan,  a  retired  telephone  company  manager,  knew  he  could 
get  a  good  price.  Also,  he  had  contracted  sciatica,  which  produces 
intense  pain  in  the  lower  back  Lugging  garbage  pails  had  lost  what- 
ever appeal  it  once  held.  "What  if  I  came  down  with  some  other 
medical  thing?"  wondered  Donovan,  who  turns  60  this  summer. 
"I  didn't  want  to  leave  operations  to  my  wife  and  kids." 

Donovan  sold  his  properties,  which  he'd  owned  since  the  early 
and  mid-1990s,  for  $2.8  million.  Then  he  looked  at  his  prospec- 


tive tax  bill — a  combined  22%  state  and  federal  rate  on  his 
$2.2  million  profit — and  panicked. 

The  answer:  a  faddishly  popular  investment  tactic  that 
allows  a  seller  like  Donovan  to  defer  taxes  by  rolling  over  pro- 
ceeds from  the  sale  of  investment  real  estate  into  a  fractional 
stake  in  another  piece  of  property.  "It's  amazing  to  see  the 
length  that  people  will  go  to  not  pay  taxes,"  says  Stephen  Burr, 
a  Boston  attorney  who  represents  syndicators  in  this  arena. 

The  new  property  can  be  a  large  one,  such  as  an  office 
tower,  that  a  small  investor  would  never  acquire  on  his  own. 
While  the  investors  in  these  big  properties  have  some  say  in  the 
management,  they  don't  have  to  worry  about  the  day-to-day 
headaches  of  running  them.  These  pools  are  perfect  for  some- 
one like  Donovan,  who  enjoys  selecting  what  properties  to  buy 
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HAVING    YOUR    CAKE    AND    EATING    IT  TOO 
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having  a  good  life 


The  most  precious  asset  is  time.  And  every  day,  we  help  our  clients  make  the  most  of  it.  Because  we  take  the  time  to  get  to 
know  them,  and  their  needs.  And  then  we  continually  re-evaluate  those  needs  as  things  change.  Using  all  our  resources  to 
see  the  opportunities  that  may  lie  ahead,  as  well  as  the  risks.  So  they  can  make  the  most  of  their  investments,  and  their  time. 
If  you'd  like  to  know  more  about  how  we  can  help  you,  call  William  Morrison  at  1-800-468-2352  or  visit  northerntrust.com. 


Northern  Trust 


Private  Banking    |    Asset  Management    |    Financial  Planning    |    Trust  Services    |    Estate  Planning  Services    |    Business  Banking 
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for  the  pool.  If  his  money  were  instead  in  a  real  estate  invest- 
ment trust,  his  role  would  be  too  passive  for  his  tastes. 

Until  recently  Donovan  could  only  have  done  such  a  tax- 
deferring  flip  solo,  and  thus  on  a  much  smaller  scale.  He  might, 
for  example,  have  traded  in  an  apartment  building  for  another  like 
it.  But  hed  still  be  left  with  toilets  to  unclog.  And  he  wouldn't  have 
had  the  presumably  steadier  rent  checks  that  come  from  a  large 
building  with  diverse  tenants. 

Swapping  one  investment  property  for  another  like  it  is 
called  a  "1031  exchange,"  after  a  section  in  the  tax  code.  The 
sections  utility  was  greatly  enhanced  in  2002  when  the  Internal 
Revenue  Service  gave  the  go-ahead  for  the  type  of  arrangement 
Donovan  is  using:  exchanges  in  real  estate  with  shared  owner- 
ship. The  sponsor  assembling  the  pool  deal  typically  promises 
participants  yearly  payouts  of  around  6%  of  their  capital,  on  par 
with  a  REIT's  yield. 

A  Section  1031  acquisition  uses  a  feudal  form  of  ownership 
called  a  "tenancy  in  common" — as  opposed  to  the  "joint  tenancy" 
that  is  the  normal  way  for  a  couple  to  hold  a  house  or  joint  bank 
account.  With  tenancy  in  common,  each  owner  has  a  partial  stake 
and  can  legally  transfer  ownership  to  another  person.  (This  often 
requires  permission  from  the  other  owners.) 

Operators  raised  $4.1  billion  of  equity  last  year  for  investment 
properties  aimed  at  the  1031  pool  crowd,  up  from  $756  million 
in  2003.  So  far  this  year  the  largest  sponsor,  Triple  Net  Properties, 
has  closed  ten  tenancy-in-common  deals — for  five  office  towers 
and  five  apartment  buildings — and  is  on  pace  to  exceed  the  $496 
million  of  equity  it  raised  from  investors  in  2005.  "I  get  seven  to 
ten  calls  a  week  from  clients  asking  about  it,  up  from  zero  a  year 
ago,"  says  San  Ramon,  Calif,  financial  planner  John  Valentine. 

One  big  proviso  for  the  participating  investors  is  that  they 
must  act  within  180  days  of  selling  their  old  assets.  Also,  a  mar- 
ried investor  must  usually  have  either  a  net  worth  of  $  1  million 
or  income  of  $300,000.  Minimum  stakes  run  $100,000  and  up. 
When  an  investor  sells  a  property,  he  parks  profits  with  a  mid- 
dleman who  can  make  a  deposit  on  a  1031  tenancy  interest.  By 
teaming  up  with  others  (to  a  maximum  35  investors  per  prop- 
erty), the  owner  of,  say,  an  apartment  building  can  get  frac- 
tional ownership  of  anything  from  skyscrapers  to  strip  malls. 

Shortly  after  his  sale  last  summer  Donovan  invested  $2.2  mil- 
lion, divided  among  five  1031  tenancies  owning  shopping  plazas 
and  apartments.  He  gets  a  blended  annual  yield  of  7%.  If  he  and 
his  fellow  investors  choose  to  sell  a  property  along  the  way,  each 
can  either  pay  the  long-deferral  capital  gains  tax  or  continue  the 
rollover  by  putting  his  share  into  another  property-exchange  deal. 

Nirvana,  right?  Well,  the  same  real  estate  bull  market  that 
has  enriched  sellers  like  Donovan  jacks  up  the  prices  of  the 
properties  they  are  buying  into.  "Because  so  much  cash  is  chas- 
ing deals,  you  used  to  be  able  to  buy  a  piece  of  an  office  build- 
ing and  expect  an  8%  return.  Now  you'll  settle  for  6%,"  says 
Edward  C.  Yu,  president  of  Carlton  Strategic  Ventures,  a  real 
estate  investment  firm  in  New  York. 

Things  to  watch  out  for  when  thinking  about  a  property  swap: 
liquidity:  Denver  real  estate  investment  author  Gary  Gorman 


and  his  wife  sold  investment  property  late  last  year  and  put 
$105,000  of  the  proceeds  into  a  pool  for  the  purchase  of  oil-and- 
gas  fields  in,  Texas,  Oklahoma  and  Wyoming.  If  Gorman  and  his 
wife  stick  with  it  until  they  die,  their  energy  stake  will  shift  to 
their  children  without  any  taxes  on  the  money.  But  selling  the 
interest  before  they  die  is  another  story.  No  established  second- 
ary market  exists,  so  expect  a  big  hassle  if  you  need  to  unload 
your  portion  of  a  real  estate  pool.  Reselling  a  tenancy-in-com- 
mon interest  requires  approval  from  the  property's  mortgage 
lender,  which  will  want  to  run  its  own  credit  report  on  the  new 
investor.  (The  investors  are  personally  liable  on  the  pool's  mort- 
gages.) Also,  not  all  pool  sponsors,  particularly  the  smaller  ones, 
publish  quarterly  financial  reports,  a  detail  that  could  really  dam- 
age the  resale  value  of  a  unit. 

High  expenses:  The  folks  behind  these  deals  make  hedge 
fund  managers  look  thrifty.  Sponsors  typically  charge  a  prop- 
erty-acquisition fee— a  finder's  fee  for  the  real  estate  the  pool 
will  buy — equal  to  5%  to  8%  of  the  equity  raised  from 
investors.  Broker-dealers,  such  as  Genworth  Financial,  who 
sell  pool  units  to  investors,  usually  collect  8%  to  10%  of 
equity  invested.  Yet  another  3%  is  charged  for  the  combined 
loan  origination,  legal,  accounting,  due  diligence  and  market- 
ing costs  related  to  a  pool  offering.  Add  it  up  and  you  get  a 
range  of  16%  to  21%. 

Too  high  to  make  sense  for  you?  Well,  remember  that  the  im- 
mediate combined  federal  and  state  cap-gains  tax  hit  for  the  biggest 
earners  in  30  states  and  the  District  of  Columbia  is  higher:  24%  in 
California  and  New  Jersey,  22%  in  Ohio.  If  a  lot  of  the  profit  is  re- 
captured depreciation,  that  portion  of  the  gain  will  be  taxed  at  the 
federal  level  of  25%.  Given  this  outlook,  you'll  do  better  if  you  find 
a  deal  with  expenses  at  the  lower  end  of  the  range. 

Yes,  your  taxes  are  merely  deferred,  not  eliminated.  But  say 
you're  an  older  investor  who  wants  to  hold  on  to  the  real  estate 
venture  until  you  die.  Your  heirs  could  benefit  (under  current 
tax  law,  at  least)  from  a  "step-up"  in  the  basis  of  your  invest- 
ment. That  means  that,  if  they  sell,  taxes  on  the  gains  up  until 
your  death  are  eliminated. 

Sponsors  also  get  an  asset  management  fee,  2%  to  6%  of  net 
rental  income.  But  that's  not  so  wicked;  you're  paying  compara- 
ble fees  inside  a  REIT. 

Special  assessments:  In  2005  Triple  Net  asked  investors  in  an 
office  building  to  put  up  additional  money  for  a  letter  of  credit 
to  fund  a  mortgage  refinancing  after  the  departure  of  the  build- 
ing's anchor  tenant.  Those  investors  who  didn't  cough  up  the 
extra  cash  had  distributions  expropriated  to  take  care  of  their 
share.  In  fairness,  Triple  Net  deferred  other  fees  it  was  due  until 
refinancing  was  completed.  F 
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AURENCE  J.  KOTLIKOFF  IS  A  SAVINGS  CASSANDRA. 
In  his  book  The  Coming  Generational  Storm,  the 
Boston  University  economics  professor  warns  that 
unless  the  federal  government  mends  its  ways 
soon,  baby  boomers  will  face  tax  hikes,  benefit  cuts 
and  inflation  that  could  "transform  retirement  dreams  into  night- 
mares." So  it's  odd  to  hear  Kotlikoff  complain  that  when  he  ran  a 
fictional  40-year-old  couple  through  popular  financial  planning 
calculators,  they  were  told  to  save  way  too  much. 

l  oo  much?  If  the  future  is  so  bleak,  how  could  anyone  save  too 
much?  The  problem,  Kotlikoff  says,  is  that  all  the  programs  signif- 
icantly overestimated  the  amount  this  couple  should  plan  on 
spending  in  retirement.  If  your  spending  target  is  too  high,  you 
may  find  yourself  pushed  toward  a  riskier  asset  allocation  than 
youd  otherwise  favor.  "They're  basing  it  all  on  one  number,  and  it's 
probably  the  wrong  number.  It's  financial  malpractice,"  he  fumes. 

Kotlikoff  has  an  acknowledged  conflict  here.  He  spent  13  years 
developing  ESPlanner,  elaborate  software  that  seeks  to  determine 
how  much  a  family  should  save  each  year  and  how  much  term 
insurance  each  spouse  should  buy  to  protect  family  members  from 
abrupt  changes  in  their  living  standard.  But  he  also  raises  an 
important  point  too  little  discussed:  While  most  retirement  plan- 
ners do  a  fine  job  of  estimating  the  probability  that,  with  a  specific 


the  study's  authors,  University  of  Chicago  economist  lirik  Hurst. 
The  National  Golf  Foundation  reports  that  older  golfers  play  many 
more  rounds  than  young  ones,  although  they  are  more  likely  to  tee 
off  on  weekdays,  when  greens  fees  are  lower. 

Ifien  comes  the  question  of  what  to  compare  retirement  income 
with.  While  economists  like  Kotlikoff  talk  of  consumption-smooth- 
ing over  decades,  financial  planners — and  many  calculators — key 
results  off  your  earnings  immediately  before  retirement. 

Take  a  couple,  both  50  years  old,  with  one  worker  earning 
$  1 50,000,  saving  $15,000  a  year  in  a  401(k)  and  planning  to  retire  at 
66.  They  turn  to  Financial  Engines,  the  pioneering  Web  invest- 
ment-advice software  offered  to  5  millions  workers,  including 
employees  of  IBM  and  Merck  and  some  folks  with  401  (k)  plans 
administered  by  Vanguard  Group  and  T.  Rowe  Price.  Financial 
Engines  suggests  this  couple  should  aim  for  annual  pretax  retire- 
ment income— in  today's  dollars— of  $130,000  a  year. 

Sounds  a  bit  high,  no?  Particularly  after  you  subtract  the 
$15,000  in  401(k)  contributions  they  now  make  and  the  $8,000  in 
Social  Security  and  Medicare  taxes  they  now  pay  and  tweak  for 
other  taxes  and  expenses  that  should  go  down  when  they  retire — or 
when  their  kids  are  finally  launched.  Financial  Engines  usually 
assumes  that  you  need  just  70%  of  your  preretirement,  pretax 
income— moderate  compared  with  the  100%  income  replacement 


The  Spending  Question 

What  will  you  really  shell  out  in  retirement?  Maybe  not  as 
much  as  financial  planning  calculators  tell  you. 
By  Janet  Novack 


asset  allocation  and  savings  rate,  you'll  meet  a  given  retirement 
income  target,  they  don't  do  a  very  good  job  of  answering  the  bell- 
ringer  question:  What  should  that  target  be? 

In  part,  that's  because  retirement  spending  reflects  a  lot  of  indi- 
vidual choices,  at  least  for  higher-income  folks.  Will  it  be  years  of 
expensive  travel  to  exotic  locales  or  staying  near  home  to  do  volun- 
teer work?  Uncertainty  about  health  care  costs,  taxes  and  Social 
Security  makes  setting  a  target  even  dicier. 

There's  an  even  more  basic  problem,  however.  Investment  gurus 
can  at  least  agree  on  what  stock  and  bond  market  returns  have  been 
in  the  past.  But  researchers  don't  agree  on  what  current  retirees 
spend,  let  alone  what  the  baby  boomers  will  need.  Expenditures 
appear  to  fall  during  retirement.  Some  economists  says  that's 
because  past  retirees  didn't  save  enough  and  so  must  conserve  cash. 
The  opposing  argument  is  that  retirees  can  contentedly  live  on  less. 
They  have  paid  off  their  mortgages,  don't  have  work-related  costs 
and  can  substitute  time  for  money. 

One  intriguing  new  study,  based  on  detailed  food  diaries,  found 
that  retired  households  spend  31%  less  eating  out  than  nonretired 
ones;  they  still  go  to  table-service  restaurants  yet  make  six  fewer  pit 
stops  a  month  at  fast-food  joints.  They  trim  their  at-home  food  bills 
by  spending  nine  hours  a  month  more  than  younger  families  on 
food  prep.  "It's  about  consumption-smoothing,  not  expenditure- 
smoothing.  It's  about  not  taking  a  hit  to  your  happiness,"  says  one  of 


rate  Charles  Schwab  breathlessly  advises  investors  to  aim  for. 

But  Financial  Engines  also  assumes  that  the  $150,000  salary 
grows  1.5%  above  inflation  each  year  until  retirement  (unlikely  for 
an  older  worker)  and  keys  calculations  off  that  final  year's  earnings. 
So,  too,  does  Fidelity  Investments'  Retirement  Quick  Check  calcu- 
lator, offered  to  its  19  million  customers. 

That  doesn't  make  sense  to  Sylvester  J.  Schieber,  an  economist 
who  heads  benefits  consulting  at  Watson  Wyatt  Worldwide. 
"Since  the  last  of  my  children  finished  college  in  1997,  I  would 
define  my  own  standard  of  living  as  being  relatively  flat,"  he  says. 
Instead  of  living  larger,  he  has  used  the  freed-up  cash  to  pay  off 
his  mortgage  and  save  more. 

Both  Financial  Engines  and  Quick  Check  make  another  debat- 
able assumption:  that  your  spending  grows  with  inflation  each  year 
during  retirement.  But  some  studies  show  a  slow  decline  in  real 
spending  during  the  eighth  and  ninth  decades  of  life.  "Every  cate- 
gory of  spending,  except  for  health  care,  goes  down.  Clothing, 
entertainment.  My  older  clients  don't  even  want  to  drive  at  night," 
says  Eau  Claire,  Wis.  financial  planner  Ty  A.  Bernicke,  who  wrote  a 
controversial  article  on  the  subject  last  year.  He  argues  that  during 
the  early  years  of  their  retirement  folks  can  draw  from  their  savings 
at  faster  than  the  3%-to-4%  rate  normally  advised. 

Kathryn  Teeters,  67,  retired  at  63  as  the  executive  director  of  an 
HMO  and  expected— between  delayed  home  fix-up  projects  and 


Economist  Laurenc 
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travel — to  spend  more  in  early  retirement  than  when  she  was 
working  60-hour  weeks.  Instead,  she  has  spent  less.  A  hip  replace- 
ment and  volunteer  work  have  held  down  her  travel.  Her  clothing 
and  dry  cleaning  bills  have  shriveled.  She  frequents  cheaper  restau- 
rants than  in  her  expense  account  days.  While  she  attends  lots  of 
concerts  and  live  events,  she  expects  her  spending  on  such  enter- 
tainment to  eventually  tail  off,  too.  "My  older  friends  in  their  80s 


don't  go  out  as  much.  It's  a  natural  phase,"  she  says. 

But  so  what  if  a  40-  or  50-year-old  is  told  to  save  too  much? 
Many  Americans  don't  save  nearly  enough.  The  catch  is,  the  bad 
savers  generally  are  not  the  same  ones  using  calculators  and  obsess- 
ing over  the  results.  "I  have  clients  who  come  in  here  terrified 
they're  not  going  to  have  enough  left  to  retire  on,  and  they're  living 
like  monks,"  says  Cambridge,  Mass.  fee-only  financial  planner 
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Frederick  Miller,  who  uses  ESPlanner  in  his  practice.  "You  may 
end  up  regretting  that  you  didn't  enjoy  life  [before  retirement] 
as  much  as  you  should  have." 

So  what  is  a  sensible  saver  to  do? 

First,  don't  let  some  artificially  set  (and  probably  wrong) 
income  target  influence  your  asset  allocation.  Assume  the  50- 
year-old  couple  earning  $150,000  and  saving  $15,000  a  year 
already  have  $500,000  in  a  401(k),  invested  60%  in  Vanguards 
Total  Stock  Market  Index  Fund  and  40%  in  its  Total  Bond 
Market  Index  Fund— average  market  risk.  Financial  Engines 
calculates  these  folks  have  a  48%  probability  of  meeting  a 
$130,000  spending  target  (meaning  they  reach  it  in  48%  of  the 
scenarios  run).  If  they  push  the  risk  envelope,  with  an  all- 
equity  allocation  the  program  allows,  they'll  raise  their  chance 
of  success  to  57%.  But  they'll  run  a  5%  chance  of  losing  16%  of 
their  investment  in  one  year,  compared  with  a  5%  chance  of 
an  8%  loss  with  60%  equities.  If  they  set  their  retirement 
income  target  at  $105,000  (70%  of  current  earnings),  they 
have  the  same  77%  probability  of  making  their  goal  with 
either  the  careful  or  the  bold  allocation.  Tellingly,  when  Finan- 
cial Engines  manages  money  for  401(k)  savers — a  separate 
service  it  offers— it  makes  allocation  decisions  based  on  age 
and  doesn't  even  consider  retirement-income  targets. 

Second,  figure  out  what  you  really  spend  today.  "A  lot  of 
the  future  really  is  unknowable,  and  this  is  one  number  you 
can  figure  out,"  says  New  York  fee-only  financial  planner  Gary 
Schatsky.  Instead  of  accepting  some  calculator's  default  value, 
you  can  plug  in  your  own  spending  number,  which  the  pro- 
gram will  then  adjust  for  inflation.  (If  you're  one  of  the  15  mil- 
lion Quicken  users,  you  should  be  able  to  easily  tally  it  up.  The 
Deluxe  and  Premiere  versions  of  Quicken  even  include  a 
retirement  planner,  though  you  still  may  want  to  use  other 
calculators  for  asset  allocation.) 

In  addition  to  Retirement  Quick  Check,  Fidelity  offers 
customers  the  Retirement  Income  Planner.  In  this  program 
you  enter  all  your  expenses  and  can  vary  them  by  year,  plug- 
ging in  the  date  your  mortgage  payments  stop  and  the  year 
when  you're  budgeting  for  a  round-the-world  cruise.  This 
takes  time  to  get  right  but  is  worth  the  effort,  particularly  if 
you're  nearing  retirement  and  need  to  make  decisions  about 
when  to  hang  it  up  or  whether  to  move  to  a  cheaper  home. 
Fidelity  says  nearly  two-thirds  of  the  300,000  customers  who 
have  used  the  Income  Planner  are  55  or  older.  By  contrast, 
that's  true  of  only  20%  of  the  845,000  users  of  Quick  Check. 

Kotlikoff,  for  his  part,  finds  fault  even  with  the  spending- 
oriented  method.  Why?  If  you're  spending  too  much  now,  he 
argues,  and  you  base  the  retirement  income  you  need  on  that 
high  life,  you'll  end  up  being  advised  to  save  at  an  impossibly 
high  rate,  or  to  work  until  you  drop.  True  enough.  But  for  those 
with  reasonable  expectations,  or  nearing  retirement,  it  can  pro- 
vide real  planning  help. 

If,  on  the  other  hand,  you  are  decades  away  from  retire- 
ment and  aren't  put  off  by  a  lot  of  data  entry  and  an  83-page 
user's  manual,  consider  ESPlanner,  downloadable  for  $199. 
You'll  find  out  if  your  spending  is  on  a  smooth,  sustainable 
trajectory.  You  can  budget  for  college  tuitions  as  well  as  retire- 
ment. And  you'll  be  able  to  gauge,  as  your  assets  grow  and 
your  kids  age,  how  your  life  insurance  needs  will  decline.  F 


Drag  Therapy 

In  retirement  you  can  spend  a  small 
fortune  on  prescription  drugs.  Here's  how 
to  cut  down  on  expenses. 

By  Carrie  Coolidge 
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PRESCRIPTIONS  EAT  UP  A  LOT  OF  RETIREES'  MONEY 
People  over  65  constitute  13%  of  the  U.S.  populatior 
but  consumed  a  third  of  the  $266  billion  spent  orj 
prescription  drugs  last  year.  The  65-to-69  set  takes 
an  average  14  prescriptions  per  year;  those  aged  80  to 
84  gobble  up  18.  And  prices  for  brand-name  drugs  are  rising  at  a  6% 
annual  clip. 

If  you're  close  to  retirement  and  are  sitting  on  a  million-dollai 
investment  portfolio,  you  may  shrug  off  drug  costs  for  now.  Bui 
can  you  be  sure  that  a  painful  market  slide  or  some  unforeseer 
expense,  whether  medical  or  not,  won't  erode  your  capital?  With 
many  people  expected  to  live  well  past  80,  there's  a  lot  of  time  fo» 
things  to  go  wrong. 

Few  are  lucky  enough  to  have  an  employer  that  provides  retiree 
health  coverage;  this  perk  is  dwindling  fast.  Americans  who  rely  orj 
Canada  to  buy  meds,  which  tend  to  be  cheap  there  because  of  govern- 
ment price  controls,  don't  always  get  the  best-quality  pills,  especially  il 
they  deal  with  shady  Canadian  pharmacies  that  don't  even  ask  for  doc- 
tors' prescriptions. 

Since  some  of  the  commonly  prescribed  drugs  for  older  Americana 
cost  as  much  as  $1,500  a  year  each,  it  doesn't  take  long  for  out-of- 
pocket  expenses  to  bite  into  retirement  income.  Financial  planned 
focus  on  how  much  you'll  need  in  retirement  to  replace  your  income 
says  Gregory  Lewis,  a  health  care  consultant  for  McKinsey  &  Co.  "But 
they  don't  tell  you  how  much  you  need  to  save  for  medical  needs." 

Wait  a  minute.  Isn't  the  new  federal  drug  subsidy  for  the  elderly 
called  Medicare  Part  D,  supposed  to  remedy  that?  Well,  it's  art 
improvement,  but  you'll  still  pay  a  lot  for  drugs. 

Here's  how  the  new  system  works.  Part  D,  offered  through  various: 
health  insurers,  charges  in  the  range  of  $385  per  person  in  annual  pre- 
miums. With  most  plans,  after  you  meet  a  $250  deductible,  Medicare 
will  pay  75%  of  the  next  $2,000  of  your  drug  costs  (or  $1,500)  while 
you  pay  the  remaining  25%  ($500).  At  this  point,  you  will  have  paid  a 
total  of  $750,  not  including  premiums. 

Once  you've  reached  $2,250  in  prescription-drug  costs,  a  gap 
occurs  in  Medicare's  coverage  (known  as  the  "doughnut  hole").  This 
means  you  will  be  responsible  for  the  next  $2,850  in  prescription  drug 
costs  before  Medicare's  coverage  continues.  Some  Medigap  insurance 
programs  mitigate  the  expense. 

After  you've  personally  spent  $3,600  on  prescription  drugs 
(again,  leaving  out  premiums)  and  reach  $5,100  in  prescription 
drug  costs,  the  plan  gets  generous  and  covers  up  to  95%  of  the  rest 
of  your  prescription  costs  until  the  end  of  the  calendar  year.  That 
called  the  "catastrophic  level,"  in  insurance  argot.  At  this  point  you 
will  pay  only  $2  a  prescription  for  generic  drugs  and  $5  for  brand- 
name  drugs,  or  5%  of  the  cost  of  each  prescription— whichever  is 
higher.  The  problem  is  that  a  lot  of  people  won't  reach  the 
catastrophic  coverage  until  the  end  of  the  year,  and  then  must  starl 


all  over  again,  says  ph.u  m.u  isl  Adnan  (Adam)  Shubbar,  who  is 
a  co-owner  of  Adams  Discount  Pharmacy,  headquartered  in 
Glenside,  Fa. 

So  regardless  of  your  situation  today,  a  smart  Strategy  is  to  learn 
how  to  economize  on  pills. 

Analyze  Your  Expenses 

Discuss  with  your  pharmacist  or  doctor  all  of  the  prescriptions 
you  are  taking.  A  surprising  number  of  drugs  people  swallow 
overlap  one  another,  and  you  can  save  through  eliminating  dupli- 
cation, says  Kevin  Flynn  of  Healthcare  Advocates,  a  Philadelphia 
patient-advisory  firm.  A  common  overlap  is  Accupril  (to  thwart 
kidney  failure  due  to  high  blood  pressure  and  diabetes)  and 
lisinopril  (for  elevated  blood  pressure,  too).  Both  are  so-called 
ACE  inhibitors. 

Next,  tote  up  all  your  prescription  costs  and  call  around  to  see 
who  has  the  lowest  prices.  That  way,  you  can  compare  that  cost 
with  what  you'd  spend  in  Part  D. 

Minimize  Part  D  Spending 

If  you  calculate  you'll  spend  less  than 
$1,100  on  drug  costs  for  the  upcom- 
ing year,  you  can  skip  Part  D  and  avoid 
the  premium.  But  let's  say  you  get  sick 
in  March  and  thus  end  up  spending 
more  on  drugs  than  you  figured.  You 
can  sign  up  late  for  Part  D,  though 
your  premium  cost  will  go  up  at  least 
1%  per  month  for  every  month  that  you 
wait  to  join.  By  law  latecomers  aren't 
denied  coverage. 

Note  also  that  with  Part  D  your 
plan  likely  won't  cover  all  brand- 
name  drugs  since  what's  on  the  list 
varies  from  insurer  to  insurer.  Be  sure 
you  know  what  the  company  offers 
before  signing  up. 

One  way  to  stay  out  of  the  dough- 
nut hole,  or  to  keep  down  your  costs 
when  you're  in  it  (most  won't  spend  more  than  the  doughnut  hole 
max),  is  to  use  Part  I)  only  for  brand  names  when  a  cheaper  version 
is  not  available. 

In  other  words,  if  at  all  possible  you  should  try  to  ... 

Buy  Generic 

The  savings  from  generics — knockolls  ol  branded  pills  whose 
patent  protections  have  expired— can  be  dramatic,  as  much  as  80% 
of  the  brand-name  price.  Always  be  sure  to  ask  your  doctor  about  a 
generic  alternative  to  a  drug  he  prescribes.  Docs  are  inundated  by 
sales  pitches  from  drug  representatives  and  somehow  may  fail  to 
remember  the  nonbrand  versions,  says  pharmacist  Shubbar.  "  The 
patient  pays  for  that." 

Consider  Wyeth's  Altace,  a  blood  pressure  medicine  that  costs  $170 
for  100  5-milligram  capsules.  To  get  the  same  results  from  generics, 
take  lisinopril  ($20  for  the  same  amount  and  strength).  Generic 
lovastatin,  a  cholesterol  fighter,  is  available  at  85  cents  per  40-milligram 
dose;  patented  l.ipitor  costs  $4.12  for  a  dose  of  equal  strength. 

Should  no  generic  alternative  exist,  ask  your  doctor  il  there's 


another  brand  name  in  the  same  category  that  may  cost  less. 
Shop  Around 

Wal-Mart  and  Costco  are  often  less  expensive  than  nonchain  phar 
macies,  as  they  use  drug  sales  as  loss  leaders  to  gel  c  ustomers  in  the 
door.  Check  to  see  whether  your  neighborhood  has  a  discount 
drugstore  that  doesn't  inept  insurance.  They  often  stock  a  lot  of 
generics.  Typical  is  the  generics-heavy  Adams,  licensed  to  dis- 
pense mail-order  prescriptions  in  Pennsylvania,  Delaware,  New 
lersey,  Nevada  and  Arizona. 

Buy  Online 

Another  bargain  provider  is  an  online  pharmacy.  Drugstore.com 
charges  $300  for  a  90-day  prescription  of  Lipitor's  40-milligram 
tablets.  That  compares  favorably  to  an  average  $370  for  a  standard 
90-day  prescription. 

But,  says  adviser  Flynn,  "Buy  only  from  trusted  sources." 
federal  authorities  have  charged  an  online  store  called  Kwikmed 
with  peddling  such  drugs  as  Viagra 
(for  erectile  dysfunction)  and  Cele- 
brex (lor  arthritis)  without  a  proper 
physician  review.  The  drugs  were 
allcgcdlv  adulterated  bei  ause  ol 
improper  packaging.  Thus  lar  two 
of  Kwikmed's  owners  and  two  affil- 
iated docs  have  pleaded  guilty. 

Discount  Programs 

big  pharma  companies,  drugstore 
chains  and  insurers  also  offer  their  own 
cut-rate  programs.  You  are  limited  to 
the  drugs  they  have,  of  course.  Some 
drugmakers  are  light  on  generics. 
These  guys,  often  vilified  for  pumping 
up  drug  prices,  figure  a  good  discount 
program  will  lessen  the  hostility. 

With  an  annual  membership  ol 
$25  for  an  individual  or  $40  tor  a 
family,  Medco  Health  Solutions  (a 
subsidiary  of  Merck),  the  pharma<  v  benefit  manager,  offers  a 
three-month  supply  of  Lipitor  (40  milligrams)  for  $307,  almost 
as  good  as  Drugstore.com.  For  more  on  the  program  go  to 
www.medcorxdiscounlprogram.com. 

Pharma  giant  Merck  skips  tees  altogether  and  has  for  a  year 
now  offered  programs  that  reduce  prices  by  10%  to  40%.  Most 
pharmacies  honor  Merck  plans.  A  month's  supply  ol  f'osamax 
(lor  osteoporosis,  which  makes  bones  brittle)  costs  $84  normally, 
but  the  Merck  discount  cuts  that  to  $65. 

Pill-Splitting 

Larger  dosages  ol  a  medication  olten  cost  the  same  as  buying 
smaller  amounts.  Ask  your  doctor  il  he  or  she  can  write  a  prescrip 
lion  lor  twice  the  dosage  strength  you  need.  Then  you  can  cut  the 
[till  in  hall  with  a  pill  splitter,  a  device  you  can  buy  in  any  drugstore. 
Il  is  a  small  plastic  container  with  a  tray  that  holds  a  pill  steady  anil 
a  razor  mounting  to  halve  it.  This  way  you  get  twice  as  many 
dosages  for  the  same  price.  You  can  do  this  as  long  as  it  is  not  a 
sustained  release  tablet.  F 
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Tax  Traps 

Retirement  accounts  can  increase  your 
wealth — and  your  blood  pressure.  Here's 
how  to  avoid  angst  over  IRS  pitfalls. 

By  Janet  Novack 


C 


ALIFORN1A  LAWYER  JAMES  DIRKS  PULLED 
$1 18,000  out  of  an  individual  retirement  account 
to  buy  a  foreclosed  house  at  auction.  He  closed  on 
a  mortgage,  put  the  $1 18,000  back  into  an  IRA  and 
treated  it  on  his  tax  return  as  a  nontaxable  IRA 
rollover.  But  you  get  only  60  days  to  complete  a  rollover,  and  Dirks 
kept  the  money  out  of  his  IRA  two  weeks  longer. 

That  delay  cost  him  $62,000  in  back  taxes,  interest  and  penal- 
ties. Last  November  the  Ninth  Circuit  Court  of  Appeals  rejected 
Dirks'  argument  that  it  was  unfair  to  strip  his  retirement  savings 
because  of  a  brief,  technical  violation  caused  by  a  slow  mortgage 
underwriter.  "Thirteen  days — jeez,  give  a  guy  a  break,"  he  says. 

Americans  hold  $6.5  trillion  in  IRAs,  401(k)s  and  other  retire- 
ment accounts,  where  savings  grow  tax  deferred  or  tax  free.  These 
accounts  can  be  a  great  way  to  build  wealth  for  your  retirement  and 
heirs.  But  they  also  can  be  a  trap.  There  are  traps  when  you  trans- 
fer retirement  money,  when  you  inherit  it  and  when  you  leave  it  to 
your  kids.  There's  a  rarely  invoked  50%  penalty  for  not  taking 
money  out  when  you're  supposed  to  and  an  oft-invoked  10% 
penalty  for  taking  it  out  before  age  59'/.'. 

The  Internal  Revenue  Service  estimates  that  on  their  2003 
returns,  4.9  million  taxpayers  paid  $3.4  billion  in  retirement 
account  penalties,  mostly  tor  taking  out  cash  too  soon.  And  that 
was  before  the  IRS  audited  other  taxpayers  who  claimed  they  were 
exempt  from  a  penalty  for  reasons  such  as  financial  hardship. 

In  February  the  U.S.  Tax  Court  ruled  against  yet  another  tax- 
payer who  understandably  believed  she  deserved  a  penalty  break. 
After  her  husband  became  quadriplegic  in  a  diving  accident,  they 
divorced  and  she  quit  her  job  to  care  for  their  children.  Her  ex 
couldn't  contribute  child  support,  so  the  woman,  then  31,  took 
$33,000  from  her  401(k)  early  for  living  expenses.  "The  court  sym- 
pathizes," said  the  judge,  but  "there  is  no  hardship  exception."  (At 
least  not  for  private-sector  workers;  state  and  local  government 
employees  can  take  early,  penalty-free  cash  for  "unforeseeable 
emergencies"  from  similar  thrift  plans.)  She  asked  not  to  be  named. 

Last  year,  in  an  outbreak  of  good  sense,  Congress  did  create  spe- 
cial exemptions  tor  taxpayers  hurt  by  hurricanes  Katrina,  Rita  and 
Wilma.  Victims  can  withdraw  up  to  $100,000  early  without 
penalty;  if  they  put  the  cash  back  in  a  retirement  account  within 
three  years,  its  treated  as  a  tax-free  rollover.  (For  details,  see  IRS 
publication  4492.)  But  don't  count  on  Congress  to  permanently 
eliminate  any  traps.  Instead,  follow  these  rules  to  avoid  them: 

O  Diversify 

Spreading  your  savings  over  a  variety  of  accounts— including  con- 
ventional bank  and  brokerage  accounts  with  no  tax  sheltering— 
makes  it  less  likely  that  unforeseen  difficulties  or  changes  in  the  tax 
code  will  put  you  in  a  bind.  With  a  traditional  deductible  IRA  or 


40  L(k),  you  sock  away  money  before  taxes,  saving  on  your  current 
tax  bill.  The  account  grows  tax  deferred,  and  when  you  finally  take 
cash  out,  every  cent  is  taxed  as  ordinary  income  at  whatever  your 
rate  is  then.  (The  top  federal  rate  is  now  35%.)  With  a  Roth  IRA,  or 
one  of  the  new  Roth  Ks — shorthand  tor  401  (k) — you  take  your  tax 
hit  up  front.  You  deposit  aftertax  cash,  and  withdrawals,  after  five 
years  and  age  597:,  are  tax  free.  Roths  are  a  much  better  deal  than 
the  older  type  of  nondeductible  IRAs  and  401  (k)s,  in  which  earn- 
ings are  tax  deferred,  not  tax  free. 

First  put  enough  in  your  401(k)  to  grab  your  employer's  match. 
Most  common:  a  3%  match  on  the  first  6%  of  salary  you  save. 
Then,  if  you're  eligible,  open  a  Roth  IRA.  For  2006  couples  with 
income  of  up  to  $  1 50,000  and  singles  earning  up  to  $95,000  can  put 
$4,000  per  person  ($5,000  if  they're  50  or  older)  into  a  Roth  IRA. 
Ideally,  you'll  leave  the  money  in  the  Roth  growing  tax  free  for 
decades.  But  in  a  crunch,  you  can  take  out  Roth  contributions  (not 
earnings)  at  any  time,  without  tax  or  penalty.  This  applies  only  to 
Roth  IRAs,  not  to  Roth  Ks. 

Meanwhile,  build  up  your  taxable  accounts.  Under  current  law, 
the  top  federal  tax  rate  on  stock  dividends  and  long-term  capital  gains 
is  just  1 5%.  So  some  assets — say,  stock  index  funds  that  generate  lit- 
tle short-term  gain — do  well  in  taxable  ac- 
counts. Other  investments  (e.g.,  a  loan  to 
your  own  business)  can't  legally  be  made 
through  an  IRA.  And  consider  this,  too: 
Taxable  assets  get  a  step-up  in  basis  at  your 
death,  so  heirs  can  sell  your  appreciated 
stock  right  away  without  owing  income  tax. 
Pretax  IRAs  carry  their  hefty  deferred-tax 
bills  with  them  to  the  next  generation. 

©  Roll  to  an  IRA 

When  leaving  a  job,  it's  usually  better  to  roll  your  401  (k)  balance 
into  an  IRA  than  to  leave  it  in  the  plan  or  move  it  to  your  new 
employer's  401(k).  An  IRA  gives  you  the  freedom  to  pick  your  own 
investments  and  the  ability  to  increase  your  family's  long-term  tax 
savings  by  stretching  out  deferral  for  your  heirs  (see  rule  4)  or  con- 
verting to  a  Roth  IRA  (see  rule  5). 

Moreover,  you  can  take  cash  early  without  penalty  from  a  regu- 
lar IRA,  but  not  a  401  (k),  to  pay  for  higher  education,  make  a  down 
payment  (of  up  to  $10,000)  on  your  first  house  or  pay  health  insur- 
ance premiums  if  you're  unemployed.  You  can  also  tap  an  IRA  early, 
penalty  free,  by  arranging  "substantially  equal  periodic  payments," 
so  long  as  you  take  them  for  five  years  and  until  you  reach  59  V2. 
(Calculating  the  best  way  to  do  this  is  tricky.  Hire  a  tax  pro.) 

Notice  we  said  an  IRA  is  usually  better.  If  you  retire  early,  you 
can  start  withdrawing  401(k)  money,  penalty  free,  at  55;  with  an 
IRA,  the  normal  age  is  59  V2.  If  you're  heading  for  a  divorce,  a  401(k) 
is  easier  to  diwy  up.  With  the  proper  court  order,  401(k)  funds  (but 
not  IRA  money)  can  be  distributed  early,  without  penalty,  for  child 
support,  alimony  or  a  property  settlement.  A  401(k)  also  has 
greater  protection  from  creditors  in  some  states'  courts.  (In  federal 
bankruptcy  court,  money  rolled  into  an  IRA  gets  equal  protection.) 

You  can  also  take  a  loan  against  a  401(k)  but  not  an  IRA.  But  this 
can  be  a  trap — if  you're  laid  off  and  don't  repay  the  loan  right  away, 
it's  taxed  as  a  distribution  and  subject  to  early  withdrawal  penalties. 

One  more  angle:  Consider  withdrawing  highly  appreciated 
employer  stock  from  your  401(k)  before  rolling  the  balance  to  an 


IRA.  You'll  owe  ordinary  income  taxes  only  on  the  value  of  the 
stock  when  it  was  put  in  your  account;  any  appreciation  is  taxed  at 
the  lower  long-term  capital  gains  rate  when  you  sell.  Again,  you'll 
likely  need  a  pro  to  figure  it  this  maneuver  makes  sense  for  you. 

Otherwise,  never  cash  out  a  401(k)  early.  Your  employer  must 
withhold  20%  of  any  cash-out  for  taxes.  If  you  decide  a  week  later 
that  you  do  want  to  roll  your  retirement  savings  to  an  IRA,  you'll 
have  only  80%  of  the  dollars  in  hand  to  roll  with. 

©  Read  Your  Mail 

You  close  out  an  IRA  and  send  the  check  to  your  broker,  telling  him 
to  add  it  to  an  existing  IRA  account.  But  the  jerk  puts  it  into  your 
taxable  account  instead.  If  you  scan  your  monthly  broker's  state- 
ment and  discover  his  mistake  right  away,  you  can  fix  it  by  moving 
the  money  back  into  an  IRA  within  60  days  of  the  initial  payout. 
Otherwise  you'll  owe  taxes  and  (if  you're  under  5972)  a  10% 
penalty  on  the  whole  amount — unless  you  get  a  "private  letter  rul- 
ing" from  the  IRS  waiving  the  60-day  deadline.  The  IRS  has  granted 
hundreds  of  waivers,  though  these  indulgences  cost  dearly.  The  IRS 
"user  fee"  for  a  60-day  waiver  ranges 
from  $500  to  $3,000.  Plus,  you'll 
need  to  pay  a  lawyer  or  certified  pub- 
lic accountant  $5,000  or  more. 

After  you  shell  out  all  the  fees,  the 
IRS  might  turn  you  down  anyway.  It 
never  grants  relief  to  taxpayers  such  as 
Dirks  the  homebuyer,  who  used  IRA 
money  during  the  rollover  as  a  bridge 
loan,  notes  Green  Bay,  Wis.  CPA 
Robert  S.  Keebler.  The  IRS  recently  nixed  a  waiver  for  a  woman  who 
didn't  realize  her  old  employer  had  cashed  her  out  of  the  401(k);  with 
the  market  in  decline,  she  found  her  benefits  statements  too  depress- 
ing to  open. 

Preventive  medicine:  Unless  you're  aiming  to  use  the  money 
during  the  60  days  (and  you  do  so  at  your  own  peril),  make  all  your 
rollovers  direct — from  custodian  to  custodian.  Even  if  a  mistake 
isn't  cured  within  60  days,  the  financial  companies  involved  might 
be  able  to  fix  it  without  a  special  ruling. 

O  Name  Your  Kids 

Most  married  folks  list  their  spouse  as  the  beneficiary  of  their  IRAs. 
But  suppose  your  spouse  dies  before  you?  Or  survives  you  but 
decides  at  your  death  that  he  or  she  won't  need  the  money  and 
would  rather  have  it  go  straight  to  the  kids,  to  make  use  of  your 
(now  $2  million)  exemption  from  estate  tax? 

If  the  kids  or  grandkids  are  named  as  "contingent"  beneficiaries 
on  the  form  you  file  with  the  IRA  custodian,  and  your  spouse  re- 
nounces the  money  or  dies  before  you,  the  kids  can  stretch  out  the 
required  IRA  payouts  over  their  own  projected  life  spans,  gaining 
decades  of  extra  tax-deferred  or  tax-free  growth.  If  the  kids  aren't 
named  on  the  beneficiary  form,  the  IRA  reverts  to  the  estate  and  must 
be  emptied  in  five  years  or,  if  the  deceased  had  already  hit  70  V:,  his 
remaining  life  expectancy.  (Yes,  in  the  surreal  world  of  IRS  rules,  dead 
men  and  women  do  have  remaining  life  expectancies.) 

What  if  the  kids  are  minors?  You  can  leave  the  IRA  to  a  trust  for 
them,  fust  beware  a  bizarre  trap.  Say  your  will  provides  that  all  your 
assets  go  into  a  trust  for  your  kids  and  if  the  kids  die  before  they 
have  heirs,  old  penniless  Uncle  Joe  gets  what's  left  in  it.  (That  sort  of 


provision  isn't  unusual.)  The  IRS  insists  the  IRA  must  thus  be  dis- 
tributed based  on  old  Joe's  life  expectancy,  not  the  kids',  even 
though  he's  unlikely  to  ever  inherit  a  cent.  "A  trust  for  minors, 
which  is  one  of  the  most  basic  things,  has  become  one  of  most 
complicated  things  under  the  IRS  rules,"  laments  Boston  trust 
lawyer  Natalie  B.  Choate,  an  IRA  expert.  Still,  an  attorney  who 
understands  this  trap  (some  don't)  can  avoid  it  with  a  provision 
providing  retirement  accounts  can  go  only  to  the  younger  genera- 
tion, not  old  Joe.  Check  for  it. 

Meanwhile,  Choate  says,  it's  usually  best  to  name  your  spouse 
the  primary  beneficiary  directly— and  not  to  fool  with  putting  an 
IRA  into  a  spousal  or  "bypass"  trust. 

Finally,  if  you  inherit  an  IRA  from  a  parent,  ignore  any  broker 
or  bank  functionary  who  tells  you  to  take  the  money  out  and  roll  it 
over  to  an  IRA  in  your  own  name.  If  you  do,  the  withdrawn  cash  is 
immediately  taxable  and  the  IRS  won't  let  you  fix  it.  It  sounds  back- 
ward, but  an  IRA  must  remain  in  the  parent's  name  for  the  child  to 
stretch  out  deferral  over  the  child's  own,  longer  life  expectancy. 

0  Time  Your  Taxes 

It's  a  natural — and  usually  good — instinct  to  defer  paying  taxes  as 
long  as  you  can.  But  the  possibility  that  budget  deficits  will  eventu- 
ally push  tax  rates  higher,  combined  with  a  provision  that  allows 
you  to  convert  a  pretax  IRA  into  a  Roth  IRA,  could  make  paying 
taxes  before  you  must  a  smart  strategy. 

In  a  conversion,  you  declare  part  or  all  of  a  pretax  IRA  as  cur- 
rent income,  pay  federal  and  state  tax  on  what  you've  declared,  and 
then  move  it  into  a  Roth  IRA,  where  it  grows  tax  free.  Under  cur- 
rent law,  only  taxpayers  with  modified  adjusted  gross  income  (not 
including  distributions  from  IRAs)  of  $100,000  or  less,  can  convert. 

Say  you're  65  and  just  retired.  You've  got  a  nice  pile  of  taxable 
investments  and  weren't  planning  on  withdrawing  from  your  pre- 
tax IRAs  until  required  to  at  age  70  V2.  And  you  figure  on  leaving 
assets  to  your  kids.  Consider  converting  a  chunk  of  pretax  IRA 
assets  each  year  to  Roth  status — before  either  forced  distributions 
from  your  pretax  IRAs  or  tax  hikes  push  you  into  a  higher  bracket. 
A  71 -year-old  with  a  spouse  of  a  similar  age  has  to  take  at  least 
$37,735  from  a  $1  million  pretax  IRA.  In  2006  a  couple  claiming 
the  standard  deduction  pays  a  marginal  tax  rate  of  just  15%  on 
gross  income  of  up  to  $78,200  and  a  rate  of  25%  on  up  to  $140,600. 

A  conversion  pays  off  best  if  you  use  funds  from  outside  your 
IRA  to  pay  taxes  on  it.  Since  neither  you  nor  your  spouse  has  to  take 
any  minimum  distributions  from  a  Roth,  the  whole  converted  pot 
can  then  grow  tax  tree  for  your  kids,  who  can  stretch  tax-free 
growth  and  payouts  over  their  own  lives.  Even  better,  the  IRS  lets 
you  cherry-pick  which  assets  you  want  to  convert  and  then  change 

your  mind  later.  You  select  a 
batch  of  stock  in  your  IRA  you 
consider  due  for  a  rise  and 
move  it  to  a  Roth,  paying  taxes 
on  its  current  value.  If  you're 
wrong  and  the  stock  declines, 
you  can  undo  the  conversion 
by  Oct.  1 5  of  the  next  year  and 
get  the  conversion  taxes  back. 
You  can  then  try  the  conver- 
sion again,  at  the  lower  value, 
after  waiting  just  30  days.  F 


THIS  IS  PAUL. 


THE  KEY  IS,  NEVER  STOP  DOING  WHAT  YOU  LOVE!" 

Whether  you're  selling  out  concerts  or  you're  finally  going  back  to  music  school,  we  can  help  you  plan 
for  the  next  part  of  your  life.  We  have  the  experience  to  help  you  make  the  most  of  it.  So  see  if  you're- 
on  track.  Call  1.800. FIDELITY  and  we'll  review  your  plan  today. 


Smart  move: 


THIS  IS  RAY 


HE  HAS: 

6  SOURCES  OF  INCOME 

MULTIPLE  INVESTMENT  ACCOUNTS 

A  ROADSTER  THAT  NEEDS  A  LITTLE 
MORE  ROAD  TIME 

HEALTH-CARE  EXPENSES 

2  MORTGAGES 

SEVERAL  BANK  ACCOUNTS 

GRANDKIDS  HE  CAN'T  GET  ENOUGH  OF 

21  CHECKS  TO  WRITE  A  MONTH 

AND  HE  WONDERS  WHY  RETIREMENT 
IS  STARTING  TO  FEEL  LIKE  WORK. 


REACHING  RETIREMENT  IS  NO  SMALL  ACHIEVEMENT. 
WE'LL  HELP  YOU  SIMPLIFY  IT. 


►  Get  a  consolidated 
view  of  your 
retirement  finances 

►  Manage  Fidelity 
and  non-Fidelity 
investment  accounts 

►  Track  spending  and 
withdrawal  rates 
online  to  stay  on  plan 


If  you're  like  Ray,  managing  your  finances  and  making  sure  your  savings  will  last 
isn't  getting  any  easier.  With  the  Income  Management  Account  from  Fidelity  you 
can  take  control  of  your  income  and  expenses  all  in  one  place,  online.  The  first 
key  to  simplifying  retirement  is  having  a  plan  that  works  for  you.  And  nothing 
helps  you  stick  to  your  retirement  plan  like  the  Income  Management  Account. 
Because  your  next  job  shouldn't  be  managing  your  retirement.  It  should  be  living  it. 


Find  out  if  your  retirement  is  on  track  for  free  in  about  30  minutes. 
CALL  TODAY  1. 800. FIDELITY  •  Fidellty.com/plan 


INVESTMENTS 


Smart  move! 


Fidelity  Brokerage  Services,  Member  NYSE,  SIPC 


425449 
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era 


Philip  and  Janine  King  can 
stand  amid  their  investment. 


HILIP  D.  KING,  AN  INSURANCE  AGENT  AND  VOLUNTEER  FIRE 
chief  in  Bardwell,  Ky.,  wasn't  satisfied  with  the  money  his  IRA  was 
earning  in  mutual  funds.  So  last  year  King  channeled  a  chunk  of 
his  retirement  dollars  into  an  unconventional  venue:  He  bought 
246  acres  of  timberland  in  Hickman  County,  Ky.  He  and  his  sister, 
Janine,  who  invested  from  her  own  IRA,  paid  a  total  of  $180,000 
for  the  land  previously  owned  by  MeadWestvaco,  a  packaging 
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producer.  King  estimates  the  thousands  of  trees  and  underlying 
property  will  be  worth  as  much  as  $1.2  million  in  20  years.  "My 
IRA  was  earning  a  return  like  a  certificate  of  deposit,"  says  King, 
36,  who  now  joins  the  roster  of  individuals  and  private  owners 
who  control  three-quarters,  or  350  million  acres,  of  the  nation's 
woodland.  He  likes  the  tangible  nature  of  this  asset:  "You  can  go 
out  and  walk  on  it  and  say,  'I  own  this.' " 

Heartwarming.  But  is  timberland  a  smart  investment  in  an 
IRA?  For  most  people,  no.  Held  in  a  taxable  account,  timber  has 
the  rare  attribute  of  throwing  off  both  dividends  and  capital 
gains  that  are  taxed  at  the  low  15%  (maximum)  rate  for  long- 
term  capital  gains.  That  is,  if  you  sell  cutting  rights,  the  check 
you  get  is  considered  a  long-term  gain;  and  of  course  if  you  sell 
the  whole  lot  after  holding  for  a  long  time, 
the  appreciation  is  a  long-term  gain.  Put 
those  trees  into  your  IRA,  however,  and  you 
convert  both  cutting  fees  and  land  apprecia- 
tion into  ordinary  income  taxed  at  35% 
when  you  eventually  withdraw  it  in 
retirement. 

For  now  the  Kings  aren't  chopping  trees, 
but  they  are  making  money  renting  the  land 
to  hunters.  Outside  the  IRA  this  revenue 
would  be  taxable  at  ordinary  income  rates, 
so  the  shelter  is  of  some  value  here. 

Self-directed  IRAs,  the  kind  that  let  you 
pick  investments  like  candy,  are  quite  the 
rage  these  days,  growing  at  an  annual  rate  of 
25%,  compared  to  8%  for  the  overall  IRA 
market.  The  vast  majority  of  the  self- 
directed  money  is  in  self-directed  brokerage 
accounts,  meaning  that  the  saver  can  mix 
stocks,  bonds  and  funds  at  will.  But  the  con- 
cept includes  investments  that  are  far  less  tame.  Among  the 
permitted  investments:  business  ventures,  real  estate,  tax  liens, 
gold  bullion  and  oil  wells.  Outlets  that  are  off-limits:  life  insur- 
ance, S  corporation  stock,  alcoholic  beverages  and  collectibles 
like  artwork,  rugs  or  antiques,  warns  Ralph  Anderson,  partner 
at  Weiser,  a  New  York-based  accounting  firm. 

"People  want  to  take  more  control,"  says  Tom  W.  Anderson, 
head  of  Pensco  Trust,  a  custodial  firm  that  holds  self-directed 
IRA  assets.  They  can't  have  too  much  control.  The  custodian  in 
the  middle  must  purchase  the  land  or  other  assets.  People  like 
the  Kings  aren't  allowed  to  manage  their  property;  they  must 
hire  someone  else  to  do  that. 

The  main  no-no  is  "self-dealing,"  meaning  you  can't  benefit 
from  the  IRA  investment  beyond  its  tax-deferred  growth,  which 
you  will  tap  in  retirement.  So  forget  about  using  IRA  money  to 
buy  a  building  you  already  own.  You  — 
can't  operate  a  business  out  of  property 
owned  by  your  IRA.  Nor  can  you  use 
personal  funds  to  pay  for  property- 
related  expenses  and  dip  into  the  IRA 
for  reimbursement.  All  rental  profits 
must  go  into  the  IRA  account.  And  if 


You  can  invest 
your  IRA  in: 


Bonds 


Limited  partnerships 


Mutual  funds 


Reai  estate  (tax  liens,  property, 
REITs) 


Stock  (public  and  private) 

You  can't  in: 

Collectibles  (art,  rugs,  stamps) 


Life  insurance 


S  Corporations 


Your  business  (owned  by  you 
or  a  relative  before  IRA  set  up) 


Your  property  (ditto) 


you  sell  the  asset,  ditto  for  the  sales  proceeds. 

A  good  advisory  firm  can  help  you  navigate  the  rules. 
Violate  the.rules  and  the  Internal  Revenue  Service  might  treat 
your  entire  IRA  investment  as  an  early  (before  age  59  V2)  with- 
drawal. Then  you  must  pay  ordinary  income  tax  on  the  sum 
and  also  a  10%  penalty. 

If  timberland  is  often  a  poor  choice  for  IRA  investing,  what 
about  commercial  real  estate?  Almost  the  same  objection  can 
be  raised.  Real  estate  has  such  favorable  tax  treatment  outside 
the  IRA  that  it  doesn't  benefit  from  the  IRA's  umbrella. 

With  modest  leverage,  office  buildings  and  apartment 
houses  held  directly  throw  off  no  currently  taxable  income, 
because  the  rent  is  offset  by  operating  expenses,  depreciation 
and  interest.  The  payoff  that  comes  years 
down  the  road,  in  the  form  of  a  capital  gain, 
is  taxed  at  the  reduced  15%  rate  for  long 
gains. 

Put  that  same  building  into  your  IRA, 
however,  and  you  convert  the  gain  into  ordi- 
nary income  taxed  at  up  to  35%  at  with- 
drawal time.  Pretty  dumb. 

There's  yet  another  problem  for  IRA  real 
estate.  Use  any  debt  at  all  and  some  of  the 
rental  income  could  be  taxed  inside  the  IRA 
(as  a  form  of  "unrelated  business  taxable 
income" — don't  ask  what  that  is).  If  nothing 
else,  you  have  an  accounting  nightmare  on 
your  hands. 

Wait,  we  have  still  another  reason  to 
hold  real  estate  outside  the  IRA.  Outside,  the 
capital  gains  escape  taxation  if  you  still  hold 
the  property  at  your  death.  Say  your  apart- 
ment building  has  a  tax  basis  of  $100,000. 
You  die  when  it's  worth  $300,000.  Your  heirs  owe  no  income 
tax  on  the  $200,000  appreciation,  under  the  "step-up  at  death" 
rule.  But  if  the  property  is  in  your  IRA,  the  gain  is  taxed  at  ordi- 
nary income  rates. 

And  let's  not  forget  the  fees.  They  aren't  onerous,  but  even 
land  lying  fallow  costs  something  to  maintain,  beyond  property 
taxes.  To  make  the  forest  investment,  the  Kings  first  transferred 
the  funds  from  their  IRAs  to  a  custodian,  Trust  Administration 
Services  of  Carlsbad,  Calif.,  which  oversees  $1.4  billion  in  IRA 
assets  in  1 1 ,000  individual  accounts  and  charges  a  one-time  flat 
fee  of  $100  per  investment.  Philip  and  Janine  each  pay  this  cus- 
todian another  $190  a  year.  The  siblings  hired  a  self-directed 
IRA  advisory  firm  from  Leander,  Tex.  called  Asset  Exchange 
Strategies,  which  gives  the  Kings  the  paperwork  to  make  the  IRS 
happy.  For  $3,000  the  firm  set  up  a  limited  liability  company  to 


Real  estate  has  such  favorable  tax 
treatment  outside  the  IRA  that  it 
may  not  benefit  inside  one. 
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VISA 

'ISA  COMMERCIAL  SOLUTIONS.  When  it  comes  to  cash  flow,  timing  is  everything.  Visa  gives  you  business  payment  tools 
d  pay  or  get  paid  almost  any  way  you  want,  for  just  about  anything  you  want.  So  time  is  always  on  your  side.  Learn  more  at 
isa.com/commercial,  or  contact  your  commercial  banker.  Your  business  is  your  life.  Life  takes  Visa. 


When  a  global  leader  in  building 
management  needed  to  update  its 
IT  systems,  Web  services  were  an 
integral  component  of  the  solution. 
Critical  information  became  more 
accessible,  opening  up  new  levels 
of  accessibility  for  employees. 


give 
people  the  I 
right  tools,  success 
is  inevitable. 


Now,  customers  can  access 
building  controls  remotely  and 
share  data  between  separate 
applications.  The  net  result 
is  an  increase  in  cost  savings 
and  productivity. 

See  the  full  details  of  this  case  study 
at  microsoft.com/peopleready 


Your  potential.  Our  passion.  ' 

Microsoft 


(0  2006  Microsoft  Corporation.  All  rights  reserved.  Microsoft  and  "Your 
potential.  Our  passion.'  are  either  registered  trademarks  or  trademarks 
of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 
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manage  the  King  timberlands. 

The  Kings  haul  in  $4,800  a  year 
renting  the  land  to  people  chasing 
turkey,  ducks  and  deer;  out  of  this 
revenue  the  IRA  spends  $400  on 
property  taxes  and  $250  for  a 
$1  million  liability  insurance  policy 
on  the  timberland. 

Not  all  real  estate  investments 
are  direct  ownership  of  property. 
Maria  Fee,  42,  a  Houston  real  estate 


So  far  Fee  has  not  had  occasion 
to  call  in  a  foreclosure  attorney  or 
try  to  sell  repossessed  property.  A 
few  bad  experiences  may  alter  her 
cheery  view  of  subprime  lending.  In 
the  meantime,  we  can  think  of  at) 
least  one  thing  in  favor  of  putting 
junk  debt  into  a  tax-sheltered 
account:  It  throws  off  a  lot  of  income 
that  would  otherwise  be  taxed  at 
high  ordinary  income  rates. 


For  a  real  flier,  bet  IRA  money 
on  subprime  mortgage  paper. 


investor,  has  $100,000  of  her  IRA 
savings  invested  in  real  estate  debt — 
small  notes  that  have  high  yields  (as 
high  as  14%),  including  second 
mortgages  and  tax  liens  in  the 
$5,000-to-$  10,000  range.  Fee  prefers 
dealing  with  paper  obligations 
rather  than  the  property  ownership 
headaches  of,  as  she  puts  it,  "termites 
and  trash." 

Fee  buys  notes  from  mortgage 
brokers  and  lenders  who  lend  to 
owners  of  low-value  single  family 
homes  in  the  suburbs  of  Houston. 
Risky,  no?  Fee  insists  the  collateral 
protects  her.  "If  Exxon  goes  down, 
you  lose  your  investment,"  she  says. 
Fee  claims  that  her  IRA  has  more 
than  doubled  in  value  since  she 
started  buying  junk  debt  a  year  ago. 
For  Fee's  first  IRA  investment,  she 
had  to  pay  $50,000  for  a  deed  on  a 
seven-acre  property  with  two 
homes  on  it. 

If  the  owner  fails  to  buy  back  the 
deed  with  interest  within  the  next 
five  months,  Fee  will  take  possession 
of  the  property,  which  she  estimates 
is  worth  $185,000. 

Finding  the  investment  opportu- 
nity takes  some  work.  Fee  advertises 
in  newspapers  her  desire  to  buy  liens 
and  notes.  She  also  networks  with 
probate  attorneys  in  the  know  about 
lenders  who  have  taken  back  owner 
financing.  Sometimes  she  buys 
directly  from  a  bank,  other  times  at 
municipal  auctions. 


Another  type  of  investment  that 
people  are  putting  into  their  IRAs  is 
private  stock — that  is,  issues  not 
publicly  traded.  Brent  A.  McFarland, 
a  general  contractor  who  lives  in  San 
Diego,  invested  some  of  his  IRA 
money  in  a  California  community 
bank  stock  when  the  company  was 
in  the  early  stages  of  being  organ- 
ized. By  betting  on  this  private  stock, 
he  had  to  believe  that  the  bank 
would  go  public  and  thrive. 

Last  spring  McFarland  made  the 
investment  of  $10,000  for  1,000 
shares,  or  $10  per  share,  of  a  com- 
munity bank  headquartered  in  San 
Clemente  called  Pacific  Coast 
National  Bancorp.  In  May  the  bank 
opened  its  doors  in  two  locations, 
Encinitas  and  San  Clemente,  with  a 
handpicked  group  of  highly  experi- 
enced bankers  and  $23  million  in 
capital. 

So  far,  so  good.  It's  now  trading 
on  the  Pink  Sheets,  the  o-t-c  bulletin 
board,  where  the  stock  is  at  $14.50. 
McFarland's  investment  is  now  val- 
ued at  $14,500,  a  decent  apprecia- 
tion in  a  little  more  than  a  year. 

McFarland,  32,  realizes  the 
investment  he  made  for  his  retire- 
ment was  speculative.  "I  knew  I  was 
gambling,"  he  says.  "But  I  am  young. 
If  the  investment  didn't  pay  off,  I  am 
young  enough  to  make  it  up.  Would 
I  take  these  risks  at  an  older  age? 
Maybe  not.  I  will  be  more  conserva- 
tive as  I  get  older." 
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Advertisement 


W0RLD 
ECONOMIC 
FORUM 


COMMITTED  TO 
IMPROVING  THE  STATE 
OF  THE  WORLD 


The  World  Economic  Forum  is  working  throughout  the  year  to 
advance  progress  on  key  issues  of  global  concern. 
Here  are  some  notable  successes  in  2006: 


United  States:  World  Economic  Forum  opens  its  North  American  headquarters  in  New  York  which  is 
aimed  at  engaging  global  firms  in  the  Forum's  industry  activities. 

China:  World  Economic  Forum  establishes  a  Centre  for  Global  Growth  Companies  in  Beijing  to 
enable  emerging  multinationals  to  develop  into  the  next  generation  of  global  champions. 

Africa:  World  Economic  Forum  Member  companies  launch  the  first  business  alliance  to  reduce 
chronic  hunger  through  initiatives  including  expanding  rural  market  systems,  disseminating  effective 
business  models  and  microfinance. 


Latin  America:  Leaders  at  the  World  Economic  Forum  on  Latin  America  prioritize  actions  to  improve 
the  region. 

Young  Global  Leaders  discuss  innovations  that  will  transform  our  future  at  the  YGL  Annual  Summit. 


he  World  Economic  Forum  is  an  independent  international  organization  committed  to  improving  the  state  of  the 
/orld  by  engaging  leaders  in  partnerships  to  shape  global,  regional  and  industry  agendas. 


To  learn  more  about  the  achievements  of  the  World  Economic  Forum, 
please  visit  our  website:  www.weforum.org/latestsuccesses 


"icorporated  as  a  foundation  in  1971,  and  based  in  Geneva,  Switzerland,  the  World  Economic  Forum  is  impartial 
nd  not-for-profit;  it  is  tied  to  no  political,  partisan  or  national  interests. 
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Power  Player 

Alternative  energy  is  hot.  So  is  energy  infrastructure.  Sanjay  Shrestha 
tells  you  how  to  get  a  piece  of  these  sectors  |  By  Andrew  T.  Gillies 


NOT  MUCH  HAS  CHANGED  SINCE  THE  REFORMERS 
went  after  stock  analysts  in  the  aftermath  of  the 
tech  bust.  Brokerage  firm  analysts  are  still,  for  the 
most  part,  bullish;  its  hard  to  make  a  living  telling 
people  what  not  to  buy.  And  their  employers  still 
make  much  of  their  revenue  doing  investment  banking  for  com- 
panies the  analysts  are  expected  to  evaluate.  Still,  the  best  of  the 
breed  certainly  earn  their  keep  by  making  accurate  forecasts  of 
earnings.  Sanjay  Shrestha  is  one  of  these. 

Shrestha  fits  the  sell-side  archetype.  He  rates  15  of  the  18  stocks 
he  covers  a  "buy"  or  a  "strong  buy,"  and  many  of  those  are  com- 
panies for  which  his  employer,  First  Albany  Capital,  either  makes 
a  market  or  does  investment  banking.  That  hasn't  stopped  him  from 
making  extremely  accurate  predictions  about  earnings.  For  two  years 
he  has  won  a  spot  in  our  Best  Analysts  rankings,  based  on  data 
maintained  by  StarMine  about  individual  forecasts  (see  box,  p.  168). 


The  32-year-old  Shrestha  is  quick  with  a  laugh  and  holds 
forth  freely  on  topics  such  as  the  implications  of  the  polysilicon 
shortage,  the  history  of  20th-century  energy  infrastructure  or 
the  political  turmoil  that  has  recendy  shaken  Nepal,  the  land  of 
his  birth.  He  has  hopes  for  a  return  to  peace  in  Kathmandu  and 
is  grateful  for  the  opportunities  he's  had  in  America.  On  an 
undergraduate  scholarship  to  the  College  of  St.  Rose  in  Albany, 
he  switched  from  his  prior  interest  in  science  to  finance  and 
turned  that  background  into  a  Wall  Street  career.  In  2000  he  took 
a  job  at  First  Albany  covering  companies  that  are  developing 
new  energy  technologies.  Two  years  later  he  added  the  engineer- 
ing and  construction  services  sector. 

Both  sectors  are  hot  now.  Government  and  private  industry 
are  scouring  for  energy  sources  to  displace  imported  petroleum. 
Maintaining  the  existing  energy  infrastructure  will  demand  huge 
capital  outlays — on,  for  example,  the  electrical  grid.  Dallas  utility 
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JO  Blue  Chips  in  one  package.  Brilliant. 

liamonds  (DIA)  are  all  30  gems  of  the  Dow  Jones  Industrial  Average  wrapped  up  in  one  neat  exchange  traded  fund  (ETF). 
hey're  tax  efficient,  and  have  low  management  fees,  too.  Like  stocks,  Diamonds  can  be  traded  all  day  long,  are  subject 
i  similar  risks,  and,  of  course,  your  usual  brokerage  commission  applies.  It's  a  smart  way  to  add  luster  to  any  portfolio. 
rww.DowDiamonds.com.  Ticker  symbol  Amex:DIA.  The  30  blue-chip  companies  of  The  Dow  in  every  share. 


THE   DOW  INDUSTRIALS 

tate  Street 


[Lobal  Advisors 


ssgA.  DIAMONDS 


An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  company  carefully 
before  investing.  To  obtain  a  prospectus ,  which  contains  this  and  other  information,  go  to  www.DowDiamonds.com  or 
call  1-800-84 3 -2639.  Please  read  the  prospectus  carefully  before  investing.  Dow  Jones  Industrial  Average,SM  The  Dow® and 

Diamonds®  are  trademarks  of  Dow  Jones  &  Company,  Inc.,  licensed  for  use  by  State  Street  Global  Markets,  LLC.  Diamonds  are  not  sponsored, 
endorsed,  sold  or  promoted  by  Dow  Jones  and  Dow  Jones  makes  no  representation  regarding  the  advisability  of  investing  in  Diamonds. 
©2006  State  Street  Corporation 

ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  Diamonds  Trust,  a  unit  investment  trust. 
DIA000111 


 Forbes  Investment  Guide  i  Stocks  &  Bond 


On  the  Grid 


These  energy  technology  and  engineering  services  stocks,  recommended  by  Sanjay  Shrestha, 
are  suitable  for  investors  interested  in  long-term  growth. 


RECENT 
PRICE 


101.95 


COMPANY  PRICE 

CHICAGO  BRIDGE  &  IRON  $25.84 

DISTRIBUTED  ENERGY  SYSTEMS  7.02 

EVERGREEN  SOLAR  14.32 

FLUOR  101.95 

IMPCO  TECHNOLOGIES  9.28 

INFRASOURCE  SERVICES  19.90 

ITRON  70.99 

QUANTA  SERVICES  18.60 
QUANTUM  FUEL  SYS  TECHNOLOGIES  4.87 

WASHINGTON  GROUP  INTL  61.21^  

Prices  as  of  May  9. 

Sources:  FT  Interactive  Data,  Reuters  Global  Fundamentals  and 


 2006  EPS  ESTIMATE 

SHRESTHA  CONSENSUS 


MARKET 
VALUE  (SMIL) 

$2,523 


TXU,  for  example,  recently  unveiled  a  $10  billion  plan  to  boost  its 
power- generation  capacity  for  Texas.  Building  the  new  plants 
will  be  privately  held  Bechtel,  and  Fluor.  The  latter  makes 
Shresthas  favorites  list.  He  predicts  that  Fluor  will  earn  $3.15  a 
share  this  year.  You  can  buy  Fluor  for  32  times  that  sum. 

Shrestha  deems  management  key  when  sizing  up  an  engi- 
neering services  company  because  having  the  expertise  to  man- 
age costs  is  crucial.  "It  doesn't  matter  that  you've  got  that 
backlog,"  he  explains.  "It's  not  going  to  translate  into  earnings." 

His  number  one  engineering  pick  is  Washington  Group 
International.  The  Boise,  Idaho  company, 
which  pulled  in  half  its  $3.2  billion  in  2005 
sales  from  U.S.  government  contracts,  splits 
its  business  into  six  segments:  power,  infra- 
structure, mining,  industrial,  defense  and 
energy.  For  its  fiscal  year  ended  last  Decem- 
ber, power  was  the  largest  chunk,  at  24%  of 
revenue. 

Shrestha  likes  the  company's  double- 
digit  backlog  growth,  as  well  as  its  clean  bal- 
ance sheet  (it  carries  no  long-term  debt). 
The  stock  has  doubled  since  Shrestha  first 
recommended  it  in  November  2003,  but  its 
still  cheap  in  his  eyes.  Washington  Group  is 
valued  at  0.6  of  its  annual  revenues;  the 
construction-and-engineering  sector  as  a 
whole  trades  at  0.8  times  revenue.  Wash- 
ington sells  lor  25  times  Shresthas  2006 
earnings  forecast  of  $2.47. 

Alternative  energy— biofuels,  solar  panels 
and  wind  power — is  having  a  good  run  on 
Wall  Street  but  is  hard  to  evaluate  with  the 
usual  metrics  like  the  price/earnings  ratio. 
These  outfits  tend  to  swim  in  red  ink,  and  the 


stocks  get  bounced  around  by 
oil  prices  and  energy  angst.  In 
assessing  them  Shrestha  scru- 
tinizes the  soundness  of  a 
company's  technology.  If  it 
passes  muster,  he  then  tries  to 
understand  the  company's 
plans  to  compete  on  price 
with  incumbent  technologies. 
Finally,  as  with  engineering 
services,  he  looks  hard  at 
whether  management  has  the 
right  stuff. 

Shrestha  likes  Evergreen 
Solar.  The  Marlboro,  Mass. 
company  claims  its  technol- 
ogy allows  manufacture  of 
solar  cells  that  use  less  poly- 
silicon,  the  crystalline  silicon 
capable  of  conducting  elec- 
tricity. Shrestha  suggests  a  polysilicon  shortage  works  in  Ever- 
green's favor. 

He  also  likes  Wallingford,  Conn.'s  Distributed  Energy  Sys- 
tems, which  designs  systems  that  generate  power  on-site  for 
commercial  and  government  customers  and  equipment  that 
electrolyzes  water  to  make  hydrogen  fuel.  The  company  has  yet 
to  make  money,  but  Shrestha  thinks  it  could  reach  a  cash-flow 
break-even  in  the  second  half  of  2007.  His  estimate  on  the  2006 
loss  per  share  stands  at  35  cents,  1 1  cents  less  red  ink  than  the 
Wall  Street  consensus. 

THE  BEST  AND  THE  BRIGHTEST  [ 


Thomson  IBES  via  FactSet  Research  Systems.. 


You'll  find  Sanjay  Shrestha  in  our  annual  Best  Analyst  rankings  on  Forbes.com. 
Our  research  partner  for  the  survey  is  StarMine,  an  organization  that  grades 
equity  analysts  on  their  ability  to  forecast  profits  and  pick  stocks. 

To  measure  accuracy  in  earnings  forecasts,  StarMine  uses  several  items, 
namely  the  date  the  estimate  was  made,  the  proximity  to  numbers  subse- 
quently reported  and  how  the  analyst's  call  looked  relative  to  others  from 
colleagues  in  the  sector.  StarMine's  grading  of  stock-picking  ability  meas- 
ures how  well  each  analyst  performed  relative  to  his  or  her  peers,  the 
industry  and  the  overall  stock  market. 

The  stats  also  give  clues  to  character,  according  to  David  Lichtblau,  a  StarMine 
vice  president  and  longtime  analyst  watcher.  "The  guys  who  are  good  at 
earnings  estimates  tend  to  be  more  introverted,  better  at  modeling,  more 
spreadsheet-oriented,  more  on  top  of  the  fundamentals  of  the  business,"  he 
says.  In  contrast,  analysts  who  are  good  at  picking  stocks  often  have  a  better 
sense  of  trading  sentiment  and  the  pulse  of  the  market. 

A  year  ago  we  asked  the  ten  top  stock  pickers  to  provide  three  picks  each. 
This  portfolio  of  30  stocks  rose  46%,  compared  with  the  S&P  500's  12%.  For 
the  picks  of  this  year's  top  ten  and  for  more  on  Shrestha  and  the  best  analysts 
at  picking  stocks  or  making  earnings  forecasts — both  by  industry  and  over- 
all—go to  www.forbes.com/topanalysts.  —A.T.G. 
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7,000+ 

MUTUAL  FUNDS 
TO  CHOOSE  FROM 


EASY 

TO  USE 
MUTUAL  FUND 
SCREENER  &  TOOLS 


NEW  FREE 

POWERFUL 

RESEARCH 

5  INDEPENDENT  SOURCES 


Challenge  the  ordinary. 

Be  traordina 


SIGN  UP  TODAY  AND  GET  A  12-MONTH  MORNINGSTAR.COM 

SUBSCRIPTION  AT  NO  COST  (S135  VALUE)1 


1-800-731-5223  etrade.com/superstore 


E*  TRADE 

FINANCIAL 


i  should  consider  the  investment  objectives,  risks,  charges  and  expenses  of  a  mutual  fund  carefully  before  investing. 
!  fund's  prospectus  contains  this  and  other  important  information.  For  a  current  mutual  fund  prospectus,  please  visit 
ade.com/mutualfunds.  Read  the  prospectus  carefully  before  investing. 

fer  ends  December  31,  2006.  To  qualify  for  this  offer,  a  new  E*TRADE  Complete™  Investment  Account  must  be  opened  by  December  31,  2006  and  when  you  transfer  $20,000  or 
i  within  30  days  of  opening  the  account.  Other  important  terms  and  conditions  apply.  Visit  etrade.com/switchtoday  for  program  details.  This  $135  subscription  is  being  orovided 
u  for  educational  purposes  only.  The  content  has  been  written  by  a  third  party  not  affiliated  with  E*TRADE  FINANCIAL  Corp.  or  any  of  its  affiliates.  No  information  contained  on  the 
lingstar  website  has  been  endorsed  or  approved  by  E*TRADE  Securities,  and  E*TRADE  Securities  is  not  responsible  for  the  content.  The  subscription  will  terminate  at  the  end  of 
.2  month  trial.  Mormngstar  is  a  registered  trademark  of  Mornmgstar,  Inc.  E*TRADE  FINANCIAL  and  Morningstar,  Inc.  are  separate  and  non-affiliated  companies, 
rities  products  and  services  are  offered  by  E*TRADE  Securities  LLC,  Member  NASD/SIPC. 
106  E'TRADE  FINANCIAL  Corp.  All  rights  reserved. 
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Chris  Donaghe 
defense-stock  havu 


Defensive  Play 


THE  SPADE  DEFENSE  INDEX,  A  BENCHMARK  FOR 
defense,  homeland  security  and  aerospace  stocks, 
has  risen  an  average  15%  a  year  for  the  past  five 
years,  versus  a  2%  decline  for  the  broader  S&P  500. 
Too  late  to  get  on  board?  Yes,  if  you  think  terrorism 
will  recede  and  the  troops  will  be  returning  soon  from 
Baghdad.  No,  if  you  think  the  reverse. 

Appropriations  for  defense  and  antiterrorism  for  the  cur- 
rent fiscal  year  (ending  Sept.  30)  are  $532  billion.  But  that 


Those  "supplemental" 
appropriations  are  getting 
out  of  hand.  You  can  get  a 
piece  of  the  action  by  investing 
in  smaller  military  contractors. 
By  Matthew  Swibel 
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•shiba  recommends  Windows®  XP  Media  Center  Edition. 


Innovation  isn't  about  the  next  big  thing, 

it's  about  you. 


What  could  you  do  with  a  new  Qosmio  G35 
featuring  integrated  HD  DVD  technology?1 

At  Toshiba,  our  notebooks  are  designed  to  help  you 
do  more,  see  more,  hear  more  and  have  more  fun. 
We  know  you'll  enjoy  the  new  Qosmio™  G35.  It's 
our  most  feature-rich  multimedia  notebook  —  and 


the  first  notebook  in  the  world  with  an  integrated  HD 
DVD-ROM  drive,1  It's  powered  by  the  latest  Intel® 
Centrino®  Duo  Mobile  Technology  and  genuine 
Microsoft®  Windows®  XP  Media  Center  Edition 
2005.  And  it  also  includes  a  built-in  TV  tuner,2  DVR, 
1-bit  digital  amplifier  and  the  highest-resolution 
Toshiba  screen  ever.  It's  a  portable  powerhouse, 
designed  to  open  up  a.  whole  new  world  of 
entertainment  possibilities.  And  those  are  up  to  you. 


Possibilities  by  design. 


TOSHIBA 


G35.toshiba.com 
1.800.TOSHIBA 


;ause  HD  DVD  is  a  new  format  that  makes  use  of  new  technologies,  certain  disc,  digital  connection  and  other  compatibility  and/or  performance  issues  are  possible.  Advanced  interactive  and  navigation  features  of  the  HQ  DVP  Video  torrpgt.are.not  ,■■ 
irted  by  this  product.  See  HD  DVD  Technology  Legal  Footnote  at  www.info.  toshiba.com.  HD  DVD-ROM  drive  is  only  available  on  the  Qosmio  G35-AV650  model.  2.  TV  tuner  will  Junction  only  .in  the  country  where  the  computq^was  purchased'  Gosmib 
ademark  of  Toshiba  America  Information  Systems.  Inc.  and/or  Toshiba  Corporation.  Centrino,  Centrino  logo,  Intel,  and  Intel  logo  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  Slate's  and  other  'countries! 
soft  and  Windows  are  registered  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries.  All  other  trademarks  are  the  property  of  their  respective  owners.  Screen  images  are  simulated.  While  Toshiba  tias  made  every  effort  at 
ne  of  publication  to  ensure  the  accuracy  of  the  information  provided  herein,  product  specifications,  configurations,  prices,  system/component/options  availability  are  all  sub|ect  to  change  without  notice,  for  the  most  up-to-datfe  product  in.  forma  uo'n 
your  computer,  or  to  stay  current  with  the  various  computer  software  or  hardware  options,  visit  Toshiba's  website  at  pcsupport.toshiba.com.  Reseller/Retailer  pricing  may  vary.  -.  .2006  Toshiba  America  information  Systems,  Inc.  All- rights  reserved  - 
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Bio  Spending.  Bio  Rewards 


Thanks  to  a  growing  reliance  on  supplemental  appropriations  as  a  way  of  funding  military  operations,  these  companies 
should  provide  better  insulation  from  future  core  defense  budget  cuts. 


f 

PRICE 

5-YEAR 

BOOK 

52-WEEK 

SALES 

EPS 

VALUE/ 

COMPANY 

RECENT 

HIGH 

P/E 

(SMIL) 

GROWTH  % 

SHARE 

ARGON 

S31.38 

$37.00 

29 

$283 

26% 

$11.26 

DRS  TECHNOLOGIES 

56.98 

59.50 

23 

1,451 

22 

26.28 

ESSEX 

20.82 

25.06 

50 

160 

NA 

6.67 

FUR  SYSTEMS 

25.08 

36.36 

22 

518 

NA 

5.33 

HARRIS 

47.02 

51.99 

31 

3,304 

57 

11.94 

Prices  as  of  May  8.  NA:  Not  applicable.  Source:  Reuters  Fundamentals  via  FactSet  Research  Systems. 

doesn't  include  all  the  Iraq  war  and  homeland  security 
spending  tucked  into  "supplemental"  appropriation  bills. 
Throw  those  in,  and  we're  probably  spending  at  least  $648 
billion,  estimates  the  Cato  Institute.  In  real  terms  this 
is  the  highest  that  defense  spending  has  been  since  the 
Korean  War. 

Some  budget-shaving  is  all  but  inevitable  in  fiscal  2007.  In 
April  Merrill  Lynch  warned  investors  that  the  Pentagon  has 
reduced  its  five-year  spending  plans  by  $5  billion.  This  is  on  top 
of  $10  billion  of  cutbacks  already  announced.  Still,  the  impor- 


Off-budget  share  of  discretionary 
military  spending  rose  13  points  to 
22%  in  the  five  years  to  fiscal  2006. 


>•••••■ 


tant  spending  can  creep  back  in  via  the  supplementals.  Cato 
budget  guru  Stephen  Slivinski  reckons  the  percentage  of  discre- 
tionary military  spending  that  is  funded  outside  the  main 
budget  rose  13  points  to  22%  between  fiscal  2001  and  fiscal 
2006.  (Nondiscretionary  spending  covers  commitments  such 
as  military  pensions.) 

Chris  W.  Donaghey,  an  analyst  at  investment  firm  Sun- 
Trust Robinson  Humphrey  in  Atlanta,  says  that  smaller, 
faster-growing  defense  contractors  are  most  sensitive  to  the 
supplemental  appropriation  process.  Donaghey,  who  sails  as 
a  Navy  reservist  five  and  a  half  weeks  a  year,  likes  companies 
whose  products  are  used  to  bring  information  to  soldiers  in 
the  field.  He  has  a  buy  on  Harris  Corp.,  the  company  with  the 
leading  market  share  in  battlefield  radios.  Almost  all  of  its 
34%  topline  growth  in  its  tactical  radio  business  for  each  of 
the  last  three  years  has  come  from  the  military's  supplemen- 
tal spending.  Shares,  at  a  recent  $46,  have  increased  128% 


since  Donaghey  issued  a  buy  in  early  2004. 

Flir  Systems  sells  infrared  imaging  gear  that  allow  troops  to 
operate  better  at  night.  "It's  especially  useful  since  reconnais- 
sance missions  are  given  high  priority  in  battling  insurgents,' 
says  Donaghey.  There's  another  reason  Flir  shares  have  risen 
10%  so  far  this  year:  Infrared  is  used  to  stop  illegals  at  the  Mex- 
ican border. 

Donaghey  also  likes  Essex  Corp.,  whose  optical  processing 
and  proprietary  digital  algorithms  analyze  piles  of  data  for 
defense  and  intelligence  outfits.  Operating  margins  fell  below 
5%  in  the  first  quarter,  but  Donaghey 
expects  that  figure  to  rise  as  Essex 
replaces  subcontractors  with  its  own! 
staff  on  the  company's  largest  accounts. 

DRS  Technologies,  a  hodgepodge  of  a 
military  supplier,  makes,  among  other 
things,  thermal  imaging  systems,  elec- 
tronic sensor  systems  and  tactical  computer  systems  for  the  bat- 
tlefield. The  government  accounted  for  96%  of  its  $1.3  billion  in 
sales  for  the  2005  fiscal  year.  With  25  companies  purchased  in 
the  past  decade,  DRS  has  been  on  an  acquisition  binge  but  has 
managed  to  avoid  diluting  its  earnings  in  the  process.  Donaghey 
expects  another  boost  from  the  acquisition  of  Engineered  Sup- 
port Systems,  which  provides  services  to  deployed  military  bases 
including  power  generation  and  water  filtration.  Earnings  at  DRt 
for  the  nine  months  to  December  2005  rose  26%  over  the  samt 
period  in  the  previous  year,  to  $52.7  million. 

An  easy  diversification  play  comes  from  the  Powershare: 
Aerospace  &  Defense  Portfolio,  a  $92  million  exchange-tradec 
fund  that  tracks  the  57  stocks  in  the  Spade  Defense  Index 
Larger  outfits  such  as  United  Technologies  and  Lockheed  Mar 
tin  dominate  this  market-value-weighted  index,  which  trade 
at  19  times  earnings.  The  index  represents  2.6%  of  the  S&P  500 
The  fund  runs  up  overhead  of  0.6%  a  year. 


Please  turn  the  page  for  our  special  gatefold  feature.  Q 


172      FORBES      JUNE  5,  2006 


Your  company's  IPO.  The  most  crucial  moment  in  its  history 
Who  else  would  you  trust  with  that? 
Global  Banking  |  Global  Capital  Markets  |  Global  Transaction  Services 

Kib.com 


citigroupj 

corporate  and 
investment  banking 


Across  industries,  across  borders,  our  IPO  clients 
share  a  common  belief. 


Sealy 


Properties 


April  2006 
$515,200,000 


April  2006 
$125,150,000 


Initial  Public  Offering 
Bookrunner 


Initial  Public  Offering 
Bookrunner 


EiEEMS 

April  2006 
$194,534,000 


Initial  Public  Offering 
Bookrunner 


HealthSpring 

February  2006 
$421 ,590,000 


M  SMART 

===     Modular  Technologies. 

February  2006 
$163,640,000 


Ternium 


January  2006 
$542,860,000 


Initial  Public  Offering 
Bookrunner 


Initial  Public  Offering 
Bookrunner 


Initial  Public  Offering 
Bookrunner 


This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  these  securities. 
This  announcement  appears  as  a  matter  of  record  only. 


trade 


Slobal  Markets,  Inc.  Member  SIPC.  All  nc 
irvice  marks  of  Citigroup  Inc.  or  its  affiliat 


ibrella  Device  are 
hout  the  world. 


TGMPSTAFF  GROUP 


J5S  MAGELLAN' 


GOVERNO 
DEMINAS 


March  2006 
$174,740,000 


February  2006 
$539,000,000 


February  2006 
$371,834,000 


Initial  Public  Offering 
Bookrunner 


Initial  Public  Offering 
Bookrunner 


Initial  Public  Offering 
Bookrunner 


Sparklnfrastructure 


)  Dawnay,  Day  Treveria  PLC 


BRITVIC 


December  2005 
$1,225,000,000 


December  2005 
$483,100,000 


December  2005 
$822,100,000 


Initial  Public  Offering 
Bookrunner 


Initial  Public  Offering 
Bookrunner 


Initial  Public  Offering 
Bookrunner 


They  trust  our  experience,  expertise,  and  above  all,  our  ability  to  get  the  job  done.  CltlCjrOUpJ 
Successful  deals  like  these  are  a  select  few  of  the  many  we've  completed  over  the  past  year.  corporate  and 
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A  Billion  Opportunities 

Only  90  million  people  in  India  have  cell  phones,  but  companies 
are  scrambling  to  connect  the  rest  of  the  population.  Here's  how 
to  profit  from  the  situation  I  By  Paul  M.  Murdock 


KEVIN  M.  ROE,  THE  NUMBER  FOUR  STOCK  PICKER 
among  all  analysts  in  this  year's  Best  Analysts 
ranking  (see  box,  p.  168),  specializes  in  U.S.  wire- 
less stocks,  but  it's  India  that  grabs  his  attention. 
"Wireless  subscriber  growth  in  India  is  the  most 
compelling  story  in  the  global  market,"  says  Roe,  who  runs  a 
boutique  research  shop  in  Dorset,  Vt. 

Of  India's  1 . 1  billion  people,  90  million  have  cell  phones,  one 
of  the  lowest  penetration  rates  in  Asia.  But  the  flip  side  of  that  is 

the  potential  for  one  of  the  fastest  sub-   

scriber  growth  rates.  In  the  first  quarter 
of  2006  India  gained  14  million  new 
users,  more  than  triple  the  increase  in 
the  first  quarter  of  2005.  Citigroup's  head 
of  Asian  telecommunications  research, 
Anand  Ramachandran,  credits  increased  coverage,  decreased 
handset  costs  and  innovative  pricing.  (Citigroup  has  an  invest- 
ment banking  or  investment  relationship  with  some  of  the 
Indian  telecom  companies  mentioned  in  this  article.) 

Roughly  3,500  of  India's  5,400  towns  and  cities  have  cellular 
service,  up  from  2,500  a  year  ago.  Ramachandran  expects  them 
all  to  have  coverage  within  12  months.  By  then,  he  reckons,  two 
out  of  five  urban  Indians  will  own  cell  phones,  and  operators  will 
turn  to  the  half-million  rural  villages  where  wireless  stations  are 
cheaper  to  install  than  copper  pairs. 

Ramachandran  is  bullish  on  New  Delhi's  Bharti  Airtel, 
India's  largest  wireless  provider,  with  22%  of  the  market. 
"Bharti  is  one  step  ahead  of  the  pack,"  says  Ramachandran, 

No  Strings  Attached  

There  are  few  pure-play  investments,  but  most  of  these  companies  are  poised  to 
benefit  from  wireless  subscriber  growth  in  India. 


pointing  to  its  recent  rollout  of  nationwide  coverage  and  its  p 
nership  with  the  U.K.'s  Vodafone  Group  and  Singapore's  lar 
telecom  company,  Singtel.  Ramachandran  also  likes  Bharti's  si 
growth  of  41%  to  $2.6  billion  in  the  March  2006  fiscal  year 
its  customer-grabbing  cheap  prices.  Bharti  offers  free  incom 
calls  for  the  lifetime  of  the  operator  for  a  lump-sum  paymerj 
$22.  It  charges  a  national  average  three  cents  per  minute — Inji 
price  is  the  lowest  in  Asia — betting  that  once  customers  \ 
phones,  they'll  rack  up  the  minutes. 


In  a  year,  all  of  India's  towns  and 
cities  will  have  cellular  service. 


>•  ••• 


Bharti  looks  expensive  at  39  times  its  trailing  12-month  e 
ings,  compared  with  13  for  New  York's  Verizon  Communicatj 
But  security  analysts  are  optimistic  that  subscriber  growth  will 
ble  earnings  over  the  next  12  months,  cutting  Bharti's  P/E  t<) 
Analysts  also  think  that  over  the  next  three  to  five  years  Bharti  c| 
easily  generate  34%  annualized  earnings  growth  versus  394 
Verizon.  Mumbai-traded  Bharti  does  not  have  an  Amen 
Depositary  Receipt.  New  York- listed  Vodafone,  with  a  10% 
in  Bharti,  is  a  side  door  into  India. 

Mahanagar  Telephone  Nigam  has  brand  recognition 
Ramachandran  is  leery  of  its  bloated  workforce,  outdated  M 
line  operations  and  erratic  wireless  service.  "The  advantage 
good  name]  erodes  with  every  passing  year,"  he  says.  Hutcli 
Telecommunications  Internatiom 
^^^^^^^^^^^   Hong  Kong  company  that  has  a 
stake  in  Hutchison  Essar,  a  win 
operator  in  India,  gets  you  a  piece  a 
growth  potential  in  the  subcontinen 
Motorola  recently  introduced  a  h 
set  for  less  than  $40,  which  helps  ad 
what  Ramachandran  calls  the  afforc 
ity  barrier.  Motorola  has  partner 
with  Bharti  and  Hutchison  Essar! 
recently  announced  an  alliance  witl 
tributor  Hariyali  Kisaan  Bazaar,  im] 
ing  its  access  to  rural  markets.  Shai 
Motorola  currently  trade  for  17  times 
2006  consensus  earnings-per- share 
mate  of  $1.31.  Other  manufacturers 
strong  sales  in  India  include  Scandir 
Nokia  and  Ericsson. 


Prices  as  of  May  8.  'Annualized;  forecasted  over  next  three  to  five  years.  2Trades  on  Sensex  Tech  in 
Mumbai,  currently  not  available  as  ADR.  ADR:  American  Depositary  Receipt.  NA:  Not  available. 
Sources:  FT  Interactive  Data,  Reuters  Fundamentals  and  Thomson  IBES  via  FactSet  Research  Systems. 
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Edward  Jones  helps  clients  understand  the  entire 
financial  puzzle.  They  rely  on  Xerox  color  to  call  attention 
to  possibilities  that  are  right  for  each  investor. 
There's  a  new  way  to  look  at  it. 
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A  Gently  Warming  Sun 

Forget  Asia's  hot  markets,  says  a  veteran  fund  manager: 
Recovering  Japan  offers  better  deals  |  By  Tim  Kelly 


I  T  HAS  TAKEN  15  YEARS  AND  SEVERAL  FALSE  STARTS  TO 
I  fix,  but  Japans  broken  economy  is  back  in  good  repair. 
I  Gross  domestic  product  in  the  final  quarter  of  2005 
I  expanded  an  annualized  5.4%,  outpacing  growth  in  the 
I  U.S.  and  Europe.  The  central  bank  signaled  in  March  that 
seven  years  of  deflation 

Small  But  Sjgrjjfjtfrji 


Fund  for  Asian  equities  specialist  Atlantis 
Investment  Management  in  London.  He 
likens  todays  Japan  more  to  the  U.S.  of  20 
years  ago  than  to  Japan  itself  in  the  high- 
growth  years  following  World  War  II.  In  the 
U.S.,  growth  wasn't  spectacular,  he  says.  "You 
had  3%  or  4%  a  year,  yet  the  stock  market 
did  exceptionally  well  for  20  years.  I  think 
Japan  is  like  that  now." 

Seen  through  the  lens  of  nearly  four 
decades  in  Tokyo,  that  view  convinces 
Merner  that  Japanese  stocks  are  a  smart 
buy  for  U.S.  investors  wanting  a  piece  of 
Asia's  growth.  China  and  other  countries 
in  the  region  may  have  more  vibrant 
economies  than  Japan,  but,  he  reckons,  an 
oversupply  of  shares  and  poor  corporate 
governance  makes  investing  in  them 
"more  like  speculating." 

He's  been  right  so  far.  Japan's  benchmark 
Nikkei  225  stock  index  is  trading  near 
17,000,  up  50%  from  a  year  ago.  It  is  still, 
though,  less  than  half  its  peak  of  38,9 15: 
reached  in  1989  just  before  the  collapse  of 
an  asset  bubble  plunged  Japan  into  a  lost  decade  of  economic  woe. 

In  the  past  year  the  price  of  a  share  in  Merner's  dollar- 
denominated  closed-end  fund  has  risen  53%,  nose  to  nose  with 
the  big-company  Nikkei  and  easily  outpacing  the  smaller-corn 
pany  Second  Section  index  of  the  Tokyo  Stock  Exchange,  which 


Ed  Merner  sees 
Japan  through  a 
veteran's  eye. 


had  ended  when  it 
eased  measures  that  for 
five  years  had  kept 
financial  markets  awash 
in  cash.  Corporate  prof- 
its are  up,  and  jobless- 
ness is  down.  Officials 
in  Tokyo  are  gleeful 
about  what  they  predict 
will  become  the  longest 
period  of  economic 
growth  since  Japan's 
defeat  in  World  War  II. 

Edwin  C.  Merner  is 
less  sanguine.  The  64- 
year-old  American  man- 
ages the  $600  million  At- 
lantis Japan  Growth 


These  nine  small  and  medium-size  companies  meet  fund  manager  Ed  Merner's 
criteria  for  operating  in  niche  markets  with  good  growth  prospects. 


STOCK  PRICE  ; 


COMPANY/BUSINESS 

RECENT 

52-WEEK 
HIGH 

P/E 

CHIMNEY/restaurants 

$29.25 

$35.23 

32 

JAPAN  ELECTRONIC  MATERIALS/semiconductor  probe  cards 

28.98 

31.26 

28 

MICRONICS  JAPAN/semiconductor  probe  cards 

48.18 

55.08 

31 

NIHON  CHOUZAI/pharmacies 

41.90 

39.92 

25 

NIHON  DEMPA  KOGYO/quartz  crystal  devices 

46.74 

52.95 

36 

NIKKATO/ceramics 

8.27 

8.68 

16 

RIVER  ELETEC/electronic  parts,  quartz  devices 

8.07 

8.72 

42  

SU'NX/sensors 

26.74 

26.94 

25 

TSURUYA  SHOE  STORE/retailing 

14.42 

20.43  13 

Figures  in  U.S.  dollars  as  of  May  8.  Source:  Reuters  Fundamentals  via  FactSet  Research  Systems. 
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We've 

SEEN  A  LOT  OF 

E   T  IFF  TNT  A  f\  C\  \ 


1UU 


/EARS. 


We  were  there  when  FDR  began  to  lift  the  country 
out  of  the  Great  Depression.  Did  our  part  during 
World  War  II.  Heard  Martin  Luther  King,  Jr.  tell  the 
truth.  We  were  huddled  around  the  television — 
just  like  you — when  Neil  Armstrong  took  the  first 
steps  on  the  moon.  We've  witnessed  power  shifts 
in  Washington.  And  dramatic  social  change. 
We've  seen  anger.  And  joy.  And  triumph.  And  we 
understand  just  how  fast  life  can  change. 

This  year,  Transamerica  Occidental  Life  Insurance 
Company  celebrates  one  hundred  years  of  helping 
individuals,  families,  and  businesses  protect  and 
plan  for  the  future.  In  an  age  where  things  come 
and  go  very  quickly,  one  hundred  years  of  stability 
is  certainly  something  to  celebrate. 


Wit 

m 


act  your  financial  professional,  or  call  1-800-PYRAMID  •  www.transamerica.com 


Transamerica 

1906  ★  100  YEARS  *  2006 


The  Power  of  the  Pyramid 


nee  products  underwritten  by  Transamerica  Occidental  Life  Insurance  Company,  Cedar'  Rapids,  IA,  founded  in  1906,  and  its  affiliates.  In  New  York,  insurance  products  undervv 
by  Transamerica  Financial  Life  Insurance  Company,  Purchase,  NY.  Not  available  in  all  states.  Transamerica  companies  are  members  of  the  AEGON  Group 
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more  closely  resembles  Merner's 
portfolio.  Merner's  ten-year-old 
fund  would  have  quadrupled  the 
money  of  a  brave  and  patient 
investor  from  day  one  (the  fund  lost 
money  for  its  first  three  years), 
against  a  doubling  of  the  Second 
Section. 


year  ended  Mar.  31,  2005  rose  30% 
to  $105  million.  (The  2006  figure  is 
due  soon.)  Net  income  rose  50%  to 
$11  million.  Micronics  Japan  in  the 
year  to  Sept.  30,  2005  raised  sales 
42%  to  $210  million;  net  profit  rose 
by  a  half  to  $13  million.  They  are 
trading  at  27  and  26  times  prospec- 


China  may  have  a  more  vibrant 
economy,  but  investing  there  is 
"more  like  speculating/" 


ii 


>•••••• 


If  you  want  growth,  says  Merner, 
skip  the  giants  like  Sony  and  go  for 
smaller  manufacturers  of  electronic 
devices  and  components  with  a 
knack  for  miniaturization.  "Even  the 
really  good  big  companies  are  not 
going  to  grow  so  quickly,"  he  says.  In 
evidence,  he  offers  Matsushita  Elec- 
tric Industrial,  the  maker  of  Pana- 
sonic televisions  and  DVD  players; 
sales  at  $78.5  billion  were  up  only 
2%  in  the  year  that  ended  in  March. 
It  will  rely  on  cost  cuts  to  generate  its 
earnings  growth. 

Merner  does,  however,  like  one 
of  Matsushita  Electrics  affiliates, 
Sunx.  Factory  owners  looking  to 
save  money  through  automation  are 
buying  more  of  the  company's  sen- 
sors and  control  devices.  Revenue  at 
Sunx,  which  is  based  in  Aichi  in 
central  Japan  and  employs  just  400 
people,  has  doubled  in  the  past  four 
years  to  $191  million,  on  which  it 
netted  $19  million.  The  shares  have 
risen  85%  since  October  and  cur- 
rently trade  at  25  times  earnings,  but 
Merner  thinks  they  are  still  a  buy,  as 
industrial  automation  will  continue 
to  drive  strong  demand  for  the  com- 
pany's products. 

Merner  favors  Japan  Electronic 
Materials  and  Micronics  Japan, 
both  makers  of  probes  used  to  spot 
flaws  in  etched  silicon  wafers 
before  they  are  turned  into  elec- 
tronic chips.  Merner's  reasoning: 
The  current  upturn  in  the  chip 
market  will  likely  last  for  a  while. 

Sales  at  Japan  Electronic  in  the 


tive  earnings,  respectively. 

Merner  advises  investors  to  steer 
clear  of  companies  in  nonferrous 
metals,  shipbuilding,  agricultural 
machinery  and  steel.  Profits  won't 
grow  fast  enough  in  the  next  few 
years  to  justify  their  share  prices,  he 
says.  He  also  avoids  airlines  and 
most  retailers,  which,  he  cautions, 
are  beset  by  "too  much  competition 
and  low  profit  margins." 

Merner  sees  investment  oppor- 
tunity in  Japan's  graying.  "The  gov- 
ernment's health  care  program  is 
bust,  so  they  have  to  do  something 
to  cut  their  costs,  and  one  thing 
they  have  to  do  is  use  more 
(cheaper)  generic  drugs,"  he  says. 
One  company  set  to  benefit  is ; 
Nihon  Chouzai,  which  owns  186 
prescription  drug  pharmacies 
across  Japan.  The  $520  million 
(2005  sales)  company  announced 
in  February  plans  to  sell  its  own 
brand  of  generic  drugs. 

U.S.  investors  can  buy  Merner's 
Guernsey  closed-end  fund  on  the 
London  Stock  Exchange.  Brokerage 
commissions  would  add  $30  at  dis- 
counter Charles  Schwab  &  Co.,  for 
.  up  to  1,000  shares,  but  since  they 
are  quoted  in  dollars,  you  don't 
have  a  currency  conversion  cost. 
The  fund  racks  up  expenses  of 
1.75%  of  assets  and  trades  at  a  4%' 
premium  to  net  asset  value.  You  can 
buy  smaller  Japanese  stocks  in 
Tokyo,  but  you  will  incur  some 
transactional  friction  from  the  cur- 
rency conversions. 
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Circumstance  and  billions  in  investment  have  created  a  business  environment  like 
no  other.  Louisiana's  transformation,  including  political  and  educational  reform,  is  a 
recognition  from  top  to  bottom  that  Louisiana's  future  will  be  market  driven.  All  of 
which  spells  advantage  and  opportunity.  To  capitalize,  call  Don  Pierson  at  225-342-0215 
or  visit  LouisianaForward.com. 
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EXICAN  CEMENT  MANUFACTURERS.  JAPANESE 
shipping  companies.  Pulp-arid-paper  makers. 
Dull  as  dishwater  to  most  investors.  "People  don't 
like  them.  They  have  low  expectations  for  them," 
says  Bernard  R.  Horn,  head  of  Polaris  Capital 
Management,  with  $1.8  billion  under  management.  But  such 
unglamorous  businesses  have  handsomely  rewarded  Horns 
shareholders.  His  $400  million  Polaris  Global  Value  Fund  has  re- 
turned an  annualized  17.7%  in  the  past  five  years,  far  outpacing 
the  Morgan  Stanley  Capital  World  Index's  6%. 

From  his  office  in  Boston,  Horn  scours  the  globe,  from 
Scandinavia  to  Mexico,  in  search  of  dull  stocks  that  happen  to 


be  cheap.  The  first  thing  he  looks  for  in  a  company  is  not  net 
earnings  but  free  cash  flow,  which  he  defines  as  cash  flow  from 
operations  minus  maintenance-level  cap-ex.  "Its  useless  to  use 
net  profits  to  compare  companies  globally,"  he  says,  as  the  fig- 
ures can  be  easily  manipulated  or  affected  by  local  accounting 
and  tax  rules.  A  software  company,  for  instance,  could  capital- 
ize or  expense  the  cost  of  software  development,  while  steel 
companies'  tax  rates  could  vary  based  on  the  country  in  which 
they  operate.  But,  says  Horn,  "There's  either  cash,  or  there  isn't." 

Though  Horn  is  a  self-described  "cash-flow  junkie,"  there  is 
no  good  database,  he  says,  that  allows  comparison  between  a 
company's  free  cash  flow  and  that  of  its  peers.  Since  companies 


Bernie  Horn 
sees  a  world 
of  value. 


Global  Bargain  Hunter 

Bernie  Horn  scours  boring  companies  in  dozens  of  countries,  looking 
for  cheap  stocks  promising  exciting  returns  |  By  Susan  Kitchens 
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We  thought  about  letting  the 
S&P  500  win  for  a  change. 

(But  then  we  thought,  nah.) 


Schwab  Core  Equity  Fund 


As  of  3/31/06  (SWANX) 


Schwab  g[ 


S&P  500r  Index 


Beating  the  S&P  500s  is  tough.  Beating  it  consistently 
for  nearly  10  years?  Now,  that  takes  discipline.  Which 
fortunately  is  something  the  Schwab  Core  Equity  Fund™ 
management  team  has  in  abundance.  That,  plus  the  addition 
of  Schwab  Equity  Ratings8 — our  uniquely  objective  stock 
evaluation  system,  designed  to  help  identify  the  kind  of 
benchmark-beating  opportunities  you  won't  find  in  any 
analyst  report.  It's  almost  enough  to  make  you  feel  sorry  for 
the  S&P  500;  Almost. 


Performance  data  quoted  is  past  performance  and  is  no 
guarantee  of  future  results.  Current  performance  may  be 
lower  or  higher.  Visit  www.schwab.com  for  more  recent 
month-end  performance  information. 


oking  for  ways  to  help  you  beat  the  market? 
300-4SCHWAB  /  SCHWAB.COM 


SCHWAB 


estors  should  carefully  consider  information  contained  in  the  prospectus,  including  investment  objectives, 
ks,  charges  and  expenses.  You  can  request  a  prospectus  by  calling  800-435-4000.  Please  read  the  prospectus 
'e fully  before  investing. 

estment  value  will  fluctuate,  and  shares,  when  redeemed,  may  be  worth  more  or  less  than  original  cost. 

S&P  500  Index  is  a  capitalization-weighted  index  of  the  500  largest  companies  from  leading  industries  and  treats  dividends  as  reinvested.  Indexes  are 

anaged,  do  not  incur  management  expenses  and  cannot  be  invested  in  directly. 

106  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC.  (0506-5753)  ADP34623 
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don't  break  out  maintenance  cap-ex  from  expansion,  he  fre- 
quently has  to  estimate  it.  As  a  proxy,  he  suggests  using  the 
readily  available  ratio  of  price  to  the  sum  of  net  income  and 
depreciation.  (We'll  do  that  for  the  ratios  in  this  article,  which 
are  based  on  Horn's  analysis  as  of  Apr.  30.) 

Horn  begins  with  a  universe  of 24,000  companies  in  50  coun- 
tries, which  he  boils  down  to  a  500-strong  set  of  companies  that 
look  most  promising  by  his  cash-flow  criteria.  He  then  looks  at 
those  in  more  detail,  often  making  visits.  He  typically  holds  75 
companies  in  his  fund.  In  recent  years  he  has  found  more  value 
outside  the  U.S.  than  in  it.  Only  a  third  of  the  Polaris  Global  Value 
Fund's  portfolio  is  in  U.S.  stocks.  Apart  from  4%  in  cash,  the  rest 
is  in  non-U.S.  equities,  such  as  BHP  Billiton,  an  Australian  met- 
als and  minerals  company  that  would  be  his  largest  holding  had 
the  rect  ot  UnitedHealth  Group  acquisition  of  Pacificare  not  rolled 
two  of  lis  holdings  into  one  that  was  larger. 


a  new  revenue  stream  for  the  $10  billion  (2005  sales)  company. 
It  trades  at  6.4  times  net  plus  depreciation,  compared  with  6.9 
times  for  the  average  wireless  carrier. 

Horn  is  cautious  on  Europe,  but  he  sees  a  handful  of  com- 
panies worth  a  second  look.  Solvay,  an  $11  billion  Belgian 
health  care/chemicals/plastics  concern,  plans  to  expand  in  Asia; 
it  trades  at  a  multiple  of  6.7  times,  compared  with  13.1  times 
net  plus  depreciation  for  its  peer  group.  "It's  a  health  care  com- 
pany at  a  chemical  company  multiple,"  says  Horn. 

ABN  Amro,  the  Dutch  bank  that  is  one  of  the  25  largest  in 
the  world,  with  $1.2  trillion  in  assets,  also  appeals  to  Horn.  ABN 
Amro,  which  in  the  U.S.  owns  the  Midwest  midmarket  bank 
LaSalle,  is  fast  expanding  its  retail  footprint  in  Europe;  in  April 
it  agreed  to  buy  Banca  Antonveneta  of  Italy  for  $9.2  billion.  The 
stock  is  cheap  because  investors  don't  like  acquirers,  since 
acquirers  pay  premiums  to  get  other  companies.  Not  to  worry, 


Follow  the  Money 


Polaris  Capital  Management's  Bernard  R.  Horn  sees  dull  value  and  sharp  returns  in  these  seven  underappreciated 
but  cash-generating  companies  from  Mexico  to  South  Korea. 


52-WEEK 

COMPANY/BUSINESS  COUNTRY  RECENT  HIGH 

ABN  AMRO  HOLDINGVbanking  Netherlands  $29.31  $31.34 

CEMEXVbuilding  materials  Mexico  69.90  69.93 

CRHVbuilding  materials  Ireland  36.92  37.50 

MARATHON  OIL/oil  United  States  82.17  86.55 

SK  TELECOMVwireless  communications        South  Korea  27.18  27.84 

SOLVAYVchemicals  Belgium  117.90  121.85 

UPM-KYMMENEVforest  products   Finland         ,     23.49  25.58 

Prices  as  of  May  2.  'American  Depositary  Receipt.. Source:  Worldscope  via  FactSet  Research  Systems. 


PRICE/ 
CASH  FLOW 


PRICE/ 
EARNINGS 


Most  of  the  foreign  companies  in  which  he  invests — 
increasingly,  these  days,  Japanese  telecom  and  shipping  compa- 
nies—are not  traded  in  the  U.S.,  even  as  American  Depositary 
Receipts.  Ambitious  investors  can  get  their  brokers  to  buy  on 
overseas  bourses.  But  from  here  on  we'll  focus  on  the  more 
accessible  foreign  stocks,  ones  with  ADRs. 

One  Horn  favors  is  Cemex,  a  $15  billion  cement  business 
headquartered  in  Monterrey,  Mexico.  The  world's  third-largest 
cement  company,  with  operations  in  50  countries,  it  is  a  big 
player  in  Mexico  and  other  emerging  markets,  where  con- 
struction is  on  the  rise,  and  increasingly  in  the  booming 
regions  of  the  southwestern  and  southeastern  U.S.,  where  a 
shortage  of  cement  needed  for  rebuilding  after  last  year's 
hurricanes  has  helped  pushed  up  prices.  Cemex  trades  at  7.2 
times,  versus  10  times  for  construction  materials  companies. 

Horn  likes  SK  Telecom,  which  holds  the  dominant  position 
in  the  South  Korean  telecommunications  market.  That  is  not  a 
huge  market,  but  it  happens  to  be  a  world  leader  in  demand  for 
mobile  and  broadband.  Every  new  technology — such  as  Melon, 
which  lets  users  listen  to  digital  music  on  MP3  phones— means 


says  Horn.  ABN  Amro,  with  an  efficiency  ratio  of  69%,  looks  to 
have  some  tempting  fat  to  cut,  and  bank  consolidation  world- 
wide is  so  powerful  that  someday  this  acquirer  could  itself  be 
bought  up  at  a  premium. 

Ireland's  CRH  is  another  cement-and-aggregates  producer 
Horn  likes.  Management  at  the  $18  billion  group,  he  says, 
pours  above-average  profits  out  of  the  mundane  ready-mix 
concrete  business.  Half  of  CRH's  sales  come  from  the  Ameri- 
cas, where  it  is  benefiting  from  the  reconstruction  frenzy  in 
southern  states.  At  ten  times  cash  flow,  CRH  trades  at  the  same 
multiple  as  its  peer  group. 

Overcapacity  has  weighed  down  European  pulp-and- 
paper  stocks.  But  in  January  some  of  Europe's  largest  paper 
companies  said  that  they  would  close  10%  of  their  factories 
to  more  closely  align  supply  with  demand.  One  firm  that 
stands  out  is  UPM  Kymmene,  of  Finland,  with  $11  billion  in 
sales;  its  multiple  is  7. 

Marathon  Oil,  a  medium-size  oil  explorer  and  (in  the  Mid- 
west) large-scale  oil  refiner  also  catches  Horn's  bargain-hunting 
eye.  Its  multiple  is  6.4,  against  9.3  for  the  sector.  F 
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IOTECTS  YOUR  RETIREMENT  DREAM 

RESERVE  YOUR  BUYING. POWER 


An  interview  with 
Jonathan  Rose,  President, 
The  Capital  Gold  Group, 
and  precious  metals 
investment  strategist 


Chat  factors  should  investors  keep  in  mind  when 
ning  their  retirement  income  strategy? 

"oday's  investors  cannot  count  on  having  access  to  the  benefits 
•  parents  had.  In  this  past  year,  blue-chip  companies  such  as 
[,  Motorola  and  Verizon  have  frozen  their  traditional  defined- 
:fit  pension  plans  in  favor  of  moving  employees  to  less-expensive 
k)s.  We  all  know  about  the  limitations  of  the  Social  Security  pro- 
1,  which  will  only  worsen  as  the  baby  boomers  age.  And  the 
th  care  crisis  continues.  Here  again,  many  companies  are  scaling 
:  or  eliminating  retiree  health  benefits,  and  as  federal  deficits 
>on,  who  knows  how  Medicare  will  be  paid  for?  So  investors  have 
lan  on  meeting  many  more  expenses  than  their  parents  did. 

v'liat  advice  do  you  give  investors  regarding 
r  retirement  savings? 

1  a  word,  diversify.  This  is  essential  for  all  investors  to  understand, 
need  to  spread  your  risk  in  order  to  protect  your  money.  But  my 
lition  of  diversification  is  not  limited  to  holding  different  kinds 
ock.  I  think  your  portfolio  also  needs  to  include  different  classes 
ssets,  including  gold,  platinum  and  other  precious  metals  in 
on  bars  or  coins. 

Chy  do  you  recommend  investing  in  precious  nietals? 
ecause  they  have  proven  effective  in  protecting  buying  power,  and 
s  the  name  of  the  game.  Gold,  for  example,  historically  has  kept 
with  inflation.  The  dollar  has  not.  What  a  dollar  bought  in  1950 
s  about  $8  today,  so  investors  need  to  find  ways  to  safeguard 
r  money.  This  spring,  gold  reached  $600  an  ounce  and  there  is 


evidence  to  suggest  that  it  may  reach  $3,000  by  the  end  of  the  decade. 
Palladium,  a  precious  metal  widely  used  in  cars  and  electronics, 
continues  to  perform  well,  as  does  platinum.  Allocating  a  portion  of 
your  retirement  portfolio  to  precious  metals  is  a  move  toward  safety. 

At  The  Capital  Gold  Group,  our  specialists  continually  study 
world  markets  and  identify  trends.  We  sit  down  with  investors, 
review  their  goals  and  find  the  precious  metal  product  that  suits  their 
purpose,  including  IRA  accounts  backed  by  precious  metals.  There  is 
inherent  risk  in  any  investment,  but  we  do  our  best  to  gather  the 
market  intelligence  that  helps  investors  make  educated  decisions. 
Our  high  level  of  repeat  business  and  long-standing  customer 
relationships  speak  for  themselves. 


MAKE  GOLD  PART  OF  YOUR  PORTFOLIO 

CALL  1-800-510-9594. 

JUST  FOR  FORBES  READERS 
Make  a  gold  purchase  and  we  will  add  a  free 
gold  coin  to  your  portfolio.  Please  mention 
code  FB-6506  when  you  contact  us. 


(£(£.(£ 


the  Capital  Gold  Group 
www.safeasgold.com 
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The  Not-Quite  Index  Funds 

They're  called  sector-neutral,  and  they  seek  to  mimic  the 
S&P  500— and  then  outdo  it.  Here  are  the  best. 

By  David  Serchuk  and  James  M.  Clash 

management  fees  and  also  spares  you 
the  worry  that  your  manager  will  do 
much  worse  than  the  averages. 

Now  there  is  a  compromise 
position:  A  fund  that  tracks  the  sec- 
tor weightings  of  the  S&P  500  but 
not  its  individual  stocks.  The  man- 
ager aims  to  beat  the  average  by 
selecting  ExxonMobil  rather  than 
ConocoPhillips  or  Ford  rather  than 
General  Motors,  but  not  by  picking 
oil  rather  than  cars.  Such  "sector- 
neutral"  funds  are  likely  to  have 
returns  not  far  from  the  average,  but 
they  still  hold  out  the  hope  of  beat- 
ing the  average. 

It's  a  popular  category.  Our 
analysis  found  it  had  expanded  by 
two-thirds  to  63  from  1998  through 
the  end  of  2003,  the  last  year  with  j 
good  data.  The  table  (see  p.  193) 
shows  the  best  of  these.  This  list  is 
limited  to  funds  with  no  sales  loads 
and  with  annual  expenses  below  the 
1.5%  average  for  domestic,  actively 
managed  funds. 

Here's  how  these  portfolios  are  put 
together.  If  20.3%  of  the  index  is  in 
information  technology  stocks  (as  is  i 
the  case  now),  a  sector-neutral  fund's 
infotech  holdings  will  be  within  a  few 
percentage  points  of  that  But  the  man- 
ager can  pick  a  computer  stock  that  is 
not  in  the  S&P  500. 

Robert  Turner,  manager  of 
smallish  ($69  million  assets)  Turner 
Core  Growth  in  Berwyn,  Pa.,  has 
returned  an  annualized  19.7%  over 
the  last  three  years,  5.2  points  ahead 
of  the  S&P.  His  explanation  for  not 
overweighting  or  underweighting 
is  that  he  has  his  hands  full  just  picking  companies:  "You 
have  to  be  right  twice,  first  when  buying,  then  when  you 
choose  to  leave,"  he  says.  Current  holdings  in  the  hot  energy 
sector  include  Ultra  Petroleum,  which  concentrates  in 
exploring  for  natural  gas  in  Wyoming.  Its  gas  volumes 
increased  by  a  third  over  the  past  12  months.  The  stock  is  up 


Robert  Turner 
fishes  in  the 
S&P  500  pond 
and  in  others. 


THERE'S  A  BRACING  LOGIC  TO  LETTING  YOUR  MONEY 
ride  on  an  S&P  500  index  fund.  The  most  celebrated 
of  them,  the  Vanguard  500  Index,  has  beaten  60%  of 
all  actively  managed  domestic  stock  funds  over  the 
past  ten  years.  Buying  an  index  fund  means  giving  up 
on  picking  a  smart  money  manager.  But  this  saves  you  money 
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On  the  way  to  the 
Those  of  our  clients. 


we  achii 


many  goals, 


a  Passion  to  Perform.     Deutsche  Bank 


lore  information:  www.db.com  Deutsche  Bank  Securities  Inc.,  a  subsidiary  of  Deutsche  Bank  AG,  conducts  investment  ba 

che  Bank  Securities  Inc.,  is  a  member  of  NYSE,  NASD  and  SIPC. 
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18%  this  year,  to  $66.  Turner  avoids  giants  like  Exxon,  an  S&P 
member,  saying  it  is  too  big  to  grow  much. 

The  best  showings  are  from  the  funds  with  comparatively 
low  correlations  to  the  S&P.  That  stands  to  reason:  The  funds 
that,  intentionally  or  unintentionally,  end  up  as  closet  index 
funds  are  unlikely  to  stand  out  for  superior  performance.  Note 
the  column  headed  "3-year  R-squared"  in  the  table.  This  mea- 
sures how  closely  a  fund  hews  to  the  index.  (Mathematically,  it's 
the  fraction  of  a  funds  monthly  variance  in  returns  that  can  be 
explained  by  the  up  and  down  movements  of  the  market  as  a 
whole.)  An  index  fund  like  the  Vanguard  500  has  a  score  of  1. 
The  average  for  domestic  equity  funds  is  0.77.  The  performance 
champ  on  our  list,  Turner's  fund,  has  the  lowest  R-squared, 
0.83.  The  fund  with  the  highest  R-squared,  T.  Rowe  Price  Cap- 
ital Opportunity,  outpaced  the  S&P  by  the  least— 0.6  points. 

In  his  quest  to  blow  past  the  S&P,  Turner  oversees  a  portfo- 
lio of  85  growth  stocks,  80%  of  which  are  in  the  index  at  any 
given  time.  Salesforce.com,  a  software  manufacturer,  is  in  his 
portfolio  but  not  in  the  S&P,  while  Microsoft,  an  S&P  stock,  is 
absent  from  his  fund.  Turner  has  avoided  giant  Microsoft 
because  its  desktop  and  server  operating  systems  and,  poten- 
tially, its  office  applications  (Word,  Excel  and  so  on)  confront  a 
competitive  threat  from  cheap  or  free  open-source  software 
based  on  Linux.  Microsoft  stock  has  stayed  in  a  narrow  trading 
range  for  some  time  and  took  a  dive  in  early  May,  down  $4  to 


$23,  when  it  missed  the  quarterly  earnings  consensus.  Sales- 
force,  an  open-source  firm  whose  software  allows  users  to  share 
customer  info,  has  seen  its  stock  climb  1 14%  over  the  past  year. 

Another  good  sector-neutral  portfolio  is  Vanguard  Growth 
&  Income,  managed  by  John  Cone.  The  $7.4  billion  fund,  with 
meager  annual  expenses  of  0.4%,  has  returned  15.6%  annually 
the  past  three  years,  besting  the  market  by  1.1  points.  This  one 
differs  from  Turners  in  that  it  only  owns  stocks  in  the  S&P,  cur- 
rently 120,  but  weights  them  differently  than  the  index.  (Cone 
does  reserve  the  option  of  buying  stocks  outside  the  index.) 
Like  Turner,  he  wants  growth  companies  with  strong  earnings 
projections,  both  in  the  coming  year  and  the  subsequent  five. 

While  Turner  shuns  Exxon,  it  is  Cone's  largest  holding,  at 
5%  of  his  portfolio  since  July  2004,  a  1.7-point  overweighting 
versus  the  S&P.  The  stock  is  up  41%  to  $64  since  Cone  bought 
it  two  years  ago.  Even  so,  Cone  sees  more  upside  and  likes 
Exxon's  still-low  P/E  of  10.8,  a  point  or  two  cheaper  than  other 
energy  behemoths. 

If  you  try  to  beat  the  market,  you  run  the  risk  of  doing 
much  worse  than  the  market.  Cone  overweighted  Cendant 
Corp.,  giving  it  1.2%  of  his  portfolio  in  June  2005  (nearly 
ten  times  the  index's  0.15%).  He  figured  the  real 
estate/travel/direct-marketing  firm  would  benefit  from  a 
steamy  property  market.  But  as  the  housing  boom  has  sim- 
mered down,  so  have  the  outlooks  for  Cendant's  Century  21 


Beating  the  S&P  500 

The  cream  of  sector-neutral  funds,  those  besting  the  index's  showing.  Sector-neutrals  rejigger  the  S&P's  sector  weightings  and 
replace  its  members  with  equivalents  sporting  better  prospects.  R-squared  shows  how  close  each  fund  sticks  to  the  index. 


3-YEAR  ANNUAL  OVERWEIGHTED 

ANNUALIZED            3-YEAR           ASSETS  EXPENSES         VS.  VANGUARD 

FUND  TOTAL  RETURN       R-SQUARED1        (SMIL)  PER  $100         S&P  500  INDEX 

PIONEER  RESEARCH-A  15.4%  094  $86  S1.252          Altria  Group 

T  ROWE  PRICE  CAPITAL  OPPORTUNITY          15.1                 0.98              187  1.02           General  Electric 

TURNER  CORE  GROWTH-II   19.7  0J83  69  0.693  PepsiCo  

VANGUARD  GROWTH  &  INCOME-INV            15.6                 0.96  7,419  0-40  ExxonMobil 

VANGUARD  500  INDEX-INV   14.5  1.00         110,231  0.18  _____ 

Performance  through  Apr.  30.  'Degree  of  correlation  with  the  S&P*  500,  with  1.00  a  perfect  match.  2Maximum  sales  charge  of  5.75%.  3Turner  Core 
Growth-ll,  a  retail  class,  began  operation  in  August  2005.  Sources:  Upper;  Morningstar. 


nd  Coldwell  Banker.  The  market  is  unimpressed  with  Chief 
lenry  R.  Silverman's  plan  to  split  the  company  into  pieces, 
'he  stock  dropped  from  $22  last  July  to  $17  in  February, 
men  Cone  sold. 

At  the  T.  Rowe  Price  fund,  manager  William  Stromberg  has 
ollected  300  stocks,  250  of  which  are  in  the  S&P.  That's  the 
ighest  number  in  our  sample  (and  one  reason  its  R-squared  is 
igh).  Capital  Opportunity  owns  the  S&P-listed  online  broker- 
ge  E-Trade,  with  a  0.3%  weighting  versus  the  S&P's  0.09%.  The 


fund  believes  E-Trade  will  benefit  from  a  consolidating  online 
trading  market,  generating  economies  of  scale  for  surviving 
players.  At  a  recent  $26,  up  1 14%  in  the  past  year,  E-Trade  has 
a  slightly  pricey  P/E  of  21.5,  which  its  prospects  justify. 

The  fund  also  overweights  General  Electric,  which  at  4%  is 
its  largest  holding  (its  S&P  size  is  3%).  Like  many  large  caps 
nowadays,  GE  stock  hasn't  done  much.  When  large  caps  come 
back,  GE  probably  will  romp.  Then  maybe  Capital  Opportunity 
will  open  up  more  daylight  between  itself  and  the  S&P.  F 


What  drives  our  commitment  to  providing 
America  with  a  steady  supply  of  oil? 


At  CITGO,  we  take  pride  in  our  ability  to  quickly  deliver  the 


of  Venezuela  to  our  U.S.  refineries,  we  can  provide  resources  in  a 


matter  of  days  versus  weeks  or  months.  It's  just  one 
more  way  we're  helping  make  sure  America's  energy 


'ciy  we  ic  i  leipii  ly  11  icme  iuie       i  ici  n_a  i  ei  ici  yy 

needs  are  met.  Today  and  for  generations  to  come. 


www.fuelingtomorrow.com 
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ENT  ON  LIVING  A  DREAM,  LINUS  HALL  QUIT 
his  engineering  job  at  Bridgestone  Firestone  in 
2001.  He  then  groveled  for  an  unpaid  summer 
internship  at  Brooklyn  Brewery:  long  days  of  mash- 
ing, fermenting  and  brewing.  "You  can't  buy  that 
kind  of  education,"  says  Hall,  who  has  a  Vanderbilt  M.B.A. 

With  honed  brewing  prowess  (and  a  good  chunk  of  his 
savings)  Hall  fired  up  the  kettles  at  his  own  operation- 
Nashville's  Yazoo  Brewing — in  2003.  Yazoo  now  makes  six 
beers,  including  its  signature  Dos  Perros  Ale  and  Amarillo 
Pale  Ale.  Its  Hefeweizen  won  a  gold  medal  at  the  2004  Great 
American  Beer  Festival. 

Hall  is  among  the  merry  crew  restoring  vigorous  health  to 
America's  300-year-old  brewing  tradition.  A  century  ago  the  U.S. 
boasted  2,000  breweries.  Prohibition,  wars,  consolidation  and  a 
narrowing  of  the  American  palate  had  by  1985  whittled  that  num- 
ber to  100.  Today,  however,  variety  rules  anew:  1,450  U.S.  brew- 
ers make  choosing  a  mug  an  adventure. 

The  current  revolution  began  in  the  basements  of  thou- 
sands of  discontented  beer  drinkers.  "All  of  us  come  from  home 
brewing,"  asserts  Hall,  35.  They  have  come  a  long  way  from 
boiling  grains  on  a  stove  and  fermenting  the  result  in  a  closet. 
Last  year  craft  brewers,  who  span  microbrewers,  regional  spe- 
cialty brewers  and  brewpubs,  sold  7  million  barrels  (31  gallons 
each),  a  9%  increase  on  2004.  That  was  worth  $4.3  billion  in 
retail  sales,  giving  craft  brewers  a  3.4%  share  of  a  flat  205  mil- 
lion-barrel-a-year  U.S.  market.  Only  capacity  holds  them  back. 
"We're  in  the  enviable  position  of  selling  everything  we  can 
make,"  says  Hall,  who  expects  to  sell  5,500  barrels  this  year,  an 
83%  increase. 

1  lall  spent  $240,000  outfitting  his  leased  building  and  buying 
equipment.  A  failed  microbrewery  in  Iowa  sold  him  much  of  his 
brewing  gear.  For  $60,000  he  got  a  ten-barrel  system  that  included 
a  mash  tun  (the  vessel  in  which  the  water  and  grains  are  com- 
bined), a  boiling  kettle  and  four  fermenters.  That 
JM  system,  new,  would  run  to  $150,000. 
L ,  "The  craft  beer  business  is  very  capital-inten- 

sive,"  Hall  says,  "but  you  can  break  cwn  fairly 
f  Wk  quickly  because  the  margins  are  good."  (  rafi 
brewers  can  expect  a  gross  margin  near  50%  on 
an  average  $200  of  revenue  per  barrel  of  draft  beer. 
Most  small  breweries  do  their  own  bottling,  which 
raises  the  revenue  but  tends  to  reduce  the  gross 
profit.  Bottling,  moreover,  eats  up  more  capital. 
A  machine  that  fills  four  bottles  at  a  time  (the  caps  go  on  manu- 
ally) costs  $3,000  secondhand;  a  big  in-line  bottling  system  that 
can  cap  the  bottles  starts  at  $100,000  secondhand  and  $250,000 
new.  Overall,  costs  of  bottled  beer  break  down  evenly  among  labor, 
ingredients  and  packaging. 

Of  course,  the  pesky  taxman  can't  be  ignored.  The  federal 
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Grain  Mill 


Mash  Tun 


Brew  Kettle 


Fermentation 


Conditioning 

Zl 


Brew  Kit 

Grain  mill:  Here  brewers 
crack  the  grain  so  that  it 
may  readily  absorb 
water  in  the  mash  tun. 

Mash  tun:  The  cracked 
grain  is  mixed  with  water, 
converting  the  grain's 
starches  into  sugar.  The 
sugar-rich  liquid,  called 
wort,  gets  drained 
from  the  bottom  of  the 
mash  tun  to  the  kettle. 

Brew  kettle:  Here  the 
wort  is  boiled  and  hops 
are  added  to  the  mixture. 
This  stage  sterilizes  the 
wort  and  determines 
much  of  the  color  and 
aroma  of  the  beer. 


Alcohol  &  Tobacco  Tax  and  Trade  Bureau  takes  $7  a  barrel 
from  a  brewers  first  60,000  barrels,  $18  per  barrel  thereafter, 
though  that  is  not  a  concern  to  most  craft  brewers.  State  excise 
taxes  run  from  62  cents  in  Wyoming  to  $33  in  Alaska.  Several 
states  also  sneak  in  a  "wholesale  tax"  on  brewers;  Tennessee's  is 
the  highest  at  17%  of  sales. 

A  brewery  operates  much  like  a  huge  lab.  It  needs  to  be 
clinically  clean,  have  sealed  concrete  floors  with  several  large 
drains  (it  takes  8  gallons  of  water  to  make  1  gallon  of  beer), 
a  spacious  refrigerated  room  and  copious  utility  connections. 
Homes  have  3/4-inch  water  lines;  microbreweries  need  a  tap 
with  three  times  that  diameter  (and  ten  times  the  flow).  For 
electricity  you  need  at  least  1,300  amps  over  a  240-volt,  three- 
phase  line. 

Aspiring  brewers  can  get  vocational  education.  The  Siebel  In- 
stitute in  Chicago,  the  oldest  brewmaster  school  in  America,  runs 
a  2-week  course  for  beginners,  at  $2,950.  Siebel  President  Lyn 
Kruger,  in  only  half-jest,  refers  to  the  short  course  as  "Career 
Change  101."  It  is  offered  once  in  the  fall  in  Chicago  and  once  in 
the  spring  at  Siebels  Munich,  Germany  branch.  If  you  pass  that 
course  or  can  show  that  you  have  been  home-brewing  or  work- 
ing in  a  brewery  for  two  years,  you  are  eligible  to  shell  out  $  1 3,500 
for  a  12-week  course.  That  sum  includes  return  airfare  for  three 
weeks  spent  in  Germany  and  for  a  two-week  European  brewing 
study  tour,  which  often  goes  to  Belgium  and  the  Czech  Repub- 
lic. Siebels  alumni  include  Peter  Stroh  and  August  Busch  II. 

The  brewing  is  the  fun  part  of  the  business.  The  drudgery: 
getting  the  beer  out  the  door.  Beverage  distribution  networks 
are  hard  to  crack.  Wholesalers  can't  be  bothered  to  carry  the 
beer  of  an  unknown.  Many  new  brewers  are  forced  to  cart  the 
stuff  around  themselves  at  the  beginning. 

Timothy  Herzog,  who  runs  Buffalo's  Flying  Bison,  did  just 
that  for  four  years.  Tales  of  meddling  Teamsters,  skeptical  store 
owners  and  late-paying  customers  failed  to  deter  Herzog,  48, 
a  former  art  teacher.  Nor  did  a  Buffalo  distributor's  efforts  to 
convince  bar  owners  to  ditch  Herzog's  taps  for  those  of  the 
distributor's  clients.  The  practice,  called  "head-hunting,"  is 
prevalent  and  "not  very  nice,"  says  Herzog.  Nice  or  not,  Buf- 


Fermen  tation  tank:  Yeast 
is  added  to  the  wort, 
fermenting  the  sugars 
into  alcohol  and  making, 
finally,  beer. 

Conditioning  tank:  Here, 
the  "green"  beer 
matures,  sediment  is 
removed,  and  the  flavor 
is  perfected.  Often,  car- 
bo nation  is  added  just 
after  conditioning,  and 
then  the  beer  is  bottled 
or  kegged. 


falo's  bar  owners  wouldn't  part 
with  Flying  Bison's  brews.  That 
(and  his  four  years  of  legwork) 
finally  got  Herzog  on  board  with 
the  region's  largest  distributor;  his 
beer  now  travels  on  trucks  along- 
side kegs  and  24-packs  of  Bud- 
weiser  and  Labatt. 

It  won't  do,  of  course,  to  pro- 
duce bland,  Bud-like  brews.  You 
have  to  concoct  something  with 
an  unusual  color,  flavor  or  alcohol 
content.  "Everyone  has  a  pale  ale," 
says  Adam  Avery,  40,  who  owns  Avery  Brewing  in  Boulder 
Colo,  with  his  father,  Larry  P.,  65.  Most  small  brewers  prefe 
crafting  ales  rather  than  lagers  because  ale  can  be  fermented  ir 
around  two  weeks,  rather  than  up  to  10  weeks  for  a  lager 
which  ties  up  brewery  capacity. 

Avery  started  up  in  1993  and  was  cranking  out  3,500  barrel 
by  1998  when  business  tanked.  So  the  Averys  introduced  Hoj 
Heaven,  a  potent  9.2%-alcohol  ale  made  from  barley.  It  was  a  hit 
Avery  followed  that  up  with  the  Dictators:  three  powerful  beer 
dubbed  the  Maharaja  (a  hoppy,  dark  amber  ale),  the  Kaiser 
deep  copper,  traditional  Oktoberfest  brew)  and  the  Czar  (a  robus 
stout  with  hints  of  toffee  and  mocha).  Avery,  which  now  sells  ii 
26  states,  will  make  10,000  barrels  this  year. 

Robert  Baile,  52,  spent  20  years  as  a  research  chemist  for  Syn 
tex  Pharmaceuticals  (now  Roche)  and  five  home-brewing  in  hi 
basement  before  buying  into  the  business  in  1996.  His  Twiste 
Pine  Brewery  also  in  Boulder,  brews  a  $5  (per  pint)  whiskey  stot 
that  drinkers  can  find  in  only  one  place:  Twisted  Pine's  tastin 
room.  (No,  there  are  no  distilled  spirits  in  it;  the  name  alludes  t 
the  brew's  aging  in  used  whiskey  barrels.)  "What  did  that  pir 
cost  me — 25  cents?  The  best  margins  are  right  here,"  he  says.  Th 
tasting  room  fills  up  regularly  around  6  p.m.  Baile  is  considerin 
adding  a  kitchen  with  a  pizza  oven.  Colorado  laws  would  let  hir 
deliver  pizza— and  a  six-pack.  "Are  you  kidding  me?"  Baile  blast 
"I'd  need  a  Brink's  truck!" 
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For  advanced  device  technologies, 

the  medical  community 
*Y  "W"  y|  turns  to  BIOMEC. 

wnv 


DVANCED  MEDICAL 

hnologies  become  commercial 
lities  sooner  when  BIOMEC  Inc. 
s  involved.  Established  in  1998, 
)MEC  develops  and  manufactures 
ariety  of  innovative  biomedical  devices,  including  a  new 
i-invasive  diagnostic  device  for  the  detection  and 
ntification  of  ear  infections.  The  device  allows  physicians 
iccurately  detect  fluid  in  the  ear  and  determine  if  the  fluid 
acterial  -  something  no  other  device  on  the  market  can  h« 
"k  on  this  and  other  imnnr+ 


Ohio? 


In  fact,  Ohio  is  an  ideal  location 
for  innovative  technology  companies 
like  BIOMEC.  The  state  offers  an 
impressive  balance  of  profitable  busi- 
ness advantages  combined  with  an 
uncompromising  personal  lifestyle.  While  Ohio  is  a  center  for 
leading-edge  technology,  research  and  development,  with 
excellent  transportation  and  a  skilled  workforce,  its  diverse 
culture,  outstanding  schools  and  affordable  housing  make  it  an 
3  place  to  live  as  well. 

it's  more,  Ohio  voters  recently  approved  $2  billion  in 
iat  will  benefit  new  business  in  the  state.  Combine 
that  with  Ohio's  newly  reformed  business-friendly 
tax  laws  and  locating  in  Ohio  is  more  attractive 
than  ever.  Visit  us  at  OhioMeansBusiness.com.  Or 
call  us  and  see  how  quickly  innovative  ideas  can 
become  a  commercial  success  in  Ohio. 


I 


TO  RE«STE^'".:neSs.COm 


"BIOMEC's  mission 
is  to  accelerate 
the  development  and 
commercialization 
of  advanced  medical 
technology.  Ohio's 
generous  research  support 
and  pro-entrepreneurial 
environment  enhance 
our  abilities. " 

—  Trevor  0.  Jones, 
Chairman  &  CEO 
BIOMEC  Inc. 


HIO'S  BUSINESS  PARTNERSHIP  IS  MORE  THAN  LIP  SERVICE.  HERE'S  PROOF. 


Create  job- 
ready  sites. 

Investing 
$150  million 
for  pre-run 
utilities  on 
building  sites. 


Maintain 

world-class 

infrastructure. 

Committing 
$1.35  billion  to 
transportation  and 
utility  improvements. 


Reduce  tax 
rates.  No 

business  tax 
on  product 
sold  to 
customers 
outside  Ohio. 


Start  new 
enterprises. 

First  $1  million 
in  gross 
receipts  are 
tax-free. 


Enhance  ROI. 

No  property  tax 
on  investments 
in  machinery, 
equipment  and 
inventory. 


Attract  talent. 
Shrink  labor 
costs.  21% 

lower  personal 
income  tax. 


Ohio 

MEANS  BUSfNESS 


1-877-466-4551 

www.OhioMeansBusiness.com 


Without  entrepreneurs 

"good  enough'  wouldn't  sound  bad. 

Without  entrepreneurs 
dreams  would  die  in  our  heads. 

Without  entrepreneurs 
ideas  wouldn't  outlive  people. 

Without  entrepreneurs 
this  journal  wouldn't  exist. 


We  believe  in  the  power  of  the  entrepreneur. 


NA  20th  Anniversary  of  International  Flights 


A 


ry  Period:  April  1 ,  2006-September  30,  2006  ] 


Capture  in  a  photograph  a  sight,  encounter  or 
feeling  you  experienced  on  board  an  ANA  flight,  at 
the  airport,  or  in  the  ANA  Airport  Lounge.  There  are 
two  categories,  Business@Air  and  Memories@Air, 
and  you  can  enter  a  photo  for  each  category. 


One  Winner 

Two  Winners 


•Grand  Prize 

•  I st  Place 
•2nd  Place 

•  Canon  Special  Prize  I  Five  Winners 


Two  Winners 

(One  for  Each  Category) 


200,000  AMC  Miles 
50,000  AMC  Miles 
25,000  AMC  Miles 

TlwerShot  SD450 


DIGITAL  GLPH 


Artist  Mr.  Hiroshi  Sugimoto 

Mr  Sugimoto,  based  in  NY  is  a 
renowned  photographer  whose  works 
have  been  collected  by  The  Museum 
of  Modern  Art.  His  creations  have 
been  exhibited  around  the  world. 


-n—^^X      ■  This  contest  is  open  to  ANA  Mileage  Club  (AMC)  members  whose 


gistered  address  is  in  the  United  States  of  America  and  who  are  1 8  years 
of  age  or  older.  No  purchase  necessary.  You  can  immediately  apply  for  an 
AMC  membership  (no  enrollment  fee  and  no  annual  fee)  at  www.fly- 
ana.com  if  you  are  not  already  enrolled.  ■  Go  to  www.fly-ana.com  and 


VlilWUUUIillUiUilJUUIUUU 

follow  the  link  to  the  ANA  Photos@Air  Contest  page.  Fill  out  the 
application  form  and  attach  your  photo  (in  JPEG  format,  maximum  file  size 
2MB)  for  submission.  ■  Only  photos  taken  in  the  airport  (including  boarding 
gate  areas,  ANA  Airport  Lounge  and  other  airport  facilities)  or  aboard 
ANA  flights  (international  or  Japan  domestic)  are  eligible  for  submission. 


m 

'  V  E 


All  entrants  must  read  the  following. 


•Employees  of  ANA, 
Canon  USA,,  Inc.,  their 
respective  subsidiaries,  affiliates,  as  well  as  members  of  their  immediate 
families  and  households  are  not  eligible  to  enter  All  entrants  must  be 
1 8  years  of  age  or  older  at  the  time  of  entry.  Each  entrant  may  submit 
one  (I)  photograph  in  each  category.  *Submrtted  photographs  may 
be  in  color  or  black  and  white.  Submissions  are  limited  to  original 
digital  photographs  for  which  the  entrant  is  the  author  and  copyright 


holder  and  must  not  have  been  published  or  exhibited  previously. 
Submissions  will  not  be  returned.  Prize-winning  photographs  and  their 
accompanying  stones  become  the  property  of  ANA  which  retains  the 
right  to  use  them  in  any  way,  in  any  and  all  media,  without  limitation. 
Entrants  are  responsible  for  obtaining  the  consent  of  each  person 
depicted  in  the  submissions  to  the  use  of  his  or  her  image  and  likeness, 
and  to  be  bound  by  the  Official  Rules.  *Entrants  must  read  the  Official 
Rules  posted  on  our  website  for  complete  terms  and  conditions. 


t  our  website  for  complete  information  regarding  ANA  Photos@Air  Contest 


www.fly-ana.com 


ANA 


COSPONSOR 


Canon 


PEOPLE     WHO     MAKE     GREAT     COMPANIES  WOR 


The  online  classified  and  community  site,  craigslist,  is  irreverent,  spicy,  humorous,  and  indispensably  practical.  And  it 
garners  more  than  four  billion  page  views  per  month.  Perhaps  no  other  business  in  the  world  has  combined  such  reach 
with  such  extraordinary  sense  of  neighborhood.  How?  "We've  tried  to  make  Internet  transactions  more  personal,  more 
human,"  says  San  Francisco-based  founder  Craig  Newmark.  "craigslist  is  really  a  collection  of  communities,  with  social 
capital  and  trust  in  more  than  200  cities.  My  role  is  to  nurture  and  protect  that  culture  of  trust." 

Perkins  Coie:  Legal  Counsel  to  great  companies  like  craigslist. 


ANCHORAGE  •  BEIJING  •  BELLEVUE  •  BOISE  •  CHICAGO  •  DENVER  ■  LOS  ANGELES  •  MENLO  PARK 
OLYMPIA       •       PHOENIX       •       PORTLAND       •       SAN    FRANCISCO       ■       SEATTLE       •       WASHINGTON,  DC. 

Contact:  800. $86.8441  Perkins  Cole  lip  and  Affiliates 


Pe 


SANF/E 


AM.  ■ 


UM  Ewy  Oi^Onm  Mom" 

www.uso.org 


Work  alongside  the  country's  most  educated  workforce 
and  there's  never  a  shortage  of  answers. 

Fairfax  County,  Virginia,  has  a  workforce  with  three  times  the  national  average  of  graduate 
and  professional  degrees.  and  4,900  technology  firms  to  employ  them.  when  your 
colleagues  are  this  impressive,  you'll  be  surrounded  by  answers.  to  see  how  your  company 
can  benefit  from  a  move  to  fairfax  county,  visit  e-cou  ntry.o  rg  or  call  us  at  703-79o-060o. 

Fairfax  County.  The  power  of  ideas. 


I  W<Hlt  to  phone  my  friends  and  family 
without  getting  a  call  from  the  CFO. 


FREE 

HIGH-SPEED  INTERNET 
& 

FREE 

LONG  DISTANCE 


WHAT'S  YOUR  REQUEST ?SM  Do  you  want  to  chat  up  old  friends  and  current 
business  associates  every  day?  Or  do  you  want  to  leisurely  surf  the  web  looking  for  the  next 
big  thing  all  night?  We'd  like  to  hear  about  it.  Join  Wyndham's  free  ByRequest  program  and 
enjoy  extras  like  free  long  distance  and  Internet  when  you're  traveling  on  business.  Call  us  or 
your  travel  planner  for  details.    1.800.WYNDHAM  www.wyndham.com 


Wyndham  Phoenix 
Wyndham  Anaheim  Park 
Wyndham  Commerce 

Los  Angeles,  CA 

Wyndham  Orange  County 


Wyndham  Palm  Springs 
Wyndham  Garden  Hotel  -  Ple asanton 
Wyndham  San  Diego  at  Emerald  Plaza 
Wyndham  San  Jose 


WYNDHAMI 

HOTELS  &  RESORTS* 


* 


> 


I 


Wyndham  ByRequest'  benefits  are  available  at  participating  Wyndham  Hotels  &.  Resorts  and  are  subject  to  certain  restrictions.  For  a  complete  list  of  terms  and  conditions,  visit  wyndham.c 


rana  lurK  •  Anguiiia  •  lortola  •  St.  Barts  •  St.  Thomas 


Vovember  25  -  December  5,  2006 
Round-Trip  Miami 
"rystal  Serenity 


Join  me  and  a 
team  of  world 
class  speakers  for 
a  truly  fabulous 
combination  of 
fun  and  profit 


the  Caribbean. 


David 
Asman 


...plus  many  morel 


Crystal  Cruises — the  #1  Cruise 
Line  in  the  World* 

'Named  "Best  Large-Ship  Line"  for  the  past  ten  consecutive 
tears  m  readers  '  surveys  conducted  by  Conde  Nasc 
traveler  and  Travel  +  Leisure  magazines. 


Cabin  prices  start  at  just  $6,240  per 
couple  for  a  six-star  cruise  &  seminar! 

To  receive  a  full-color  brochure  and  reserve  your  cabin 
call  800/530-0770  or  visit  www.InvestmentCruise.com 
and  mention  priority  code  005965. 

(outside  the  US  &  Canada,  please  call  941/955-0323,  9:00  am  -  5:00  pm  EST) 


.....  Forbes  Investment  Guide  !  Beware 


Flight 
From  The 
Phoenix 


The  Phoenix  Four  hedge  fund 
promised  monthly  redemption 
privileges.  Until  it  ran  out  of  money. 

■Oh 


Investor  rescuer 
Percy  Pyne  has 
navigated  a 
labyrinth. 


THE  SELLING  PITCH  FOR  PHOENIX  FOUR,  A  HEDGE 
fund  with  a  heavy  dose  of  real  estate,  was  liquidity. 
Unlike  the  usual  hedge  fund  or  partnership,  this  one 
was  going  to  come  with  a  generous  redemption 
right.  Investors  could  cash  out  on  a  month's  notice. 
With  this  promise  (and  sales  assistance  from  prestigious  private 
banks  in  Europe)  Paul  Schack  and  James  Hopkins  raised  a  lot 


of  money.  Their  fund,  a  Bahamian  corporation  created  in  1993 
had  $362  million  at  its  peak  four  years  ago. 

Not  too  long  after  that  the  redemption  checks  stoppec 
Investors  in  this  hedge  fund  have  been  waiting  three  years  to  gt 
their  hands  on  their  money.  They  may  never  get  much.  Phoeni 
is  a  cautionary  tale  about  how  hedge  funds,  unregulated  an 
blazingly  popular  lately,  can  go  horribly  wrong. 
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A  generation  as  unique 
as  this  needs  a  new 
generation  of  personal 
financial  planning. 


Mem 


Because  your  generation  is  about  to  reinvent  what  retirement  means. 
And  we're  reinventing  the  personal  financial  planning  to  help  get  you  there. 
We  have  over  a  century  of  financial  services  experience. 

And  more  certified  financial  planner™  professionals  than  any  other  company, 
ready  to  work  with  you  one-to-one,  face-to-face  from  day  one. 

fake  an  important  step  in  planning  for  your  retirement  today  with 
a  free  Retirement  Check-In*  which  can  help  you  assess 
whether  you're  on  track  f or'the  retirement  you  want. 

Call  1-800-Ameriprise  now  for  a  free  Retirement 
Check-In?  or  visit  us  at  ameriprise.com. 


What's  next."  Financial  Planning  >•  Retirement  >•  Investments  >  Insurance 


The  Personal  Advisors  of 

Ameriprise 


Financial 


rhe  Retirement  Check-In  is  a  questionnaire  to  assess  your  retirement  readiness.  You  will  not  receive  any  written  analysis  and/or 
'ecommendations.  Financial  advisory  services  and  investments  available  through  Ameriprise  Financial  Services.  Inc.,  Member  NASD 
and  SIPC.  CERTIFIED  FINANCIAL  PLANNER  is  a  trademark  owned  by  CFP  Board.  ©  2006  Ameriprise  Financial.  Inc.  All  rights  reserved. 


shows  how  converged  technologies  are  flattening  the  earth,  impro 
market  dynamics  and  putting  everything  you  need  to  know  in  the  palm  of  your  hand. 


;globalcomm20( 

powered  by 


How  are  global  communications 
driving  global  commerce?  Has 
convergence  moved  from  a  long- 
awaited  promise  to  a  routine  reality? 
GLOBALCOMM™  2006,  one  of  the 
leading  annual  events  in  the  information 
and  communications  technologies  (ICT) 
industry,  offers  answers  to  these  questions. 
This  Next-Generation  Communications 
Marketplace  and  Summit,  which  will  take 
place  in  Chicago  from  June  4  to  8,  will 
feature  more  than  450  exhibitors  and  a 
projected  20,000  telecommunications 
professionals  from  100  countries. 


By  Elli 

"Technological  advances  couplec 
burgeoning  free  market  economies,  or 
economies  promoting  more  competiti 
feeding  international  telecom  growti 
Matthew  J.  Flanigan,  president 
Telecommunications  Industry  Asso 
(TIA),  the  organization  that  owns  GL( 
COMM.  "Last  year  the  market  in 
8.9%  in  the  U.S.,  and  beyond  our  she 
saw  11.4%  growth." 

Flanigan  notes,  "One  of  the  most  di 
comebacks  in  the  industry  has  been 
network  equipment  market,  where  ij 
rose  31%  over  the  past  two  years  after 


71%  between  2000  and  2003."  Other  big        "Limitations  of  separate  networks  and 


winners  include  video,  with  your  phone 
company  offering  TV,  and  those  ubiquitous 
wireless  connections  at  home,  in  the  office 
and  everywhere  else. 

The  following  experts  give  you  a  glimpse 
of  this  rapidly  transforming  environment. 


Realizing  the  full  potential  of  instanta- 
neous global  commerce  requires  that 
organizations  achieve  consistent,  high-quality 
and  secure  communications  wherever  they 
do  business  across  the  globe.  This  business 
reality  is  top  of  mind  for  John  Stankey,  senior 
executive  vice  president  and  chief  technology 
officer  of  AT&T  Inc.  (www.att.com),  the 
largest  telecommunications  company  in  the 
United  States  and  one  of  the  largest  telecom- 
munications companies  in  the  world. 

"Having  anytime,  anywhere  access  to  a 
converged  network  enables  a  business  to 
implement  global  commerce  at  its  sites  around 
the  world,  using  satellite  and  other  wireless 
communications  even  in  countries  where  the 
infrastructure  is  less  developed,"  says  Stankey. 

Stankey  believes  that  the  telecommuni- 
cations industry  is  "in  the  midst  of  its  most 
dramatic  change  ever." 

Over  the  next  few  years,  Stankey  sees  the 
lines  fading  between  wireless  and  wireline 
services,  between  the  Internet  and  enter- 
tainment services,  between  the  office  net- 
work and  the  remote  network,  and  between 
applications  and  the  network. 


devices  will  soon  be  a  thing  of  the  past," 
predicts  Stankey.  "Users  will  be  able  to  focus 
more  on  what  they  want  or  need  to  accom- 
plish, and  less  on  the  technology  that  is 
needed  to  get  them  there." 


Fujitsu's  George  Chase: 
Breaking  the  Barriers 


George  Chase  sees  communications 
technology  advances  and  international 
standards  minimizing  concerns  such  as  time 
zone  and  geopolitical  issues,  which  have 
"traditionally  impacted  global  commerce." 
Chase  is  group  president  and  chief  operating 
officer  of  Fujitsu  Network  Communications 
(http://us.fujitsu.com/telecom),  a  leading 
provider  of  IT  and  carrier-class  communica- 
tion solutions  for  North  American  telecom, 
cable  and  wireless  service  providers. 

"Unfortunately,  network  access  still  poses 
the  largest  barrier  to  instantaneous  global 
commerce,"  says  Chase.  "The  vast  majority 
of  consumer  and  B2B  purchases  must  be 
made  through  wired  and  Wi-Fi  access 
points,  which  relegates  the  buyer  to  a  local- 
ized point.  The  proliferation  of  broadband 
wireless  access  viaWiMAX  will  give  buyers 
the  mobility  options  they  desire." 

According  to  Chase,  "Another  barrier, 
which  has  consistently  been  a  problem 
throughout  history,  is  language.  Simply  put, 
people  cannot  purchase  from  each  other  if 
they  cannot  communicate.  New  technology 
is  enabling  instantaneous  language  transla- 
tion and  content  localization  to  help  break 
down  these  barriers." 


Global  Crossing's  Anthony  Chri 

IS  I 


"VV  s  Tom  Friedman  keenly  illustra 
r\vie  World  Is  Fiat:  A  Brief  History 
Twenty-First  Century  (Farrar,  Straus  &  Q 
2005),  advanced  global  telecommunid 
services  have  truly  'flattened'  the  earn 
Anthony  Christie,  chief  marketing  offl 
Global  Crossing  (www.globalcrossing) 
A  provider  of  next-generation  con 
communications,  Global  Crossing  del] 
completely  integrated,  interoperable  si 
IP  services  that  enables  customers  to  rj 
to  the  world's  first  integrated  global  IP 
network  at  their  own  pace. 

"Global  Crossing  is  committed  to 
ing  the  current  and  future  requirem« 
enterprise  CIOs  with  differentiat 
solutions  that  deliver  a  unique  combi 
of  advanced  technology,  customer  su" 
reliable  security  and  flexible  contro. 
Christie.  "Our  private  IP  network  an 
full  suite  of  converged  VoIP,  data 
video  services  help  our  customers  sj 
line  their  businesses,  increase  produ 
and  decrease  costs. 

'  In  Tlte  Wealth  of  Nations,  Adam 
describes  the  perfect  market  as  havinl 
dom  of  entry  and  exit  as  well  as 
information. To  date,  many  markets  hi 
freedom  of  entry  and  exit,  but  infor; 
has  been  limited. 

"Advances  in  communications  tec 
gies  are  addressing  this  problem  and  in 
ing  the  delivery  of  information  arou 
world,  helping  us  achieve  Smith's 
says  Christie.  "In  a  converged  enviroi 
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so  much  a  question  of  whether  the 
er  will  replace  the  telephone,  but 
r  the  telephone  —  specifically 
handheld  devices  —  will  replace 
rputer." 


DeCast's  Christian  Pinon: 
vering  Broadcast  Globally 


:hing  ESPN  Classic  in  London, 
ris  or  Rome  depends  on  managing 
content  on  a  worldwide  scale, 
in  Pinon,  global  chairman  and 
jxecutive  officer  of  Globecast 
dobecast.com),  focuses  on  this 
:onomics"  of  creating  TV  channels  in 

market.  GlobeCast,  a  subsidiary  of 
relecom,  is  a  leading  global  content 
ment  and  delivery  company. 
;o,  data  and  voice  are  all  just 
[,'"  says  Pinon.  Hence,  telephone 
lies  must  quickly  become  IPTV 
sters.  "And  our  place  is  in  aggregat- 
coding  and  contributing  IP-based 

to  feed  these  fast-growing  and 
-hungry  IPTV  platforms. 


"Unlike  cable  operators,  telcos  haven't 
lived  through  the  transition  from  analog  to 
digital  to  get  to  where  we  are  today:  using 
Internet  Protocol  as  a  transmission  format," 
says  Pinon.  "Telcos  haven't  originated  chan- 
nels before,  nor  have  they  had  to  negotiate 
halfway  around  the  globe  for  the  rights  to 


an  international  signal.  They  can  and  must 
prepare  for  a  market  that  is  service  and 
application  driven,  with  speed  of  delivery 
and  response  time  as  critical  factors." 

Adds  Pinon,  "The  Internet  changed  the 
rules  of  the  broadcast  game.  It  changed 
the  way  we  think  about  convergence  and 
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continues  to  redefine  the  way  that  our  industry  and  related  industries 
organize  themselves.  So  the  key  to  our  success  as  a  service  provider 
would  be  to  become  what  we  call  'agnostic'  in  terms  of  transport 
mediums,  transmission  modes  and  the  types  of  clients  that  we  serve." 


Mundivox  Communication's 
Alberto  Duralfi:  Building  a  True 
Global  Infr 


"I     ess  than  10%  of  the  world's  population  has  access  to  true 

Lb  infrastructure,"  says  Alberto  1  )uran,  founder  and  chief  execu- 
tive officer  of  Mundivox  Communication  (www.mundivox.com), 
an  independent  Brazilian  telecommunications  provider. 

"Convergence  of  technologies  will  play  a  bigger  role  in  the 
further  growth  of  global  commerce,"  says  Duran.  "However,  this 
process  will  be  slower  in  areas  where  the  population  is  more  sen- 
sitive to  costs  than  the  ease  of  mobility." 

Says  Duran,  "Only  the  developed  nations  have  (with  small 
restrictions)  the  infrastructure  to  benefit  further  from  global  com- 
merce.  In  developing  nations,  which  represent  most  of  the  world 
population,  only  the  biggest  centers  have  sufficient  infrastructure 
and  technology  to  enjoy  the  advantages  of  global  commerce." 

Although  only  12%  of  the  Brazilian  population  uses  the  Internet, 
growth  in  e-commerce  is  estimated  to  be  around  50%  per  year. 

"Once  the  development  of  the  infrastructure  progresses,"  says 
Duran,  "then  innovation  of  technologies  can  make  consumers  more 
sophisticated  and  decrease  other  barriers." 


Siemens\Thomas  Ganswindt: 
The  Boundary-Less  Enterprise 


"""Thanks  to  collaboration  in  worldwide  teams," says  Dr. Thomas 
I  Ganswindt,  "enterprises  can  leverage  resources  on  a  global 
scale  to  drive  innovation."  Ganswindt  is  a  member  of  the 
Corporate  Executive  Committee  of  Munich-based  Siemens  AG 
and  responsible  for  Siemens  Communications  (www.siemens. 
com/communications),  one  of  the  largest  players  in  the  global 
telecommunications  industry. 

Gandswindt  points  out  that  "the  way  we  communicate  today  is 
still  defined  by  a  whole  array  of  communications  networks  and 
end-user  devices,  depending  on  the  world  we  move  in.  The  next 
step  is  to  merge  these  to  enable  seamless  communication." 

The  company's  "LifeWorks  vision  for  tomorrow's  world  of 
telecommunications"  is  the  key.  The  LifeWorks  concept  provides  the 
user  with  universal  access  to  applications  and  a  unified  user  experience. 

According  to  Ganswindt,  "LifeWorks  means  that  in  the  future, 
users  will  no  longer  have  to  worry  about  what  networks  or  tech- 
nologies they  use." 

He  adds,  "Telecommunications  is  an  attractive  and  fast-growing 
market.  Following  years  of  reluctance  to  invest,  interesting  growth 
rates  are  anticipated  for  the  coming  years.  At  the  same  time,  the 
challenges  for  our  carrier  and  enterprise  customers  are  not  dimin- 


ishing. Our  mission  is  to  help  them  succeed  by  providing 
developed  solutions." 

TIA's  Flanigan  agrees:  "I  have  never  been  more  optj 
about  the  ICT  industry's  growth  potential  than  I  am  tc 
foresee  renewed  growth,  more  mergers  and  acquisition 
increased  globalization." 


ror  more  information 
about  GLOBALCOMM, visit 
www.globalcomm2006.com. 

Fujitsu  http://us.fujitsu.com/telecom 

Global  Crossing  www.globalcrossing.com 

Siemens  www.siemens.com/communications 

Telecommunications  Industry  Association 

www.tiaonline.org 


Ellis  Pities  is  director  of  client  strategy  at  TMP  Advertise 
Communications,  and  has  written  several  TIA  telecom  industry 
sections  for  Forbes. 
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Who  helps  people 
manage  communications 
the  way  they  really  live? 
We  do. 


Innovative  solutions  from  Siemens  can  be  found  everywhere.  Siemens  gives 
employees  services  that  both  enhance  accessibility  and  personal  convenience 
to  help  them  manage  their  lives  better.  For  businesses,  that  helps  to  achieve 
greater  productivity,  better  workforce  mobility  and  ultimately,  enhanced 
profits.  Carriers  may  find  they  can  reduce  capital  expenditures  and  operating 
costs,  increase  revenues  and  give  customers  what  they  want  in  next  generation 
enhanced  services.  At  Siemens,  we're  turning  dreams  into  reality. 


SIEMENS 


usa.siemens.com/communications 


Global  network  of  innovation 


•Forbes  Investment  Guide  I  Beware 


Banding  together,  stockholders  of  the  woebegone  corpora- 
tion forced  founders  Schack  and  Hopkins  out  of  the  fund  and 
installed  veteran  Manhattan  property  developer  Percy  Pyne  to 
set  things  right.  Pyne,  elected  chairman  in  2004,  started  picking 
through  the  ashes  to  see  what  could  be  resurrected.  His  current 
(optimistic)  estimate  of  what  can  be  extracted  from  fhe  fund: 
$150  million. 

One  asset  of  very  uncertain  value  is  a  claim  against  the 
founders.  Pyne  is  suing  the  old  managers,  alleging  fraud.  His 
description  of  Phoenix  suggests  a  Ponziesque  scheme  in  which 
the  managers  used  money  from  new  investors  and  debt  to  pay 
out  departing  shareholders.  He  also  says  that  Schack  and  Hop- 
kins made  $120  million  by  favorably  calculating  the  value  of 
illiquid  real  estate  assets  and  taking  a  50%  performance  fee  on 
a  monthly  basis,  even  on  unrealized  gains.  They  also  charged 
5%  of  assets  to  manage  the  fund.  A  typical  hedge  fund  would 
charge  1%  of  assets  and  20%  of  the  profits.  Pyne  has  called 
Schack  and  Hopkins  "small-time,  classless  hustlers  who  want  to 
take  every  last  penny  they  can." 

Schack  and  Hopkins,  through  their  attorney,  say  that  every- 
thing Pyne  complains  about,  "be  it  valuation  of  assets,  fees 
earned  by  [their  management  company]  or  otherwise,  was 
approved  by  the  full  board  of  directors,  fully  disclosed  to  share- 
holders, and  ratified  by  the  shareholders 
after  full  disclosure  at  every  annual  gen- 
eral meeting." 

Phoenix  bought  and  sold  loans, 
shares  in  private  companies  and,  among 
other  properties,  low-rent  malls  in  New 
Jersey.  Phoenix  was  the  first  fund  that 
either  Schack  or  Hopkins  had  managed. 
They  both  relied  on  experience  working 
in  their  fathers'  respective  real  estate  businesses,  and  on  the 
advice  of  Christian  Van  Pelt,  a  more  seasoned  partner  from 
Belgium,  who  had  connections  to  people  with  money. 

Neither  Schack,  46,  nor  Hopkins,  51,  invested  his  own  cash 
in  Phoenix,  but  they  both  presented  a  well-heeled  facade  to  the 
world.  Strategic  Resources,  the  vehicle  they  used  to  manage  the 
fund,  kept  its  offices  on  two  floors  at  glamorous  Carnegie  Hall 
Tower  in  Manhattan.  Outside  auditor  BDO  Seidman  lent  credi- 
bility to  the  enterprise.  The  funds  shares  were  sold  by  banks 
catering  to  wealthy  Europeans,  including  Rothschild  Bank 
in  Zurich. 

While  the  money  was  still  coming  in,  Phoenix  looked  like 
quite  the  winner.  It  reported  a  return  of  15%  a  year,  and  this 
was  after  the  hefty  fees.  But  then  in  2003  Phoenix  couldn't  keep 
up  with  two  years'  worth  of  redemption  requests. 

Pyne,  58,  suspended  payments  of  management  fees  to 
Schack  and  Hopkins.  He  also  had  the  board  of  directors  pass 
a  resolution  that  the  two  founders  could  not  have  access  to 
more  than  $50,000  without  the  approval  of  two  board  mem- 
bers. Schack  and  Hopkins  promptly  withdrew  $2  million 
from  one  of  the  fund's  accounts  at  CIBC.  Pyne  called  Schack 
to  ask  why  and  says  he  was  told,  "Because  we  knew  you 
wouldn't  give  us  the  money."  Schack  and  Hopkins  say  they 


were  entitled  to  the  money  and  that  Pyne  knew  it  and 
approved  the  transaction. 

When  Pyne  stepped  in,  the  fund  was  claiming  net  assets 
of  $279  million.  That  looks  like  wishful  thinking.  Schack  and 
Hopkins  had  decided  that  a  prospective  development  on 
Manhattan's  Upper  West  Side  called  RiverAir  was  worth  $30 
million.  Phoenix  had  planned  to  build  43  condos.  Construc- 
tion has  not  begun.  What  happened?  Schack  and  Hopkins  told 
their  investors  that  the  attacks  of  Sept.  1 1  caused  delays.  Curi- 
ous, says  Pyne,  that  the  fund  kept  revaluing  its  unbuilt  stake 
higher  and  higher  as  construction  dates  approached. 

The  fund  invested  in  a  private  insurance  company  called 
Insurent.  On  Dec.  14, 2002  an  outside  valuer  said  the  company 
was  worth  $63  million.  That  didn't  stop  Phoenix  from  claiming 
1 7  days  later  that  its  50%  stake  was  worth  $57  million.  In  2003, 
with  Insurent  strapped  for  cash,  Schack  and  Hopkins  flirted 
with  the  idea  of  borrowing  $4  million  against  a  shopping  mall 
that  Phoenix  owned  in  Paramus,  N.J.  Schack's  and  Hopkins' 
preference  for  funding  Insurent  might  have  had  something  to 
do  with  the  fact  that  they  had  stakes  in  Insurent  through 
another  entity,  SRC  Investments.  They  were  at  least  correct  that  i 
Insurent  was  in  trouble.  Another  investor,  Marty  J.  Whitman's  j 
Third  Avenue  Value  Fund,  evaluated  its  own  investment  in 


Pyne  has  called  Schack  and 
Hopkins  "small-time,  classless 
hustlers  who  want  to  take  every 
last  penny  they  can.1 
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Insurent  at  the  end  of  October  2004  at  zero. 

The  shopping  mall  is  no  gold  mine,  either.  Schack  andl 
Hopkins  predicted  that  the  mall,  valued  by  their  auditors  atl 
$24.4  million  in  mid-2003,  would  be  sold  in  2004.  Alas,  the) 
offers  have  been  disappointing.  The  mall  still  isn't  sold. 

When  Pyne  took  over  the  fund,  he  didn't  even  know  who; 
all  the  investors  were.  Phoenix  had  failed  to  pay  the  Bahamian 
company  that  tracks  such  information,  and  it  had  been  dis- 
carded. Pyne  eventually  found  300  of  them.  Schack  and  Hop- 
kins claim  that  when  Pyne  became  chairman,  they  gave  him  ai 
complete  investor  list,  along  with  all  of  the  other  information 
he  requested.  Pyne  says  the  founders  ignored  38  requests  for 
such  information. 

Pyne  is  not  in  this  for- his  health.  He  will  rebuild  Phoenix  for 
a  1.5%  annual  management  fee  plus  20%  of  the  profits  over  6% 
(calculated  from  total  capital,  likely  his  $150  million  estimate). 
Forget  liquidity.  Investors  are  locked  in  for  two  more  years. 

Hopkins  and  Schack  closed  Strategic  Resources  but  have 
started  a  new  business  under  the  name  JPS  Capital  Partners.  JPS 
is  a  middleman  that  will  find  bridge  loans  for  real  estate  devel- 
opers who  have  trouble  getting  financing.  Pyne,  still  seeking 
financing  for  his  condo  project,  won't  be  going  to  JPS.  He's 
chosen  Lehman  Brothers.  F 
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VAN  KAMPEN  INVESTMENTS  »»••« 


Dig.  Deeper. 
That's  our  investment 
philosophy. 

Over  400  portfolio  managers,  research  analysts  and 
traders.  Each  one  committed  to  leaving  no  stone 
unturned.  After  all,  opportunity  won't  find  itself.  Visit 
www.vankampen.com/shine  or  call  1-800-421-9098  and 
see  what  Van  Kampen  can  do  for  every  investor's  portfolio. 


Base  consider  the  investment  objectives,  risks,  charges  and  expenses  of  the  fund  carefully  before 
nesting.  The  prospectus  contains  this  and  other  information  about  the  investment  company; To 
>tain  a  prospectus,  contact  your  financial  advisor  or  download  one  at  vankampen.com.  Please 
ad  the  prospectus  carefully  before  investing.  Van  Kampen  is  a  wholly  owned  subsidiary  of  a  global 
curities  firm  which  is  engaged  in  a  wide  range  of  financial  services  including,  for  example, 
curities  trading  and  brokerage  activities,  investment  banking,  research  and  analysis,  financing 
id  financial  advisory  services.  Copyright  ^2006  Van  Kampen  Funds  Inc.  RN05-02350P-N06/05A 
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Back  From 
The  Dead 


Funerals  should  be  a  lively  business.  With  an  aging 
population,  the  Grim  Reaper  looks  like  a  terrific  ally  of 
SERVICE  CORP.  INTERNATIONAL  (8,  SCl),  the  nations  largest 
funeral-services  company. 

With  that  merry  thought,  an  ambitious  SCI  overex- 
panded  in  the  1990s,  buying  individual  funeral  homes 
and  small  chains  willy-nilly,  saddling  itself  with  debt. 
Then  it  got  into  a  tussle  with  the  Securities  &  Exchange 
Commission  about  how  it  booked  the  upfront  money  for  funer- 
als years  away  (called  "pre-need  contracts").  And  SCI  became 
embroiled  in  a  class  action  over  the  mishandling  of  corpses.  Not 
helping:  the  trend  toward  cremations  (30%  of  funerals  in  2004, 
up  from  20%  a  decade  earlier),  costing  far  less  than  a  burial. 

Under  new  management  SCI  has  repaired  its  image — and  its 
balance  sheet.  Long-term  debt  is  one-fourth  its  1999  peak  level. 
The  company  sold  off  many  foreign  operations  and  concentrated 
on  North  America.  Although  it  ran  up  $127  million  of  red  ink 
last  year  on  $1.7  billion  in  revenue,  Raymond  James  analyst  John 
W.  Ransom  sees  signs  of  better  financial  news  ahead.  Free  cash 


Stock  price 


flow  (cash  from  operations  minus  capital 
spending)  has  remained  at  a  solid  $200  million 
over  the  past  three  years.  To  further  drive  rev- 
enue, SCI  has  been  upgrading  amenities  offered 
to  grieving  families,  such  as  booking  travel, 
organizing  lavish  receptions  and  providing  counseling. 

SCI  is  expanding  again,  albeit  at  a  more  measured  pace.  Ir 
April  it  agreed  to  buy  rival  Alderwoods  Group  for  $856  million 
That  gives  SCI  15%  of  the  U.S.  market,  still  dominated  by  sole 
proprietors  like  the  Fisher  family  in  HBO  s  Six  Feet  Under. 

— Tatiana  Serafir 


Broken  Glass 


Stock  price 


Its  always  heartening  to  hear  a  comeback 
story,  especially  from  the  tech  debacle. 
Corning,  focused  in  the 
1990s  on  fiber  optics, 
came  crashing  down  with 
the  new  century.  But  it  has 
put  itself  back  together. 

Credit  James  Hough- 
ton, who  emerged  from 
retirement  in  2002  to 
again  be  chief  executive 
of  the  company  his  family  founded  in  1 85 1 . 
He  shut  down  plants  and  poured  resources 
into  research.  Houghton  transformed 
CORNING  (27,  GLW)  into  the  world  leader  in 
liquid  crystal  display  glass,  used  for  flat- 
screen  TVs  and  computers. 

The  demand  for  LCDs  is  enormous, 
notes  Ajit  Pai,  analyst  for  Thomas  Weisel 
Partners.  After  four  years  of  losses  Corn- 
ing booked  a  solid  profit  in  2005  and  in 
this  year's  first  quarter.  The  stock  price 


has  climbed  90%  over  the  past  year.  Its 
28  price/earnings  ratio  is  high,  though 
not  for  a  tech  stock.  Rivals  average  63. 

— David  Serchuk 


Heal  Thyself 


Stock  price 


Stock  in  C.R.  BARD  (75,  BCR),  maker  of 
medical  gear  like  angioplasty  balloons, 
had  been  as  flat  as  a  tongue  depressor — 
until  recently.  Products  such  as  an  ultra- 
sound device  to  guide 
catheters  precisely  into 
chemo  patients  have 
hiked  sales  7%  in  2005 
and  9%  in  the  first  quar- 
ter. Many  Bard  products 
are  category  sales  leaders. 
Blah  earnings  (unchanged 
at  $81  million  in  the  first  period)  should 
improve,  says  Michelle  Clayman,  chief 
investment  officer  of  New  Amsterdam 
Partners.  At  a  24  P/E,  Bard  is  cheaper  than 
peers  (33).  —  Megan  Johnston 


Under  the  Knife 

Another  medical  device  maker,  CONMED  (22 
CNMD),  also  has  go-nowhere  earnings  growth 
but  it  has  fierce  competition  for  its  powereo 
surgical  tools  and  arthroscopic  devices. 

Zacks  analyst  Gregory  Aurand  think 
the  company  is  losing  share  to  larger  rival 
like  Stryker  and  Medtronic,  which  cai 
offer  hospitals  bundled  discounts  an« 
broader  product  arrays.  Last  year  Stryke 
expanded  its  sales  of  powered  surgica 
instruments  while  Conmed's  shrank  b 
3.7%.  He's  also  troubled  by  the  long-tern 
debt  that  acquisition -happy  Conmed  ha 
packed  on  (65%  of  equity) 
and  a  costly  antitrust 
suit  against  Johnson  & 
Johnson.  The  stock  is 
off  26%  over  the  past 
year,  though  it  perked 
up  lately.  We  say  short 
Conmed. 

— David  Armstrong 
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Portfolio  Strategy 


Kenneth  L  Fisher 


SURVIVING 

RATE  RISES 


SHOULD  YOU  FEAR  RISING  LONG-TERM  INTEREST 
rates?  The  ten-year  Treasury,  which  started  2006  at  a 
4.4%  yield  to  maturity,  now  hovers  near  5.1%.  As  I 
have  been  arguing  for  a  while  (most  recently,  in  my 
Mar.  27  column),  the  bullish  case  for  equities  hangs 
to  a  large  degree  on  the  fact  that  corporate  share  purchases — in 
the  form  of  either  cash  takeovers  or  stock  buybacks — have  the 
effect  of  boosting  earnings  per  share  of  the  company  buying  the 
shares.  And  this  phenomenon,  in  turn,  depends  on  the  fact  that 
long-term  interest  rates  are  low.  A  chronic  upward  trend  in  long 
rates  would  do  a  lot  of  damage  to  stock  prices. 

The  rise  in  long  rates  raises  two  questions.  First,  at  some 
times  in  recent  years  when  America's  long-term  rates  ratcheted 
up  a  bit,  foreign  rates  didn't,  later  pulling  U.S.  rates  back  down 
with  them.  Is  that  what  is  happening  now?  No.  Long  rates  have 
been  marching  upward  pretty  much  everywhere  that  counts.  So 
this  easy  out  from  the  rate  threat  is  not  really  available. 

But  there's  another  safety  hatch.  The  second  question:  Is  the 
rate  rise  big  enough  to  indicate  a  trend? 

I  may  be  wrong,  but  I  think  no  trend  is  at  work.  The  jump  in 
rates  is  just  statistical  noise. 

If  you  can  stand  to  figure  percentages  of  percentages,  look  at 
the  uptick  this  way  A  rise  from  4.4%  to  5.1%  is  a  16%  increase  in 
the  interest  rate  on  Treasury  notes.  Since  May  2003  we've  had 
four  prior  upward  moves  bigger  than  that,  each  of  which  later 
largely  or  completely  reversed  itself.  For  example,  between  March 
2004  and  July  2004  rates  rose  30%  from  3.7%  to  4.8%  before 
falling  back  to  4%  by  November.  Between  December  2004  and 
March  2005  rates  rose  16%  before  more  than  fully  reversing.  In 
mid-2005  they  rose  20%  and  then  mosdy  reversed. 

Even  if  you  don't  invest  globally  (which  you  should  do,  par- 
ticularly this  year)  you  will  always  be  a  better  U.S.  investor  if  you 
think  globally.  Overseas,  too,  the  foreign  long-rate  increases 
aren't  so  big  as  to  indicate  more  than  noise.  In  Britain,  for  exam- 
ple, ten-year  rates  are  up  14%  from  their  low  early  this  year  but 


had  a  9%  run  in  the  middle  of  last  year,  14%  the  year  before  and 
33%  in  2003:  All  these  jumps  fully  reversed  themselves. 

By  my  calculations,  global  long-term  rates  would  have  to 
almost  double,  to  7.2%,  to  choke  off  this  bull  market.  Such  an 
upward  spike  in  rates — such  a  collapse  in  global  bond  prices,  in 
other  words — is  unlikely. 

Foreign  stocks  are  roaring,  but  you  can  still  buy  intelligently 
Australia  &  New  Zealand  Banking  (110,  ANZ)  would  be  an 
important  piece  of  a  patchwork  quilt  for  a  regional  bank  aiming 
to  go  global.  And  make  no  mistake:  Global  banks  and  commu- 
nity banks,  with  little  in  between,  are  the  future  of  banking.  ANZ 
has  no  big  shareholders  to  stop  a  takeover.  A  takeover  at  16  times 
2006  earnings  (plus,  presumably,  a  premium)  would  cause  an 
accretion  in  earnings  at  the  acquirer.  Yield  is  3.8%. 

Britain's  National  Grid  (52,  NGG)  fits  into  the  trend  of  utilities 
going  international.  It  is  strong  in  electricity  and  gas  transmis- 
sion in  the  U.K.  and  the  U.S.  (primarily  in  New  England  and  New 
York  State).  No  controlling  shareholders.  It  trades  at  14  times 
earnings  and  yields  2.6%.  National  Grid  might  get  its  stock  up 

by  continuing  its  acquisition 
streak.  If  it  doesn't,  it  will  fall 
prey  to  those  who  will. 

Germany's  Fresenius  Med- 
ical Care  (39,  FMS)  is  up  50% 
since  I  recommended  it  on  Jan. 
31,  2005.  It  still  has  more  to  go. 
It  is  a  leader  in  all  facets  of  kid- 
ney dialysis — namely,  treatment 
services,  equipment  and  sup- 
plies. It  goes  for  22  times  the 
earnings  I  expect  for  2006. 

You  need  U.S.  stocks  to 
make  your  foreign  portfolio 
into  a  global  one,  so  here's  a 
name  to  look  at:  ConAgra 
Foods  (23,  CAG).  Old-timers 
remember  it  as  a  handler  of 
farm  commodities  (fertilizer, 
grain  and  so  on),  but  now  its  value  lies  in  food  brands  like 
Rosarita,  Slim  Jim,  Healthy  Choice,  Snack  Pack,  Peter  Pan, 
Orville  Redenbacher,  PAM,  Reddi-wip,  Hunt's,  Eggbeaters,  Chef 
Boyardee,  Butterball  and  Banquet.  With  a  market  value  (not 
counting  debt)  of  only  $12  billion  this  morsel  is  too  tempting  to 
bigger  food  and  branded  consumer  products  firms  not  to  get 
gobbled  up. 

ConAgra  trades  at  16  times  likely  2006  earnings.  Even  at  a 
premium  to  that  price,  its  acquisition  for  cash  would  add  to  the 
earnings  of  an  acquirer  with  a  good  credit  rating.  Its  senior  exec- 
utives have  to  get  their  stock  up  or  they  will  lose  their  jobs.  While 
you  are  waiting  for  the  threat  to  materialize,  you  can  line  your 
henhouse  with  ConAgra's  4.3%  dividend  checks. 


Kenneth  L.  Fisher  is  a  Woodside,  Calif.-based  money 
manager.  Visit  his  home  page  at  www.forbes.com/fisher 
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Wendy  Brazill,  Private  Bank  Client 


Wendy's  bank 


introduced  her  to  her  private  banker/guardian  angel 


handles  the  details  so  she  can  enjoy  life  to  the  fullest 


structured  a  refinance  to  renovate  her  dream  home 


expertly  helps  guide  her  family's  intricate  trusts  and  investments 


believes  growing  and  protecting  wealth  is  a  fine  art. 


Invest  in  you 


Union 

Bank  of 
California 


The 

Private 

Bank- 


Banking  Services  •  Trusts  •  Investment  Management 

Beverly  Hills    Irvine  Los  Angeles      Palo  Alto      Portland       Rancho  Mirage  Sacramento 

San  Diego       San  Francisco      San  Jose         Seattle        Tacoma        Walnut  Creek 

This  is  not  a  commitment  to  lend.  Loans  subject  to  credit  approval.  Trusts  and  wills  have  estate  planning  and  tax 
consequences.  Consult  your  attorney  or  tax  advisor.  f~*| 

Visit  us  at  unionbank.com  ®2006  Union  Bank  of  California,  N.A.  Member  FDIC  lender 


le  Contrarian  i  David  Dreman 


UNPLEASANT 
SURPRISES 


HOW  SMART  ARE  ANALYSTS  AT  FORECASTING 
earnings?  I  have  a  long-running  debate  with  the  ana- 
lyst community  on  this  point.  The  analysts  (and  the 
people  who  circulate  their  numbers)  think  they're 
pretty  good.  I  think  they  all  too  often  miss  by  a  wide 
margin,  especially  on  high-multiple  growth  stocks,  where  a  dis- 
appointment can  send  a  stock  reeling. 

Some  individual  analysts  are  very  good;  one  is  featured  on  page 
166  of  this  issue.  But  what  about  the  average  earnings  forecaster? 
In  my  last  column  (Apr.  17)  I  cited  41%  as  an  average  error.  Thom- 
son Financial  compiles  a  database  of  forecasts  and  came  back  with 
a  figure  of  3.2%.  Both  of  these  figures  are  correct.  I  didn't  have  the 
space  to  explain  this  wide  gap  in  the  last 
go-round,  but  here  I  do. 

Thomson  Financial  and  my  statisti- 
cians (led  by  Dr.  Vladimira  Ilieva  of  the 
Institute  of  Behavioral  Finance)  are  tak- 
ing measurements  from  slighdy  different 
universes.  The  Dreman-Ilieva  sample 
tracks  estimates  for  an  expanding  list  of 
companies  (2,100  at  the  end)  over  a 
period  of  three  decades.  Thomson  Finan- 
cial was  looking  at  S&P  500  companies 
only  since  1994.  In  both  cases  we  are 
examining  "consensus"  figures — that  is, 
a  mean  of  forecasts  from  all  participat- 
ing analysts — and  in  both  cases  we 
disregarded  nonrecurring  items.  We  are  comparing  latest  prerelease 
quarterly  earnings  forecasts  with  the  actual  numbers. 

Some  difference  in  results  could  come  from  the  difference 
in  the  years  studied  and  in  the  list  of  corporations  (presumably 
the  S&P  members  are  more  closely  followed).  But  not  much. 
The  main  reason  for  the  huge  disparity  in  how 
we  view  analyst  skills  has  to  do  with  the  way 
the  averages  are  calculated. 


Mean  market-adjusted  return  1973  -  2004 

One  year  after  surprise 


Lowest  P/E  Quintile       Highest  P/E  Quintile 


Thomson  Financial  looks  at  aggregate  earnings  for  the  whole 
S&P  500.  T-hus,  if  Google  falls  $500  million  short  of  what's 
expected  but  American  Electric  Power  delivers  a  positive  sur- 
prise of  $500  million,  then  the  total  is  right  on  the  money  and 
Wall  Street  credits  itself  with  a  bull's-eye. 

This  is  a  reasonable  way  to  look  at  forecast  accuracy  if  all  you 
are  doing  is  buying  an  index  fund.  But  if  you  are  picking  individual 
stocks,  then  this  kind  of  "accuracy"  is  no  good  at  all.  The  hit  you  will 
take  on  a  high- multiple  growth  stock  that  disappoints  will  in  no  way 
be  made  up  by  owning  shares  of  a  cheap  utility  that  overdelivers. 

My  method  looks  at  the  absolute  value  of  percentage  errors.  One 
consensus  number  overshoots  by  20%,  another  is  too  low  by  20%.  I 
don't  think  these  cancel  out  On  my  spreadsheet  that's  an  average  error 
of  20%.  I  look  at  earnings  per  share  and  weight  all  companies  equally. 

My  average,  it  must  be  conceded,  was  pushed  up  by  outliers.  In 
the  third  quarter  of  2004  Marsh  &  McLennan  was  supposed  to  earn 
70  cents  but  reported  only  4  cents.  That  went  down  as  a  1,650%  error. 
Monsanto  was  predicted  to  earn  4  cents  a  share;  it  came  in  with  ai 
penny  loss.  That  was  a  500%  error.  The  median  error  in  my  data- 
base for  2004  Q3  was  7.7%.  But  even  that  kind  of  disappointment  is 
enough  to  do  a  lot  of  damage  to  a  hot  growth  stock 

There's  a  practical  element  to  this  statistical  exercise,  as  the 
chart  shows.  The  impact  of  earnings  surprises  on  share  prices  is 
uneven.  High-flying  stocks  get  slammed  by  negative  surprises 
and  are  helped  only  a  little  bit  by  positive  surprises.  Value  stocks 
though — the  ones  trading  at  low  multiples  of  earnings — gel 
boosts  from  positive  surprises  but  aren't  much  hurt  by  negative 
news.  Disappointment  is  already  priced  into  the  shares. 

I  think  you  should  be  very  leery  of  expensive  growth  stocks 
especially  when  their  prices  are  propped  up  by  grandiose  predic- 
tions of  earnings  gains  that  he  around  the  corner.  If  analysts  can': 
even  get  this  quarter's  number  accu- 
rately, how  can  we  trust  them  to  fore 
cast  two  years  out?  I  have  on  my  desl 
a  bullish  report  on  Chinese  searcl 
engine  Baidu.com.  It's  trading  at  28 
times  trailing  earnings.  Not  to  worry 
says  the  analyst:  Baidu  is  going  to 
quintuple  its  earnings  per  share  b 
2008,  and  so  the  stock  is  cheap  at  onl 
54  times  that  figure.  I  wouldn't  toucl 
this  one  with  a  barge  pole. 

Stick  to  value  stocks  and  hope  fo 
positive  surprises.  Here  are  three: 

AHState  (57,  ALL)  saw  earnings  sul 
fer  from  the  2005  hurricanes.  With  ai 
18  P/E,  it  gets  short  shrift  from  analysts  but  will  recover  sharply  an 
show  them.  Another  insurer,  Hartford  Financial  Services  (92,  HIG 
with  a  12  P/E,  has  a  strong  first  quarter  that  blew  away  the  consen 
sus.  Managed  care  leader  UnitedHealth  Group  (44,  UNH),  with  a  1 
P/E,  saw  profit  margins  double  in  the  last  five  years. 


Forbes 


David  Dreman  is  chairman  of  Dreman  Value  Management  of  Jersey  City, 
N.J.  His  latest  book  is  Contrarian  Investment  Strategies:  The  Next  Generation 
Visit  his  home  page  at  www.forbes.com/dreman. 
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ck  in  10+%  yields  with  Energy  Trusts! 


>rbes  has  an  advisory  service  for  every 
stor  seeking  refuge  from  stock  market  volatility. 

If  capital  preservation  and  maximum  income  are  primary  investment 
s,  you  may  already  have  discovered  the  market-defying  advantages  of... 
»  Investment  grade  and  high-yield  bonds 

►  Tax  advantaged  Preferreds  and  Dividend  stocks 
*  Canadian  Energy  Trusts  and  convertibles 

►  Current  yields  of  10%  and  more 

For  many  savvy  investors  these  low-risk  income  securities  are  the 

or  that  protects  the  conservative  portion  of  a  portfolio. 

But  if  you  are  an  equity  investor  who's  feeling  battered  by  the  recent 

noil,  and  you  are  wondering  "what  now?".  .  .  perhaps  it's  time  you 

dder  putting  at  least  part  of  your  portfolio  into  income  securities. 

Are  you  going  to  hang  in  and  hope  the  market  recovers?  Or  are  you 

y  to  trade  "hope"  for  the  certainty  that  your  capital  is... 

Safe  from  the  volatility  of  the  stock  market 

Earning  up  to  100%  greater  income  than  it  would 

from  stocks 

Positioned  to  grow  by  14%. .  .18%. .  .even  20%  or  more  a  year 
Now,  whether  you  know  a  preferred  from  a  convertible,  Forbes  has 
ned  up  with  the  leading  authority  on  bonds,  convertibles  and 
erred  stocks  to  offer  you  the  expert  guidance  you  need  to  take  full 
intage  of  these  specialized  investments. 


3  FREE  Bonus  Reports  When  You  Subscribe: 

•  "Insiders  Guide  to  Buying  High  Yielding 

Preferreds  and  Trusts" 
\  •  "The  New  Market  in  PET  Bonds  That  Trade  Like  Stocks" 
"Richard  Lehmann's  Income  Securities  Owners  Manual" 


NASDAQ  plummeted  40%  in  2000,  Richard 
hmann's  portfolio  of  high-yield  bonds  actually 
nt  up  in  value  while  it  paid  13.25%  cash  income! 
2003,  Lehmann's  portfolio  had  a  total  return  of 
.3%!  In  2004  and  2005,  he  beat  stocks  again 

[n  turbulent  times  like  these,  income  securities  offer 
irons  returns  and  most  importantly  peace  of  mind.  You' 
i  all  the  information  you  need  to  get  started  when  you 
;cribe  to  Forbes/Lehmann  Income  Securities  Investor. 


ou're  interested  in  asset  protection  and  reliable 
ome,  there's  no  better  expert  than  Richard  Lehmann. 

Richard  Lehmann  has  been  a  recognized  authority  on  income 
irities  for  more  than  30  years.  He  is  the  Fixed  Income  columnist 
Forbes  Magazine  and  has  written  for  The  Financier  and  the 
nicipal  Finance  Journal.  He  is  frequently  quoted  in  the  Wall 
et  Journal  Barrons,  Money  and  the  New  York  Times. 


Income  Securities  Investor  is  a  joint  effort  from  Forbes  and  Richard 
Lehmann  that  enables  you  to  match  income  securities  to  your 
risk/reward  goals.  Compared  to  the  volatile  stock  market,  all  of  our 
model  portfolios  are  a  safe  harbor,  even  if  you  maximize  your  income 
by  selecting  high-yield  bonds  or  preferreds  of  8%  and  higher. 

In  each  monthly  issue  you'll  find  9  specific  buy  recommendations, 
plus  holds,  sells  and  follow  up  information  you  need  to  execute  your 
own  program.  You  also  get  Richard's  "Pick  of  the  Month."  You'll  find 
detailed  reasons  for  every  recommendation  that  you  won't  get  from 
most  brokers  or  bond  funds. 

The  best  and  easiest  way  to  decide  if  income  securities  make  sense 
for  you  is  to  begin  your  subscription  to  get  our  3  Free  Reports.  If  not 
delighted,  you  can  cancel  and  we  will  send  a  full  refund  for  any  issues 
you  haven't  yet  received.  Even  if  you  cancel,  you  are  welcome  to  keep  the 
3  Special  Reports  with  our  compliments.  Right  now  we  are  offering 
Richard's  profitable  advice  for  just  $195  for  12  mondy  issues  delivered 
online,  a  savings  of  more  than  $160  off  the  single  issue  cost.  Act  now,  mail 
or  fax  the  coupon  below  or  subscribe  online  at: 

www.forbesnewsletters.com/lehmann 
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Point  of  View  Steve  H.  Hanke 


REGIME  CHANGE? 


■  N  THE  MONTHS  BEFORE  THE  MEETINGS  OF  THE  INTER- 
I  national  Monetary  Fund  and  World  Bank  in  April,  the  IMF 
I  appeared  to  be  in  its  twilight.  Since  the  Turkish  lira  col- 
I  lapsed  in  2000,  there  has  been  a  dearth  of  financial  crises 
I  (for  the  IMF  to  "manage")  and  of  countries  to  shower  with 
cheap  loans.  Also,  IMF  borrowers  from  past  crises— including 
Russia,  Argentina  and  Brazil — have  repaid  their  loans  ahead  of 
schedule.  The  IMF's  loan  portfolio  and  operating  income  are 
shrinking.  By  its  own  estimates,  the  IMF  will  sustain  operating 
losses  of  $600  million  over  the  next  three  years. 

But  governmental  organizations  never  get  the  ax  for  operat- 
ing losses.  They  don't  even  die  in  their  sleep.  They  claim  new 
purposes  for  themselves  and  flourish.  Just  look  at  the  IMF.  It  was 
established  as  part  of  the  1944  Bretton  Woods  Agreement  and 
was  primarily  responsible  for  extending  short-term,  subsidized 
credit  to  countries  experiencing  balance-of-payments  problems 
under  the  postwar  pegged  exchange-rate  system.  In  1971,  when 
President  Richard  Nixon  closed  the  gold  window,  he  signaled  the 
collapse  of  the  Bretton  Woods  Agreement— and,  presumably,  the 
demise  of  the  IMF's  original  purpose.  But  since  then  the  IMF  has 
used  every  so-called  crisis  to  expand  its  scope  and  scale. 

The  oil  crises  of  the  1970s  allowed  the  institution  to  reinvent 
itself.  Those  shocks  required  more  IMF  lending  to  facilitate — yes, 
balance-of-payments  adjustments.  And  more  lending  there  was: 
In  real  terms  IMF  lending  more  than  doubled  from  1970  to  1975 
and  increased  by  58%  from  1975  to  1982. 

With  the  election  of  Ronald  Reagan  in  1980  it  appeared  that 
the  IMF's  crisis-driven  opportunism  would  finally  be  reined  in. 
Yet  with  the  onset  of  the  Mexican  debt  crisis  more  IMF  lending 
was  required  "to  prevent  debt  crises  and  bank  failures."  That 
rationale  was  used  by  none  other  than  President  Reagan,  who 
personally  lobbied  400  out  of  435  congressmen  to  obtain 
approval  for  a  U.S.  quota  (capital  contribution)  increase  for  the 
IMF.  IMF  lending  ratcheted  up  again,  increasing  27%  in  real 
terms  during  Reagan's  first  term  in  office. 

And  then  came  the  1990s,  an  explosive 
growth  decade  for  the  IMF.  Currency  crises  in 
Mexico,  Russia,  Turkey,  Brazil,  Argentina  and 


Asia  expanded  the  IMF's  balance  sheet,  enhanced  its  clout  and 
guaranteed  full  employment  for  its  bureaucrats. 

However,  by  late  2005  the  IMF  appeared  to  be  in  trouble 
again.  The  U.S.,  which  is  the  IMF's  biggest  shareholder,  was  com- 
plaining that  IMF  Managing  Director  Rodrigo  de  Rato  was 
derelict  in  not  labeling  China  a  currency  manipulator.  The  Bush 
Administration  started  a  whispering  operation,  implying  that  De 
I  Rato,  a  former  Spanish  finance  minister,  didn't  have  the  "right 
stuff"  for  IMF's  top  job.  In  addition,  the  Bush  Administration 
began  a  diplomatic  campaign  to  turn  other  industrialized  coun- 
i  tries  against  China's  "fixed"  exchange-rate  regime. 

This  strategy  worked.  On  Apr.  21  the 
G-7  finance  ministers  and  central  bank  gover- 
nors issued  a  communique.  For  the  first  time, 
the  Gang  of  Seven  singled  out  China  and  its 
exchange-rate  regime  for  criticism.  According 
to  the  G-7  countries,  China  must  part  ways  with  its  "fixed"1 
exchange-rate  setup  and  allow  the  yuan  to  float.  Even  though 
the  "fixed"  yuan/dollar  system  has  contributed  mightily  to 

China's  stellar  economic  per- 
formance for  over  a  decade, 
the  Gang  claims  that  China's 
exchange  rate  is  contributing 
to  dangerous  global  imbal- 
ances. To  help  find  a  solution 
to  this  so-called  problem,  the 
IMF  was  given  a  new  mandate: 
to  start  immediate  negotiations 
between  countries  with  the 
largest  trade  imbalances  (read 
the  U.S.  and  China)  with  the 
goal  of  reducing  the  imbal- 
ances (read:  raising  the  value  o: 
the  Chinese  yuan  from  11 
cents  to  a  much  larger  sum). 

This  amazing  turn  of  event; 
would  have  come  as  no  surprise 
to  the  British  historian  C.  Northcote  Parkinson.  His  1957  classic 
Parkinsons  Law,  concludes  that  when  the  job  for  which  a  bureau 
cracy  was  organized  changes  or  disappears,  the  industriou: 
bureaucrats  will  find  new  work  to  do. 

Meddling  in  China's  successful  economy  and  pleasing  th< 
IMF's  largest  shareholder  certainly  qualify  as  hard  work.  But  if  Di 
Rato  can't  fend  off  the  meddlers,  one  should  hope  that  Chin; 
stands  its  ground.  China  should  not  forget  how  the  IMF  aggra 
vated  the  Asian  currency  crisis  nine  years  ago  by  demanding  tha 
the  Indonesian  rupiah  float.  And  float  it  did — downward.  Beijin; 
should  also  not  forget  former  U.S.  Secretary  of  State  Lawrenc 
Eagleburger's  assessment  of  the  ensuing  political  regime  chang 
in  Indonesia:  "We  [the  U.S.  government]  were  fairly  clever  in  tha 
we  supported  the  IMF  as  it  overthrew  [Suharto]." 


Opportunism, 
driven  by 
crisis,  is  the 
IMF's  m.o. 
Once  in  a  while, 
it  seems  the 
agency  will  be 
reined  in.  No 
such  luck. 


i  Forbes 
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THE  ADVENTURER 


HEN  DA  DOG  STOPS 
rking,  da  moose  is  moving."  Toward  us? 
>rn  regarded  me  with  lutefisk  eyes.  "Yes, 
lybe.  If  we  have  da  luck." 
He  nodded,  and  Ingrid  nodded  back. 
3rn  Johansen  was  our  hunting  guide, 
grid  Shumway  is  the  founder  of  Five 
irs  of  Scandinavia,  the  U.S.  outfitter  that 


books  this  annual  October  trip.  We  were 
hunting  on  the  opening  day  of  Norway's 
moose  season  alongside  our  hosts,  owners 
of  a  10,000-acre  private  woodlands  out- 
side Oslo.  The  family  sold  its  ancestral 
home,  which  is  now  a  hotel,  Losby  Gods 
Manor.  But  they  kept  the  surrounding 
property — a  preferred  hunting  ground 


since  1850  for  European  nobility,  includ- 
ing Norway's  late  King  Haakon  VII. 

The  hills  are  alive  with  the  sound  of 
black  and  hazel  grouse.  The  bottomlands 
hide  pools  of  quicksand,  plus  many  mighty 
moose.  For  the  record,  elk,  or,  in  Norwegian, 
elg,  is  what  Europeans  call  the  animal 
known  in  North  America  as  moose 
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("moose"  coming  from  the  Algonquin  word 
meaning  twig-eater).  The  Swedish  father  of 
taxonomy,  Carl  Linnaeus,  named  them  in 
1758:  Alces  alces,  Latin  for  "elk  elk."  What 
Americans  call  "elk"  are  really  wapiti- 
Eurasian  red  deer. 

Moose  are  related  to  the  extinct  Irish 
elk,  which  were  the  same  size  as  modern 
Norwegian  elk,  weighing  between  900 
and  1,200  pounds,  but  had  enormous 
anders.  Irish  elk  had  antlers  13  feet  across 
and  died  out  about  10,000  years  ago  (no 
doubt  from  poor  posture). 

There  are  an  estimated  125,000  moose 
in  Norway — so  many  that  scientists  have 


good  hunting  for  the  owning  family,  their 
friends  and  up  to  two  dozen  paying  guests 
per  season.  Throw  in  the  comforts  of  a 
room  at  Losby  Gods  Manor  and  a  meal  at 
its  award-winning  restaurant  and  you 
have  a  hunting  trip  fit  for  Haakon  VII. 

At  Losby  some  hunters  walk  with  the 
guide  and  his  dog  (as  Ingrid  and  I  did  the 
first  day),  while  others  remain  posted  at 
prime  shooting  spots.  Then  everyone 
trades  places.  Bjorn's  dog,  Piro  ("Fire"),  is, 
of  course,  a  Norwegian  elkhound,  a  breed 
descended  from  Viking  guard  dogs,  and 
as  such  had  immediately  run  off  to  find 
moose  (elg)  and  start  barking  at  them. 


of  my  rubber  boots  got  stuck,  I  walked 
right  out  of  it,  then  had  to  balance  ice 
skater-like  with  my  other  leg  pointing  out 
behind,  until  Bjorn  and  Ingrid  rescued  me. 

After  I'd  recovered  my  breath  and 
boot,  we  tramped  through  stands  of  birch 
while  Piro  barked  and  barked.  We  had 
been  walking  for  three  hours  when  at  last 
he  stopped.  The  sudden  loss  of  the  hunt's 
soundtrack  made  me  nervous. 

"We  stay  now,"  said  Bjorn,  "let  da  dog 
bring  da  moose  to  us." 

He  crouched  and  took  aim  while 
Ingrid  and  I  steadied  our  7mm  Dakota  76 
Travelers,  "the  best  gun  on  the  planet  right 


Hoping  not  to  be  flattened  by  1,200  pounds  of  angry  meat,  we  wait  (left)-  Johan  Foss  tends  to  nonstop  barker  Piro,  a  Norwegian  elkhound. 


called  for  thinning  of  the  population  to 
avoid  an  agonizing  die-off  from  mass  star- 
vation. As  it  is,  hungry  moose  have  shown 
up  in  barns  looking  for  food  and  have 
sampled  Christmas  wreaths  hung  on 
urban  front  doors.  They  have  broken  into 
grocery  stores,  chased  joggers,  attacked 
dogsleds.  Some,  after  gorging  on  fer- 
mented apples,  have  stumbled  around 
drunk  and  gotten  tangled  up  in  hanging 
laundry.  Others  have  plunged  off  cliffs, 
flattening  cars. 

Last  year  some  85,000  licensed 
hunters  culled  40,000  moose.  The  meat 
was  used  for  such  traditional  Norwegian 
fare  as  moose  roasts,  ribs,  supremely  lean 
steaks  and  kjottkake,  tasty  little  meat 
cakes.  About  a  hundred  moose  roam  the 
Losby  estate,  more  than  enough  to  assure 


■mi 


We  chased  Piro's  bark  all  morning. 
Sometimes  it  floated  to  the  left,  sometimes 
to  the  right;  sometimes  it  drew  thrillingly 
near,  sometimes  it  narrowed  to  a  small, 
distant  yelp  that  could  have  been  mistaken 
for  a  hawk's  cry.  We  pursued  it  like  the 
siren-possessed,  up  granite  outcroppings 
and  down  hillsides  slick  with  tangerine- 
colored  mushrooms  and  lichen  that 
looked  like  golf  tees.  When  Piro  ran  too 
far  off  to  be  heard,  we  tracked  the  signal 
sent  from  his  collar  to  Bjorn's  insectile, 
four-antennaed  radio. 

We  crossed  forest  floors  aglow  with 
wild  cranberries  and  raspberry-colored 
blueberry  bushes,  then  Frankenstein- 
stepped  our  way  across  a  lagoon  of  quick- 
sand, in  which  I  became  resoundingly 
mired  for  ten  sinking  minutes.  When  one 


now  for  the  money,"  according  to  Ingrid's 
husband,  Bob,  an  ace  shot.  We  hunkered 
down  into  what  might  at  any  moment  be 
the  path  of  a  galumphing  behemoth. 

It  was  hard  not  to  recall  what  had  hap- 
pened two  years  ago  to  a  hunter  in  this 
same  situation.  Aurdal  Arne,  68,  had  shot 
a  bull  moose  one  autumnal  morn.  As 
Arne  approached  the  "dead"  bull,  it  reared 
up  and  lunged  at  him.  Not  wishing  to  be 
impaled,  he  grabbed  hold  of  the  moose's 
anders  as  it  flailed  with  the  urgency  of  the 
dying.  "After  a  minute  of  madness,"  he 
recalls,  the  moose  expired,  "and  went  on 
to  the  eternal  forest." 

Conditions  all  seemed  in  our  favor. 
We  were  downwind.  Visibility  was  flaw- 
less. Sound — the  ratcheting  song  of  a 
black  grouse— carried  plainly.  But  the: 
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straight- up  truth  is  that  waiting  in  a  clear- 
ing for  a  rampaging  moose  feels  a  lot 
more  like  pre-op  surgery  than  sport. 

There  was  a  thrashing  in  the  bushes  as 
moose  sought  to  get  away  from  Piro. 

"I  can  smell  them,"  said  Ingrid. 

Alas,  no  elg  ventured  out.  Then  Piro 
barked  again,  and  the  tension  broke  like  a 
shoelace.  Exhausted,  we  gave  up  for  the 
day  Bjorn  eventually  found  the  dirt  road 
back  to  his  car,  Piro  found  us,  and 
together  we  drove  to  a  log  shelter  called 
the  Resting  Place  for  lunch. 

Our  hosts  had  already  made  a  camp- 
fire.  Cowboy  coffee  was  boiling  away  in  a 
big  black  kettle  suspended  from  a  rebar 


fathom  how  massive  they  are.  Their 
haunches  are  hillocks.  They  stand  taller 
and  broader  than  any  horse.  This  male's 
huge,  many-tiered  palmate  antlers  called 
to  mind  the  lyric  "he's  got  the  whole  world 
in  his  hands."  Ingrid  already  had  her  sight 
on  a  cow  that  had  climbed  the  opposite 
ridge.  Before  I  could  say:  "Wait,  there's  a 
bull!"  Ingrid  shot.  And  missed.  Both  bull 
and  cow  bolted  into  the  pines. 

The  next  morning  I  walked  with 
Johan  Foss.  "Normally  we  would  have  an 
animal  down  by  now,"  he  said  as  we  fol- 
lowed a  small,  clear  creek  up  a  steep  hill. 
"Very  unusual."  Few  know  the  property 
better.  From  May  to  October  Johan  and 


 ForbesLife 

and  I  departed  for  a  new  post  near  a  sil- 
very lake  above  a  sloping  V-shaped 
meadow  half  a  football  field  wide  at  the 
middle.  At  12:15  a  yellow-backed  wood- 
pecker landed  on  the  tree  in  front  of  us, 
just  as  a  message  in  Norwegian  came 
over  Johan's  walkie-talkie.  He  held  up  two 
fingers:  two  moose. 

"Listen  for  the  shooting." 

At  12:35  we  heard  Piro  barking  loudly, 
closing  in  on  the  woods  by  the  lake  to  our 
left.  The  dog  fell  silent.  A  ringing  shot  fol- 
lowed. Then  another.  Two  more.  And  a 
fifth.  Johan  interpreted  the  radio  report: 
"One  moose  down.  A  cow.  Ingrid's. 
Danckert  hit  a  bull,  but  they  haven't  found 


Danckert  Krohn  cooks  bacon  (left):  forest  manager  Erling  Bergsaker  beside  the  Resting  Place;  Johan  Foss  wreathed  in  coffee  steam. 

I 


tripod  minded  by  Johan  Foss,  an  Oslo  sur- 
geon and  one  of  the  ten  surviving  family 
members  who  inherited  Losby  Gods  in 
1960  when  the  family  matriarch  died.  His 
cousin,  Danckert  Krohn,  an  Oslo  anesthe- 
siologist, cut  off  thick  slices  of  bacon  and 
fried  them  in  a  pan  with  an  ingenious  3- 
foot  sapling  handle.  His  daughter,  Kristin, 
who  works  for  the  Norwegian  Parliament, 
readied  potato  pancakes  for  the  best 
bacon  sandwiches  this  side  of  London. 
Their  friend  and  fellow  M.D.  Fredrik 
Hancke  helped  affix  the  sandwiches  to 
pronged  sticks  so  we  could  roast  them  in 
the  fire,  and  Bjorn  poured  thick  coffee 
into  hand-carved  birch  cups. 

After  lunch  Ingrid,  Kristin  and  I 
posted  on  a  sunny  knoll  while  the  rest 
either  walked  with  Bjorn  or  posted  else- 
where. Just  as  I  had  bedded  down  in  the 
heather  for  a  nap,  I  heard  Kristin  say: 
"There  he  is!"  And  I  opened  my  eyes  to 
find  a  huge  earth-colored  bull  sauntering 
through  brush  below  us. 

Until  you  have  a  close  encounter  with  a 
moose  in  the  wild,  you  simply  cannot 


his  wife  live  in  a  cabin  on  the  family 
estate. 

"I  hunt  here.  I  golf  here.  I  go  ski- 
ing here,  tracking  here,  pick  mush- 
rooms and  berries  here,  go  canoeing  and 
swimming  and  skating  on  the  lakes  here.  I 
see  things  I  never  see  anywhere  else."  He 
pointed  to  a  hoofprint  in  the  new  grass. 
"He  has  been  here  today.  The  moose  very 
often  come  to  this  place." 

That  place,  called  the  Lunch  Sump,  is 
a  traditional  dining  spot  for  Losby  loggers. 
A  granite  rise  with  natural  boulder  seat- 
ing, it  offers  an  excellent  long  view  of  a 
tight  valley.  An  hour  later  Johan  pointed 
to  a  dark  shape  on  the  hillside  and  took 
aim.  The  wind  was  up,  making  white 
noise  in  yellow  birch  leaves.  Clouds  raced 
in  from  the  west,  then  vanished.  So  did 
our  moose. 


it  yet.  They'll  find  it." 

They  did,  of  course.  Later  we  all  met  at 
an  outbuilding  fixed  with  winches  and 
pulleys  and  tables,  where  Bjorn  and  the 
doctors  went  about  the  solemn  choreog- 
raphy of  butchering  the  first  moose  of  the 
season.  As  night  fell  and  the  evening  birds 
began  their  own  hunting,  the  men  moved 
silently  in  tandem  to  tease  the  rich,  red 
meat  from  narrowest  of  sheaths  of  white 
fat  beneath  the  chocolate  hides.  You  could 
smell  the  sweetness  of  the  forest  in  it — a 
miracle  of  wild  nutrition.  Isn't  it  good, 
Norwegian  wood?  The  Christmas 
kjottkake  would  be  excellent  this  year.  F 


"Hunting  is  waiting,"  said  Johan.  He     For  trip  details,  seeforbes.com/moose. 
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INSIDER:  PEOPLE  YOU  SHOULD  KNOW 

Wine  Buyers'  Best  Friend 


JAMIE  RITCHIE  NOT  ONLY  KNOWS 
wine  intellectually— which  you'd 
expect  from  the  head  of  Sotheby's 
North  American  wine  department  in 
New  York  City— he  also  has  a  gift  for 
matching  the  right  wine  with  the  right 
customer,  which  makes  him  invaluable  to 
anyone  looking  to  buy  wine  at  auction. 

Most  people  think  of  auctions  as  sales 
of  rare  bottles  going  for  tens,  or  even  hun- 
dreds, of  thousands  of  dollars  to  collectors 
who  would  no  more  drink  them  than  a 
philatelist  would  lick  his  prize  stamp.  Yet 
such  buyers  are  far  outnumbered  by  ones 
who  buy  to  drink:  for  example,  someone 
shopping  for  a  10-  to  15-year-old  Bor- 
deaux near  its  peak  that  costs  no  more 
than  a  current  release  at  retail. 

A  big  part  of  Ritchie's  job  is  advising 
clients  on  the  relative  merits  of  buying,  say, 
a  case  of  Clos  du  Vougeot,  Prieure-Roch 
1997,  estimated  at  $200  to  $300,  versus  the 
same  wine  from  1996  priced  $50  higher. 
The  former  vintage,  while  only  average,  is 
ready  to  be  drunk  now;  the  latter,  a  far  bet- 


ter vintage,  still  needs  a  few  years  to 
mature.  It's  more  of  an  investment. 

Thomas  Black,  a  collector  in 
Nashville,  appreciates  Ritchie's  empathetic 
guidance:  "He's  aware  of  my  tastes,  how  I 
like  to  buy."  David  Furr,  a  bargain- 
conscious  collector  in  Charlotte,  N.C.,  is 
another  fan.  "He  gives  me  the  most 
incredible  hints,"  says  Furr.  "Recently 
there  was  a  big  auction  with  the  '97  La 
Mouline,  La  Landonne  and  La  Turque. 
Normally  they'd  be  over  the  top  for  me  in 
terms  of  price— $300  a  bottle.  But  Jamie 
said,  'Look,  the  '97s  didn't  get  the  typical 
98  to  100  points,  so  I  suspect  you  can  get 
some  really  good  buys  for  some  really 
drinkable  wines.'  And  sure  enough,  I  got 
all  three  for  about  $100  a  bottle,  which  is 
unheard-of.  They  gave  me  a  whole  new 
perspective  on  wine." 

Ritchie,  a  Brit,  grew  up  in  a  wine- 
drinking  family.  "My  parents  always  had  it 
around,  so  they  gave  me  little  bits  of  wine 
from  about  the  age  of  7.  At  the  age  of  18, 
when  my  friends  were  buying  bottles  of 


m  J!  C  •  .. 
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wine  to  take  to  parties,  I  was  buying  cases." 

He  got  his  start  in  London  right  out  of 
school  and  after  four  years  in  retailing 
joined  Sotheby's  because  he  wanted  to  get 
to  know  only  the  very  best  wines.  He  sug- 
gests that  potential  buyers  at  auction  first 
discuss  their  aims  and  preferences  with  his 
department.  "Our  advice  is  free,"  he  says. 
(Both  buyer  and  seller  pay  a  premium, 
which  is  a  percentage  of  the  hammer  price.) 
"Not  enough  clients  use  us  or  our  knowl- 
edge. We  see  a  lot  of  wines,  we  taste  a  lot 
of  wines,  and  we  know  them." 

— Nick  Passmore 
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ensive  Homes  in  America 


They  occupy  rare  private  bluffs  and  triple  oceanfront  lots,  the  tops  of  landmark  buildings  and  vast  swaths  of  former  farmland. 
There  may  or  may  not  be  buyers  at  these  prices,  but  there  is  surely  no  shortage  of  high-end  offerings  |  By  Sara  Clemence 
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$125  million 

Palm  Beach,  Fla. 

Donald  J.  Trump  bought 
former  health  care 
executive  Abe  Gosman's 
Maison  de  I'Amitie  at  a 
bankruptcy  auction  for 
$41.3  million.  With  the 
refurbished  version — 
complete  with  ball- 
room, conservatory  and 
475  feet  of  ocean- 
front — he  aims  to  set  a 
U.S.  sales  record. 


$75  million 

Bridgehampton,  NY. 

Three  Ponds  is  named 
for  its  man-made  lakes, 
but  the  lavish  estate 
aiso  features  its  own 
U.S.G.A.-rated  Rees 
Jones  golf  course,  14 
gardens  and,  in  the 
main  house,  a  great 
room  with  a  28-foot- 
high  domed  ceiling. 


$75  million 

Corona  del  Mar,  Calif. 

The  triple  oceanfront 
lot  is  only  part  of  what 
makes  the  Portabello 
Estate  so  unaffordable. 
Built  in  2002,  the  home 
has  eight  bedrooms 
and  ten  full  baths  in 
not  quite  30,000  square 
feet  of  ultramodern 
space.  The  curvaceous, 
shell-like  design  has  a 
grotto  at  its  center. 


$70  million 

New  York,  N.Y. 

Topping  off  one  of  New 
York's  most  luxurious 
hotels,  this  triplex  in- 
cludes the  Pierre's 
original  ballroom — now 
a  grand  salon  with 
20-foot-high  French 
doors.  Features  include 
paneled  library,  five 
fireplaces  and  oak  floors 
with  mahogany  trim. 


$65  million 

San  Francisco,  Calif. 

It's  clad  in  French 
limestone  and  needs 
two  more  years  of 
work.  But  this  palace  is 
certainly  exclusive — 
you  can't  make  an 
appointment  for  a 
walk-through  unless 
you  have  $800  million. 
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0  View  instant  quotes  —  over  200  companies! 

0  Buy  from  the  company  of  your  choice 

0  A  quick  and  easy  way  to  shop  for  insurance 

Life  insurance  rates  drop  to  all-time  lows 


Monthly  Rates  for  Females 

Age 

$1,000,000 

$2,500,000 

$5,000,000 

35 

$21 

$44 

$84 

40 

$30 

$66 

$125 

45 

$47 

$110 

$214 

50 

$70 

$168 

$331 

55 

$107 

$260 

$514 

60 

$158 

$388 

$771 

65 

$257 

$637 

$1,269 

70 

$419 

$1,041 

$2,078 

Monthly  Rates  for  Males 

Age 

$1,000,000 

$2,500,000 

$5,000,000 

35 

$21 

$44 

$84 

40 

$30 

$68 

$131 

45 

$47 

$110 

$214 

50 

$75 

$179 

$353 

55 

$124 

$301 

$597 

60 

$198 

$486 

$967 

65 

$414 

$1,027 

$2,050 

70 

$651 

$1,619 

$3,233 

Also  available:  15,  20,  25  and  30  year  level  plans 


"The  premier  Web  site  in  terms  of  details  and  ease  of  use, 
(best  of  all,  it's  free)"  —  Yahoo!  FINANCE 

"...we'd  recommend  you  do  your  insurance  shopping 

here..."  —  Barron  V 

"New  source  for  best  buys  in  insurance.  One  way  to  get 
to  know  the  market."     Kiplinger's  Personal  Finance 

"...provides  rock-bottom  quotes  for  life  insurance... 
this  site  is  flush  with  useful  features."  —  Forbes.com 


"A  godsend  for  those  who  are  shopping  around  for  the 
best  deal  in  insurance."  —  Independent  Business 

"The  best  Web  site  I've  found..."  —  The  Dallas  Morning  News 

"...outstanding  -  as  good  as  a  Web  site  on  insurance  can 
possibly  be.  Hats  off  and  a  gold  star  to  the  top  insurance 
site  on  the  Web."  -  Insurance  for  Dummies 

"This...  solution  has  value  for  those  who  prize 
immediacy  and  privacy."     U.S.  News  &  Worid  Report 


visit  lnsute.com 

S  Or  call  1-800-441-0072  for  FREE  quotes  and  advice 


Ad  Code:  forbs  6/06 


NOTE  The  sample  10-year  term  life  Pennsylvania  rates  shown  above  are  not  specific  to  any  individual  person  or  insurer  Please  call  1-800-441-0072 
or  visit  www  insure.com  to  obtain  personal  quotes  specific  to  your  health  history  profile.  Copynght  ©  1984-2006  Quotesmith  com,  Inc.,  8205  South  Cass 
Avenue,  Suite  102,  Danen,  Illinois.  60561.  All  rights  reserved  CA  agent  #OA13858,  LA  agent  #200696.  MA  agent  #333509159.  Quotesmith.com.  Inc. 
dba  Insure  com  Insurance  Services  in  CA  under  agent  #0827712.  in  LA  under  agent  #205078  Quotesmith.com,  Inc  dba  Insure  com  Insurance 
Services,  Inc.  in  UT  under  agent  #90093.  Quotesmith.com  dba  Insure  com  and  Life  Quotes.  Inc.  in  CO. 
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Business  Finance 


Bank  Says  'NO'?... 
We  Say  'YESV 

If  your  company  has  receivables,  we 
can  approve  your  credit  line  in  24  hours. 
•$50K  -  $2.5M 
•Not  a  Broker 

Call  800-499-6179  Mr.  Weil 

www.4capitalsolutions.com 
(888-505-7332  for  recorded  information) 


.*M&£yVatches 


Timeshafe  .*.„«*! 


NATIONAL  WATCH  &  DIAMOND  |  TIMESHARES 

i  «_    t  |  «  BUY  •  SELL  •  TRADE  i 


OVER  300  PRE-OWNED 

ROLEX  IN  STOCK 
also  Cartier,  Breitling  &  Tag 

Largest  Selection  of 
Certified  Diamonds 

1-800-8-WATCHES 

Visit  Our  Web  Site:  nationalwatch.com 

8lh  t  Chiilnul  Strut!,  Phik.,  PA  >wd 


save  up  to.. 


70 


% 

off  retail! 


,  BEST  RESORTS, 
PRICES  &  WEEKS 

,  GREAT  RCI  &  II 
EXCHANGES 

•  FREE  CATALOG 


Art  Wholesale 


CALL  800-640-7639 

H0LIDAY6R0UP.com/fm 


Capital  Available 


We  Buy,  Sell  Fine  Art  &  Collections. 

Peter  Max,  Warhol,  Neiman,  Erie',  Agam, 
Dali,  Haring,  Lichtenstein,  Behrens, 
Brilto,  Fairchild,  Fazzino,  Hofmann, 
Schvaiko,  Maimon,  Tarkay,  and  More  - 
Over  20,000  Artworks  in  Inventory. 
Gallery  Art. 

20633  Biseayne  Blvd.  Aventura,  Fla. 
(888)932-6166  www.Gallart.com 


Working  Capital 

P.O./  Trade  Finance/ 
Letters  of  Credit 
Domestic  and  International 
Accounts  Receivable  Factoring 
Capstone  Business  Credit,  LLC 


212-755-3636 
212-755-6833  (Fax) 


Luxury  Real  Estate    |  Business  Opportunities 


LUXURY  MODEL  HOME 

for  SALE 
N.  Scottsdale.  AZ 
.88  acres,  4186  s.f.,  5bd  /4.5ba 
3  masters,  gated  comm.,  furnished, 
decorated,  infinity  pool  w/spa.  Premier 

area,  near  everything 
asking  $1,595,000,  will  consider  lease 
call  Christy  @  Diamond  GMAC 
(602)363-3404 


Nevine  Carmelle 
E.A.,  M.S.T 

Consult 
The  Best 

Tax  &  Estate 
Planning 

•Trusts,  LPs,  LLCs 

•  S-Corps,  C-Corps 

•  Nevada,  Offshore 

•  Private  Banking 

1-949 

-262-7291 

Partners  Wanted 

To  establish  a  company  for  an  Original 

Office  Product  Invention  that  has 
potentiality  to  earn  billion  dollars  in  3-5 
years  from  the  world  market. 
Investment:  $l  Million 
hossain@mcmaster.ca 
(1)905-962-8454 


Forbes  Business  Classified 

For  Advertising  Information 
and  Rates  Contact: 
Media  Options 
1-800-442-6441 

mediopt@aol.com 


ATTENTION  INVESTORS 


Nobody  analyzes  stocks  like  VectorVest.  Not  Merrill 
Lynch.  Not  Prudential.  Not  even  Goldman  Sachs. 

VectorVest  is  the  only  daily  service  that  analyzes  over  8,000 
stocks  for  Value,  Safety  and  Timing.  Plus,  gives  a  Buy,  Sell, 
Hold  Recommendation  on  each  stock,  every  day. 


Our  strategy  of  "Rising  VST  Stocks"  was: 


Up  Over  30% 

in  Q1,  2006 


VectorVest  is  so  good,  you've  got  to  see  it  to  believe  it! 


Visit  wvvw.vectorvest.com  now  to 

order  your  Five  Week  Trial  for  only  $9.95. 


VectorVest 


Art  Gallery 


Corporate  Seminars 


FOR  SALE -FINE  ART 
GALLERY 

Located  in  the  hottest  art  district  in 
Denver,  CO.  Sales  exceed  $2M; 

EBITDA  400K.  Contact 
Justin  Bronk  @  303-846-3070 
(jbronk@themesagroup.com). 


Office  Furniture 


Premium  Ergonomic 
Task  Seating 

Regular  $890 
Internet  $399 


Full  features, mesh 
back,  cradle 
lumbar  support 

Free  shipping  for  a 
limited  time. 


www.e-chairusa.com 


©-ChairUSA  866-474-8748 
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SLAM  DUNK  INVESTING  IN  OIL 

You  can 
charge  your  ad  mm 


Pel© 


Curtis  Hesler,  Editor  of 
Professional  Timing  Service,  rec- 
ommended Enerplus  Resources 
(ERF)  at  $17,  It's  now  $43,  and 
still  pays  a  10%  dividend.  He 
believes  that  there  are  4  major 
opportunities-crude  oil,  gold, 
stocks  and  bonds— that  will  mak 
and  break  millionaires.  Subscribe 
today  and  get  his  free  special 
report,  Oil:  Slam  Dunk  Investing 

for  Income  &  Capital  Gains. 
Call  toll  free  1-877-733-7876  oi 
www.forbesnewsletters.com/pfi 


Forbes  Subscribers  Service.. .to  plan  your  order,  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at...www.forbes.com/customerservice  or  call.. .800-888-98: 
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CLASSIC  CORVETTE  COLLECTIO 


NAPOLEON,  OHIO  •  TOLL  FREE:  888-592-5086  •  FAX:  419-592-4242  www.proteamcorvette.com  •  E-MAIL:  proteam@proteamcorvette.com 


ontrolled  by  the  Goodrich  family  for  almost  75  years,  this  historic 
'-  2 1 ,000-acre  property  is  now  available.  Boasting  nearly  1 1  miles  of 
ajestic  frontage  along  the  Colorado  River  and  Lake  Buchanan, 
/enty-  five  miles  of  clear-  running  creeks  and  streams  and  abundant 
ime  and  wildlife,  the  Goodrich  Ranch  represents  the  largest  ranch 
jportunity  to  emerge  in  the  Highland  Lakes  area  of  the  Texas  Hill 
ountry  in  decades.  Showing  available  to  qualified  buyers  only.  For 
ore  information: 

www.goodrichranch.net 
Ranch  Investments 
800.447.8604 
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Own  a 
Private  Bank 
800-733-2191 


WBC 

WORLDWIDE 
BUSINESS  CONSULTANTS 


The  Forbes  Stock  Market  Course 


The  Forbes  Stock  Market  Course 

is  an  easy-to-read  common  sense 
guide  to  building  wealth.  It  is  a 
perfect  gift  for  family  and  friends 
...for  anyone  who  is  interested  in 
investing.  The  newest  edition  gives 
you  a  better  understanding  of  every- 
thing from  Financial  Statements  to 
Fundamental  and  Technical  Analysis  - 
Stocks  and  Bonds  to  Futures  and 
Options  -  Mutual  Funds  to  Hedge 
Funds.  As  a  reader  of  Forbes  Magazine 
you  are  invited  to  take  advantage  of 
a  special  price  of  just  $99  95 
(save  $50  off  the  regular  S149.95  price.) 
Go  to  www.forbesinc.com/smc4  and  place  your 
order  now  or  call  1-800-429-0106  and  give  the 
operator  a  special  savings  code  of  S3 0.05 


Luxury  Homes  Lender 


George  Hart 

AHM  Mortgage  Nationwide  Lender 
1-888-531-7888 

George.  Hart@Americanhm.  com 
Lending  to  $12,000,000 
Licensed  mortgage  lender  in  all  50  states 


[THE  WORLD  IS  SHRINKINGri 


Nanotechnology  is  changing  our  world 
...  our  clothes,  the  military,  science, 
autos,  medical  technology ...  every- 
thing! Ifs  the  investment  opportunity 
of  a  lifetime  for  those  who  buy  tomor- 
row's superstars  today.  The  monthly 
Forbes/Wolfe  Nanotech  Report 
puts  you  on  the  right  side  of  history, 
separates  the  true  leaders  from  the 
ovemyped.  Subscribe  risk-free  at  just 
$195.  Save  67.5%  and  get  2  valuable 
Free  Reports.  Satisfaction  guaranteed 
by  Forbes.  Call  800-523-7967  or  go 
to  vvww.forbeswolfe.com/frt). 
Please  use  savings  code  JN5SAVE 


'bes  Subscribers  Service.. .to  plan  your  order,  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at.. .www.forbes.com/customerservice  or  call. ..800-888-9896 


THOUGHTS 

On  the  Business  of  Life 


Paul  Newman  has  for  long  and  everywhere  been  regarded  as  a  first-rate  Good  Guy.  This 
judgment  was  reconfirmed  when  he  announced  that  he  was  putting  the  profits  from  an  offbeat, 
highly  successful  sideline,  his  salad  dressing  business,  toward  the  creation  and  operation  of  a 
camp  for  critically  ill  kids.  It's  heartening  when  you  see  a  Paul  Newman  inspired  to  do  a  wonderful  thing 
and,  in  turn,  inspiring  others  to  help  get  it  done.  —MALCOLM  FORBES  (1987) 


California  is  where  you  can't  run  anymore 
without  getting  wet. 

—NEIL  MORGAN 


Pick  your  enemies  carefully  or  you'll  never 
make  it  in  Los  Angeles. 

— RONA  BARRETT 


Hollywood:  An  emotional  Detroit. 

—LILLIAN  GISH 


Yosemite  Valley,  to  me,  is  always  a  sunrise, 
a  glitter  of  green  and  golden  wonder  in  a 
vast  edifice  of  stone  and  space. 

—ANSEL  ADAMS 


California  is  a  fine  place  to  live — if  you 
happen  to  be  an  orange. 

—FRED  ALLEN 


Fall  is  my  favorite  season  in  Los  Angeles, 
watching  the  birds  change  color  and  fall 
from  the  trees. 

—DAVID  LETTERMAN 


California  is  the  only  state  in  the  union 
where  you  can  fall  asleep  under  a  rose 
bush  in  full  bloom  and  freeze  to  death. 

— W.C.  FIELDS 


The  apparent  ease  of  California  life 
is  an  illusion,  and  those  who  believe  the 
illusion  will  live  here  in  only  the  most 
temporary  way. 

— JOAN  DIDION 


California  is  a  tragic  country— like 
Palestine,  like  every  Promised  Land. 

—CHRISTOPHER  ISHERWOOD 


It  used  to  be  said  that  you  had  to  know 
what  was  happening  in  America  because 
it  gave  us  a  glimpse  of  our  future. 
Today,  the  rest  of  America,  and  after  that 
Europe,  had  better  heed  what  happens  in 
California,  for  it  already  reveals  the  type 
of  civilization  that  is  in  store  for  all  of  us. 

— ALISTAIR  COOKE 


So  few  human  contacts  in  Los  Angeles  go 
unmediated  by  glass  (either  a  TV  screen  or 
an  automobile  windshield),  that  the  direct 
confrontation  renders  the  participants 
docile,  stunned,  sweet. 

—EDMUND  WHITE 


Only  remember — west  of  the  Mississippi 
it's  a  little  more  look,  see,  act.  A  little  less 
rationalize,  comment,  talk. 

— F.  SCOTT  FITZGERALD 


After  two  years  in  Washington,  I  often 
long  for  the  realism  and  sincerity  of 
Hollywood. 

—FRED  THOMPSON 


California:  From  Latin  calor,  meaning 
heat  (as  in  Spanish  calientej;  and 
fornia,  for  sexual  intercourse  or 
fornication.  Hence:  Tierra  de  California, 
The  Land  of  Hot  Sex. 

—ED  MORAN  (RAND  LINDSLY^ 


As  one  went  to  Europe  to  see  the  living 
past,  so  one  must  visit  Southern  California 
to  observe  the  future. 

—ALISON  LURII 


Living  in  Hollywood  is  like  living  in  a  lit 
cigar  butt. 

—PHYLLIS  DILLEF 


A  Text ...  

Wherewithal  shall  a  young  man 
cleanse  his  way?  By  taking  heed 
thereto  according  to  thy  word. 

—PSALMS  119:9 

Sent  in  by  William  Cox,  Tecumseh,  Okla. 
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You'd  be  surprised  at  the 
frivolous  things  people  spend  their  money  on. 
Taxes,  for  example. 


t  ever  so  humble,  an  exchange-traded  municipal  closed-end  fund  from  Nuveen  Investments  can  nelp  grow  and  preserve  wealth  by  providing 


potential  for  tax  efficiencies  and  attractive  monthly  income.  So  even  if  some  of  the  things  you  buy  aren't  exactly  modest,  part  of  your 


tfolio  will  always  reflect  a  quiet  dignity.  To  learn  more  about  exchange-traded  municipal  closed-end  funds,  contact  your  advisor  or  visit  us 


uveen.com/cef.  As  always,  there  are  risks  inherent  in  any  investment,  including  the  possible  loss  of  principal.  If  interest  rates  rise,  the  value 


fund's  portfolio  may  decline.  Exchange-traded  closed-end  funds  frequently  may  trade  at  a  discount  or  premium  to  their  net  asset  value. 


0*0 

NUVEEN 

Investments 


Smarter  ways  to  be  conservative? 


An  investor  should  carefully  consider  the  Fund's  objective,  risks,  charges  and  expenses  before  investing.  For  an  annual  report  or 
orospectus  (when  applicable)  containing  this  and  other  information  about  Nuveen's  funds,  contact  your  advisor  or  Nuveen  at  1-800-257-3787. 
Read  the  prospectus  carefully  before  you  invest  or  send  money.  Income  from  national  Nuveen  exchange-traded  municipal  closed-end 
funds  maybe  subject  to  state  and  local  taxes,  and  income  from  most  Nuveen  exchange-traded  municipal  closed-end  funds  may  be 
subject  to  the  federal  alternative  minimum  tax.  Capital  gains,  if  any,  will  be  subject  to  capital  gains  taxes.  ©2006  Nuveen  Investments,  Inc. 


Breaking  the  Addiction  to  Oil. 

No.  1  in  a  series. 


GET  20%  -  60%  MORE  MPG 
AND  LEAVE  THE  COMPETITION  BEHIND. 


Falcon  owners  did  it  years  ago. 

With  jets  that  give  them  wide-body 
comfort  great  performance,  unmatched 
strength,  agility,  and  value.  And  20%  -  60% 
better  mileage  than  anything  in  their  class 
on  a  typical  business  trip* 


For  decades  we've  built  jet  fighters  and 
applied  the  same  technologies  and  materials 
to  our  Falcons.  We're  also  the  world  leader 
in  3D  computer  design  and  manufacturing. 

So,  Falcons  not  only  cost  less  to  operate, 
they  hold  their  value  better  than  others. 


As  the  Robb  Report  said:  "The  Falcon 
balances  form  with  function  to  an  impec- 
cable, dare  we  say,  erudite  standard." 

Talk  to  us  about  breaking  the  addiction 
to  oil  now.  When  today's  gas  pumps  become 
antiques,  we'll  still  be  leading  the  way. 


FALCON  2000  DX-EX 


FALCON  900  DX-EX 


4 


DASSAULT 
FALCON 

ENGINEERED  WITH  PASSION 


'Source  Business  &  Commercial  Aviation.  For  complete 
details  on  Falcon's  superior  efficiencies  come  to-  www.falcon}et  com 
Or  call:  US  201.541.4600  France  *  33.1.47 1 1.82.32 
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BUKLINGAME 

JUN  -  9  2006 

UBRARY 


Mr)  CADILLAC  STS 

NICELY  EQUIPPED  AT  $44,035 

PERFORMANCE-TUNED  WITH  AVAILABLE  AWD 
5-SPEED  AUTOMATIC  WITH  DRIVER  SHIFT  CONTROL 
KEYLESS  ACCESS  WITH  PUSH-BUTTON  START 


pQ/ha'^Qtlmer 


Carticr  pays  tribute  to  the  round  watch  created  in  the  middle 
of  the  last  century  with  a  new  striking  and  sporty  addition  to  the 
Pasha  de  Cartier  collection:  Pasha  Seatimer.  An  original  model  with 
a  daring  combination  of  materials. 


1-800-cartier  -  www.cartier.com 


When  you're  wearing  the  wrong  glasses,  that's  all  people  see. 


LensCrafters 

make  an  appearance " 


«M»  PRICES,  TERMS  AND  SPECIFICATIONS  SUBIfCT  TO  CHANGE  WITHOUT  NOTICE.  THIS  IS  NOT  AN  OFFERING  TO  RESIDENTS  OF  CALIFORNIA.  NEW  YORK  OR  NEW  lERSEV  OR  ANY  STATE  WHERE  PROHIBITED  BY  LAW. 


or  no 


bility. 


RESIDENCE   CLUB    •*•   ESTATE  HOMES 
GOLF.    BEACH    &    TENNIS    CLUB    +  HOTEL   &  SPA 


In  Bermuda,  the  most  civilized  of  islands,  there  is  a  point  where 
hospitality  achieves  a  state  of  grace:  Tucker's  Point.  Effortlessly 
elegant  and  genuinely  welcoming,  Tucker's  Point  Cluh  caters  to  our 
Owners  and  Memhers  as  if  they  were  royalty,  with  a  degree  of  privacy 
that  royalty  can  only  envy.  A  rare  opportunity  for  deeded  fractional 
ownership  is  presented  hy  the  new,  waterfront  Residence  Cluh  Vill 
at  Harhour  Court  and  includes  reciprocal  privileges  with  Elite 
Alliance.  Residence  Cluh  Villas  from  $330,000.  Town  Homes, 
Estate  Homes  and  Waterfront  Residences  from  $2.5  to  $6.5  million. 
Tel  ephone  441  298  6915  or  visit  www.tuckerspoint.com. 


Tuckers  Point  Club 

BERMUDA 


IACKS0N  HOLE 


CABO    SAN  LUCAS 


FLORENCE 
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While  shooting  Hawaii's 
Sunset  Beach  with  his 
Nikonos  from  the  water 
one  day,  a  massive  "West 
Peak  Bowl"  swung 
unexpectedly  toward  the 
liannel.  Grannis  looked  up 
to  see  a  20-foot  wall 
of  white  water  and 
three  thickset  1 1-foot 
urf  boards  hurtling  toward 
his  unprotected  head. 
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100  Sand  and  Sea 

The  good-looking,  looking  good  in  this  season's  swimwear. 
By  Mark  Grischke.  Photographs  by  Michael  Stratton 

108  landman 

Mark  Mason  and  his  team  raise  a  new  kind  of  beachfront  mansion. 
By  Stephanie  Cooperman 

110  Gnariatious,  Oaddy-0 

LeRoy  Grannis's  vintage  photographs  expose  surfing's  golden  age. 

114  Hit  the  Beach 

An  essential  ship-and-shore  shopping  list. 
Photographs  by  Ron  Reeves 

116  The  Pain  in  Spain 

A  tough  two-wheeled  pilgrimage  to  Santiago  de  Compostela. 
By  Neal  Santelmann 


COVER  "Tells-U-How"  Art  Deco  silverplate  and  vermeil  cocktail  shaker,  English,  c.  1935. 
Similar  shakers  available  at  F.M.  Allen,  New  York,  (212)  737-4374,  www.fmallen.com. 
Photograph  by  Ron  Reeves. 
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Give  designers  complete  freedom 

and  they  tend  to  create  cars  that  give  it  right  back. 


One  glance  at  a  BMW  and  you  see 
a  design  not  compromised  in  any 
way  by  bureaucracy  or  focus  groups 
As  an  independent  company  we 
understand  firsthand  the  value 
in  granting  our  designers  creative 


autonomy.  Which  is  why  we've  taken 
great  pains  to  foster  an  environment 
that  protects  fresh  design  concepts 
and  allows  them  to  thrive  and  flourish. 

"Our  goal,"  as  our  head  of  design 
has  said,  "is  to  create  movement  in  the 


metal,  even  when  the  car  is  standind 
still."  It's  what  makes  a  BMW  every 
bit  as  joyful  to  look  at  as  it  is  to  drive 
And  it's  why  we  go  to  any  length  to 
make  sure  great  design  ideas  live  on 
to  become  ultimate  driving  machines 


BMW  of  North  America,  LLC.  The  BMW  name  and  logo  are  registered  trademarks. 


bmwusa.com 
1-800-334-4BMW 


The  Ultimate 
Driving  Machine* 
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It  all  depends  on  what  you  mean  by 
"summer  fun." 

22   THE  EYE  |  Flying  discs  for  night  owls, 
no-nonsense  garden  tools,  ruling-class 
croquet,  china  horses  from  Hermes, 
sipping  tequila,  a  Swedish  two-wheeler 
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and  table  tennis  for  couch  potatoes. 

Edited  by  Thomas  Jackson 

128    Q&A  |  From  "Molto  Mario"  Batali, 
an  epicure's  field  guide  to  NASCAR. 
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Jaguar  polishes  up  the  new  XK,  Yamaha  unveils  a  rocket  scooter 
and  Pixar's  Cars  is  a  summer  joyride. 
By  Bill  Baker 
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Spies  like  us:  The  Draganfly  Tango  is  your  eye  in  the  sky. 
By  Thomas  Jackson 
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Market  day  takes  on  new  meaning  at  Ireland's  art  houses. 
By  David  Monagan 

81   Past  Perfect 

In  search  of  lost  ice  cream. 
By  Christopher  Buckley 
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With  its  pink  sand  beaches  and  turquoise  waters,  you'll  definitely  feel  the  /  jj 

love  of  Bermuda.  This  island  paradise  is  less  than  two  hours  from  the  East   

Coast,  assuring  that  you  can  spend  more  time  with  the  ones  you  love  and 

less  time  getting  there.  B  E  R  IV1  T_J  D  A 

For  full  details,  and  to  book  tickets  and  reservations,  call  1-800- BERMUDA  ~  ~ 

or  visit  www.bermudatourism.com. 
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Refresher  ! 
Course 


This  summer, 
savor  the  subtle ' 
notes  of  citrus  and 
fruit,  the  spice  of  coriander  and  the 
earthiness  of  angelica  root.  A  tropical 
feast,  perhaps?  No,  this  sensation  is  from 
London.  It's  found  in  the  complex  yet 
balanced  character  of  BEEFEATER* 
London  Dry  Gin.  BEEFEATER*  refreshes 
with  the  same  optimal  blend  of  botanicals 
and  grains  that  company  founder  James 
Burrough  perfected  in  1820. 


BEEFEATER®  &  Tonic 

Here's  all  the  proof  you  need  that  some  of  the 
most  refreshing  things  in  life  are  the  simplest: 

1 .  Pour  ice  into  a  highball  glass. 

2.  Mix  in  one  part  BEEFEATER*  gin  and  two 
parts  tonic  water. 

3.  Top  with  a  wedge  of  lime. 

4.  Relax  and  enjoy. 


IslJJslJciBIIgh 

Gin  and  tonics  were  originally  con- 
sumed for  medicinal  purposes.  The 
quinine  in  tonic  water  was  used  as  a 
preventive  against  illness.  The  gin, 
needless  to  say,  made  the  concoction 
far  more  pleasurable. 
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From  the  Editor's  Desk 


FOR  THE  LAST  15  YEARS,  OUR  THEME  FOR  THIS  ISSUE  HAS  BEEN 
"Summer  Fun."  Every  issue  of  Forbes  FYI — whoops,  ForbesLife— endeavors  tq 
bring  you  fun  in  all  its  manifestations.  But  the  summer  issue  is  always  our  favoritei 
This  year  you'll  find  our  pages  packed  with  ice  cream,  sand  castles  that  go  for 
up  to  $100,000  (would  I  joke  about  that?),  cars,  scooters,  lovely  crisp  winesi 
vintage  silver  cocktail  shakers,  surfing,  yachts,  a  trek  through  Tibet  and  your  owr) 
personal  spy  plane.  (Why  should  the  CIA  have  all  the  fun?)  For  details  on  hovi 
to  begin  your  adventures,  turn  to  the  Contents  page. 

Summer  officially  begins  on  June  21,  though  most  Americans  like  to  get  arj 
early  start  on  Memorial  Day.  I  thought  I'd  look  up  what  happened  in  history  or) 
in  the  spirit. 

I  opened  the  reference  book  and  read  "Galileo  is  con-j 
demned."  Not  a  lot  of  fun  there.  June  23-24  (1314)  showed 
definite  improvement:  "Robert  the  Bruce  defeats  the 
English  at  Bannockburn."  At  Forbes,  we  salute  this  date  ir 
history,  though  we  love  our  British  advertisers. 

June  25  (1876)  wasn't  much  fun  for  General  Custer  and  his  menj 
but  probably  was  for  the  Sioux.  June  28  (1914),  when  Gavrilo  Princip 
assassinated  Archduke  Franz  Ferdinand,  was  not  only  un-fun,  bul 
positively  calamitous.  Rounding  out  this  disastrous  month,  on  June  29,  1613,! 
the  Globe  Theatre  in  London  burned  down. 

Historically  speaking,  July  wasn't  much  better.  On  the  first  of  the  month  in 
1916,  the  British  took  60,000  casualties  at  the  Somme.  On  July  2,  1937,  Amelia 
Earhart  disappeared.  July  5,  1950,  the  first  battle  of  the  Korean  war  began.  Didn't 
anything  good  happen?  July  6,  1535,  "Sir  Thomas  More  is  beheaded." 

I  was  now  thoroughly  depressed,  so  I  reread  all  the  articles  in  this  issue.  Soon 
the  sun  was  shining  and  the  birds  were  singing  and  I  was  humming  "Summer  in 
the  City"  and  grinning  ear  to  ear.  All  I  can  say  is,  if  they  had  put  us  in  charge  of 
summers,  none  of  those  awful  things  would  have  happened. 
Enjoy  the  issue.  See  you  in  the  fall. 
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June  21,  to  get  us  all 


Endless 


Summer 


ROLLS 


The  real  international  gold  standard. 

=or  over  a  century,  the  Rolls-Royce  name  has  stood  for  authentic,  uncompromising  quality.  Prized  by  captains  of 
ndustry,  heads  of  state  and  the  most  successful  independent  pacesetters,  a  Rolls-Royce  has  always  been, 
ind  remains,  the  ultimate  reward.  With  its  elegantly  appointed  cabin  and  deep  reserves  of  smooth  power;  the 
:echnologically  advanced  Rolls-Royce  Phantom  offers  a  truly  distinctive  driving  experience.  Every  element  of  this 
nagnificent  sedan  is  designed  to  achieve  one  goal:  to  make  each  moment  spent  behind  the  wheel  an  eagerly 
inticipated  and  long  remembered  event.  We  invite  you  to  experience  the  Rolls-Royce  Phantom  and  discover  for 
/ourself  why  it  just  may  be  the  real  international  gold  standard. 

Visit  your  Authorized  Rolls-Royce  dealer  in  the  following  locations: 
Atlanta,  GA   Bellevue.WA   Bethesda,  MD    Beverly  Hills,  CA   Clearwater,  FL   Dallas.TX    Dublin,  OH    Fort  Lauderdale,  FL 
Greenwich,  CT   Houston.TX    Lajolla,  CA   Las  Vegas,  NV   Los  Gatos,  CA   Miami,  FL   Newport  Beach,  CA   New  York,  NY 
Northbrook,  IL    Orlando,  FL    Palmyra,  NJ    Parsippany,  NJ    Pasadena,  CA    Raleigh,  NC    Rancho  Mirage,  CA   Sewickley,  PA 
Scottsdale,  AZ  Troy,  Ml  Wayland,  MA  Westhampton,  NY  West  Palm  Beach,  FL 
Mexico  City,  Mexico        Toronto,  Canada 

For  more  information,  visit  rolls-roycemotorcars.com  or  call  877.877.3735 


rofession:  PILOT   career:  AGTOR 


le  are  acquainted  with  the  star,  the  multi-faceted  actor.  But  John  Travolta  is  also  a  seasoned  pilot  with  more  than  5,000  flight  hours  under 
=lt,  and  is  certified  on  eight  different  aircraft,  including  the  Boeing  747-400  Jumbo  Jet.  He  nurtures  a  passion  for  everything  that  embodies 
uthentic  spirit  of  aviation.  Like  Breitling  wrist  instruments.  Founded  in  1884,  Breitling  has  shared  all  the  finest  hours  in  aeronautical 

history.  Its  chronographs  meet  the  highest  standards  of  precision,  sturdiness  and  functionality,  and  are  all 
equipped  with  movements  that  are  chronometer-certified  by  the  COSC  (Swiss  Official  Chronometer 
Testing  Institute).  One  simply  does  not  become  an  aviation  supplier  by  chance. 

For  an  authorized  Breitling  dealer,  please  call  800  641  7343 


BREITLING 


LING  NAVITIMER, 
T  OBJECT  FOR  AVIATION  ENTHUSIASTS. 


1884 


INSTRUMENTS   FOR  PROFESSIONALS 


Bespokes 

SWEDEN  HAS  GIVEN  US  BERGMAN,  SAAB.  THE  FEAST  OF  ST.  LUCIA  AND...SKEPPSHULT?  IN  FACT,  THE  COMPANY  CLAIMS 
to  have  more  than  60  percent  of  the  high-end  bicycle  market  in  its  native  land,  and  has  long  been  admired  for  design 
integrity.  Its  bikes  are  welded  and  assembled  by  hand,  but  that's  not  the  only  reason  to  covet  them:  On  the  touring  bike  Nature 
(shown),  the  gears  and  brakes  are  Shimano,  the  seat  is  Brooks  of  England  leather,  the  steel  frame  is  adjustable  and  the 
parking  lock  has  two  keys.  This  fall  the  company  unveils  the  Z7,  a  more  industrial  creation  and  the  inspiration  of  designer  Bjorrr 
Dahlstrom.  $1,595  for  the  Nature,  men'sand  women's  styles  available;  $2,195  for  the  unisexZ7.  www.skeppshultbikes.com. 
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[LIGHT  ON 
THE  PIAZZA 

DESIGNED  BY  DUTCH  ARTIST  ROB  SLEWE 

and  made  of  sturdy  recyclable  plastic,  these 

huge,  illuminated  flowerpots  can  be  filled  with 

potting  soil  and  summer  flowers  or  with 

ice  to  double  as  drinks  coolers.  Lightweight  and 

suitable  for  both  outdoor  and  indoor  use, 

Bloom!  can  also  serve  as  the  base  of  a  coffee 

table  with  built-in  storage  space.  Inside 

the  double  walls  of  each  pot  are  four  LEDs  with 

a  life  expectancy  of  50,000  hours.  A  port 

at  the  bottom  allows  for  drainage.  $299 

for  23-inch-high  original  size;  available  in  seven 

colors.  (866)  75 BLOOM,  www.bloomusa.net. 


Chaise  of  Summer 

A  MCKINNON  AND  HARRIS  SUN  CHAISE,  A  PITCHER  OF  ICED  MINT  LEMONADE  AND  A  GOOD 
book  are  all  you  need  to  keep  the  cares  of  the  world  at  bay  this  summer.  McKmnon  and  Harris  wrought- 
aluminum  garden  furniture  is  heirloom  quality,  each  piece  bench-built,  signed  and  dated  by 


the  individual  craftsperson,  and  carries  a  lifetime  warranty.  Designs  are  classically  proportioned  and 
elegantly  minimal.  Chairs,  tables  and  accessories  are  available  in  a  palette  of  subtle  tints.  Shown, 
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Night  Game 


Mild 
Horses 


Mermes  returns  to  its 
cultural  roots — the 
horse — with  the 
creation  of  its  latest 
collection  of  fine 
china.  The  hand-painted  and 
hand-enameled  Cheval 
d'Orient  collection  mimics 
shapes  from  France's  First 
Empire  while  depicting 


WHY  STOP  THE  ULTIMATE  FRISBEE  GAME  WHEN  THE 
sun  goes  down?  Nite  Ize's  FlashFlight  has  LED  technology 
that  allows  players  to  see  the  disc  come  whizzing  out  of 
the  dark.  A  three-volt  battery  powers  the  nine-strand 
fiber-optic  design.  Available  in  four  colors  and  three  sizes- 
competitive  weight,  junior  and  mini  for  rookie  players — 
the  FlashFlight  is  made  of  water-resistant  durable  plastic.  $2. 
for  competitive  weight.  (800)  678-6483,  www.niteize.com. 


equine  and  floral  motifs 
in  rich  crimson  and  24-karat 
gold.  $775  for  a  five-piece 
place  setting,  $760  for 
the  sauce  boat,  at  select 
Hermes  stores,  (800) 
441-4488,  www.hermes.com 
and  Bergdorf  Goodman, 
New  York,  (888)  774-2424. 
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'he  Patravi  Tonneaugraph  in  18K  rose  gold  with  chronograph,  big  date  and  power  reserve 
lisplay  is  a  perfect  example  of  Carl  F.  Bucherer's  unique  philosophy.  As  an  independent 
amily  business  in  Lucerne,  Switzerland  since  1919,  our  attention  to  fine  detail  and 
lassion  for  perfection  have  never  changed. 


Carl  F.  Bucherer 

FOR  PEOPLE  WHO  DO  NOT  GO  WITH  THE  TIMES. 


vww.carl-f-bucherer.com       info@cfbnorthamerica.com       800  39b  4306 


mackec/zd 


J  F.WELERS 
THE  LAKES  at  Thousand  Oaks      THE  COMMONS  at  Calabasas 
805.230.003S  818.225.0600 
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Freeze 
Your  Butt 


REYNOLDS  CHENEY  FIRST 
cooked  his  Memphis-style 
barbecue  pork  butts  for  a  church 
social  a  decade  ago,  and  they 
have  now  found  their  way  to 
backyard  parties,  family  reunions 
and  tailgate  picnics  across  the 
South.  Cheney,  of  Columbus, 
Georgia,  marinates  the  humble 
Boston  butts  overnight  in  olive  oil 
and  seasonings,  then  smokes 
them  "low-and-slow"  for  six  hours 
over  oak  and  hickory,  finishing 
them  wrapped  in  heavy  foil  that 
steams  the  meat  and  retains  its 
juices.  The  result  is  just  possibly 
the  most  succulently  smoky, 
flavor-permeated  pork  you've 
ever  eaten,  food  you  would  swear 
needs  no  barbecue  sauce 
at  all — until  you  taste  Cheney's. 
It  is  tomato-based,  with  honey 


molasses,  pepper  and  "other 
stuff  I'm  not  going  to  tell  anybody 
about."  Pork  butts:  Small  (3-4 
lbs.),  $25-$30;  large  (7-8  lbs.), 
$45-$ 50,  plus  overnight 
shipping.  They  will  keep,  frozen, 
for  six  to  eight  months. 
Reynoldscheney@bellsouth.  net. 


Lawn  Jockey 

RIDING  LAWNMOWERS  ARE  SO. ..SUBURBAN.  WHAT  YOU  WANT  IS  TO  WORK 
on  your  tractor  tan  like  a  tarming  man,  maybe  dip  some  Skoal.  Or  not.  John  Deere's 
X748  Special  Edition  Ultimate  Tractor  gives  you  back-to-the-land  backyard 
cred  even  if  you  are  just  sipping  chai  latte — which  you  could  be,  since  there  is 
a  cup  holder — and  listening  to  the  Sons  of  the  Pioneers,  which  you  could  be, 
because  there's  a  power  plug  for  your  CD  player.  But  that's  not  the  point,  right? 
The  real  reasons  you  want  to  ride  this  bronc  are  features  like  the  liquid-cooled, 
three-cylinder  Yanmar  diesel  engine,  the  foot-operated  differential  lock  that  supplies 
extra  traction  power  to  the  rear  wheels  and,  okay,  maybe  the  power  steering  and 
cruise  control.  With  this  baby  under  your  command,  you  may  find  yourself  volunteerim 
to  cut  your  neighbors'  yards,  too.  Or  not.  $14,200-$14,600.  www.deere.com. 


THE  HEART  OF  TEQUILA 

ANYONE  WHO  THINKS  TEQUILA  CAN'T  BE  SEDUCTIVE 
when  sipped  by  itself  like  a  fine  scotch  should  put  his  snoot 
into  a  snifter  of  Tequila  Tezon.  Made  from  8-  to  12-year- 
old  estate-grown  blue  agave  harvested  at  7,500  feet,  Tezon 
is  slow-roasted  for  three  days  in  brick  ovens  and  pulped 
using  a  traditional  volcanic-stone  grinding  wheel.  Double- 
distilled  in  copper  pots  after  a  rigorous  selection  (it  takes 
14,000  liters  of  liquid  "must"  to  make  400  liters  of  the 
Tequila),  Tezon  emerges  with  a  clean  flavor,  a  rich,  unctuous 
palate  and  an  exotically  perfumed  nose.  It  also  has  plenty 
of  mojo  to  push  your  margarita  to  the  luxurious  next 
level.  Blanco  ($50),  Reposado  ($60)  and  Ahejo  ($70). 


Tezdn 


A 
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Some  think 
privileged. 


We  think 

customized 

solution. 


Investment  Banking  ■  Private  Banking  ■  As 


Since  1 856,  we  have  focused  on  bringing  new  perspectives  to  our 
clients.  It's  a  tradition  based  on  analyzing  both  your  specific  needs 
and  the  international  markets  to  identify  future  opportunities  for  you. 
By  creating  solutions  ideally  suited  to  your  particular  goals,  we  can 
help  you  get  wherever  you  want  to  go. 
www.credit-suisse.com 


Thinking  New  Perspectives. 


Credit  Suisse 


Freedom  isn't  knowing  your  limits, 
but  realizing  you  have  none. 


Freedom  is  what  makes  life  worth  living.  It  is  being  able  to  lower  the  roof 
and  let  the  heavens  roll  by.  With  its  6.0  litre  V12  engine  and  rich  blend  of 
hand-crafted  natural  materials,  the  DB9  provides  the  perfect  way  to  free 
the  mind,  replenish  the  body  and  stir  the  soul. 


ASTON  MARTIN 


Power,  Beauty  and  Soul 


Scottsdale  Aston  Martin 

Phoenix  ■  AZ 
(480)  990-9000 
Contact:  Stan  Briggs 

Aston  Martin  of  Beverly  Hills 

Beverly  Hills  •  CA 
(800)  768  051 8 
Contact:  Janelle  Salehi 

Aston  Martin  Marin 

Corte  Madera  ■  CA 
(415)  496-2100 
Contact:  Steve  Caria 

Bauer  Aston  Martin 

Santa  Ana  *  CA 
(714)  953-4800 
Contact:  Brian  Wright 

Cole  European 

Walnut  Creek  •  CA 
(925)  935-2653 
Contact:  Debby  Johnson 

Aston  Martin  of  San  Diego 

San  Diego  •  CA 
(800)  215-1642 
Contact:  Kellie  Burns 


Desert  European 

Rancho  Mirage  •  CA 
(760)  773-5000 
Contact:  Austin  Lewis 

Galpin  Aston  Martin 

Los  Angeles  ■  CA 

(818)  894-3800 

Contact:  Joe  VanDeVeere 

Aston  Martin  Silicon  Valley 

Los  Gatos  *  CA 

(408)  354-4000 

Contact:  Matthew  Griffin 

Sill-TerHar 

Broomfield  •  CO 
(303)  469-1801 
Contact:  Jeremy  Child 

Miller  Motorcars 

Greenwich  •  CT 

(203)  629-4726 

Contact:  Cyndi  Koppelman 

Aston  Martin  ofTampa 

Tampa  •  FL 
(866)  420-4957 
Contact:  Tom  Heinz 


Aston  Martin  Palm  Beach 

West  Palm  Beach  •  FL 

(561)  659-6206 

Contact:  Patricia  Romeo 

Aston  Martin  Naples 

Naples  •  FL 
(239)  263-6070 
Contact:  Ken  Hansen 

The  Collection 

Coral  Gables  •  FL 

(305)  444-5555 

Contact:  Steve  Barmann 

Aston  Martin  of  Atlanta 

Roswell  ■  GA 
(678)  802-5007 
Contact:  Craig  Forbes 

Lake  Forest  Sportscars 
Lake  Bluff  •  IL 
(847)  295-6560 
Contact:  David  Pigg 

Aston  Martin  of  New  England 

Waltham  •  MA 
(781)  547-5959 
Contact:  Pat  Roussel 


Aston  Martin  ofTroy 

Troy  •  Ml 

(248)  643-6900 

Contact:  Brian  Bucholtz 

Moore  Aston  Martin 

St.  Louis  •  MO 
(636)  394-0900 
Contact:  Ted  Dickey 

Gaudin  Aston  Martin 

Las  Vegas  •  NV 
(702)  284-7000 
Contact:  Paul  Jarrett 

Foreign  Cars  Aston  Martin 

Greensboro  ■  NC 
(336)  294-0200 
Contact:  Bill  Morell 

F.C.  Kerbeck  Aston  Martin 

Palmyra  •  NJ 
(856)  829-8200 
Contact:  Joe  Innaurato 

Ray  Catena  Aston  Martin 

Edison  •  NJ 
(732)  205-9000 
Contact:  Peter  Klein 


Aston  Martin  Long  Island 

Roslyn  •  NY 
(516)  478-4326 
Contact:  Simon  Rodd 

Aston  Martin  of  Cleveland 

Bedford  •  OH 
(440)  359-1515 
Contact:  Gary  Goodman 

Midwestern  Auto  Group 

Dublin  -OH 
(614)889-2571 
Contact:  Vil  Vina 

Bobby  Rahal  Aston  Martin 

Wexford  •  PA 
(724)  940-3530 
Contact:  Mark  Harnden 

Aston  Martin  of  Dallas 

Dallas  -TX 
(214)  522-1007 
Contact:  Kurt  Fegraeus 

Star  Motor  Cars 

Houston  ■  TX 
(713)  868-6800 
Contact:  Richard  Wahl 


Aston  Martin  Tysons 

Vienna  •  VA 
(703)  442-8200 
Contact:  Phillip  Jones 

Aston  Martin  Seattle 

Seattle  •  WA 
(866)  855-8446 

Contact:  Michael  De  O'Campo 

Decane  Motors 

Montreal,  Quebec  •  Canada 

(514)334-9910 

Contact:  Cheryl  Bias 

Aston  Martin  of  Ontario 

Toronto,  Ontario  •  Canada 
(416)  530-1880 
Contact:  Leo  Rubino 

MCL  Motor  Cars 

Vancouver,  BC  •  Canada 
(604)  738-5577 
Contact:  Herb  Mills 


www.astonmartin.com 
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TRULY  FOR  YOU" 
THE  TEMPTATIONS  \*J 


A  Salute  to 

The  Coasters 


MM  EM  OR  ATE  YOUR  BOXED  AND  BYGONE  COLLECTION  OF  VINYL  WITH  THESE 
ovy  coasters.  Artist  Jeff  Davis  rescues  the  four-inch  centers  of  unplayable  oldies — putting 
L  in  the  venerable  LP.  $20  for  a  set  of  six.  Available  through  www.eco-artware.com. 


Hot 
Danish 


JTIL  RECENTLY,  THE  STANDARD-ISSUE 
arcoal  grill  wasn't  much  to  look  at — a 
med  black  pot  on  three  rusty  legs, 
a  Solo,  a  Danish  design  firm,  thought 
ace-lift  was  in  order.  The  result:  a  sleek 
liniess-steel  BBQ  that's  as  easy  on 
5  eyes  as  it  is  functional.  Trick  it  out  with 
atching  grill  tongs,  spatulas  and  a 
>-up  nylon  cover  for  off-season  storage. 
Bin  less-steel  grill,  $560;  tongs,  $41;  spatula, 
13;  cover,  $51.  www.unicahome.com. 
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Opera  Glasses 

CREATED  FOR  THE  COPENHAGEN  OPERA  HOUSE  AND 
in  use  at  the  Museum  of  Modern  Art's  restaurant  in  New 
York,  Danish  designer  Erik  Bagger's  glasses  offer  more 
than  functionality.  Originally  trained  as  a  goldsmith,  Bagger 
hones  the  smooth,  fluid  lines  to  curve  and  fit  the  hand. 
Bring  on  the  G&Ts.  Opera  carafe,  $63;  highball  set  of  two, 
$23;  and  lowball  set  of  two,  $23.  www.lekkerhome.com. 


YOUR  SERVE 


Not  quite  as  light  as 
a  feather  (but  pretty 
close),  the  new 
Airflow  tennis 
racquets  from  Head 
were  designed  for  women  and 
emphasize  maneuverability 
and  power — ideal  for  a  casual 
club  player.  The  grip  is 


thinner  at  the  top  and  thicker 
at  the  bottom,  reducing  arm 
strain,  and  the  frame — a 
combination  of  carbon  fibers 
and  a  crystalline  metal 
alloy — is  more  balanced  and 
less  head-heavy  than 
traditional  rackets.  A  lighter 
racket  means  a  quicker 
backswing,  which  allows 
better  pace  on  the  ball.  The 
Mid-Plus  Airflow  3  (pictured), 
$180;  the  Airflow  5 
(oversize),  $200;  the  Airflow 
7  (super-oversize),  $225. 
www.  head,  com/womentennis. 
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The  reason  why  fish  swim 
with  their  mouths  open. 


SCHAFFHAUSEN 
SINCE  1868 


"Wow!" 


Aquatimer  Chrono-Automatic.  Ref.  3719:  IWC  is  the  partner  of 
-  i^te -      (he  Equipe  Cousteau  and  mpports  the  professional  divers  on 
their  expeditions,  for  example  to  the  Red  Sea  in  2004.  This  diver's 
chronograph  with  its  inner  rotating  bezel,  adjustable  via  the  dual- 
function  crown  and  water-resistant  to  120  m,  was  also  on  board  and 
replaced  the  coral  as  number  one  underwater  attraction.  IWC.  Engineered  for  men. 


Mechanical  chronograph  movement  I 
Self-winding  I  Rotating  inner  bezel 
(figure)  I  Antir effective  sapphire  glass  I 
Water-resistant  to  120  m  I  42  mm  case 
diameter  I  Titanium 


(Xl  ALPHA  OMEGA 

America's  Watch  &  Diamond  Specialists 

Burlington  mall  •  Natick  mall  •  Prudential  center  •  Harvard  square  •  (6i7)  864- i  227 
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[Wicked 
Wickets 


VENERABLE  ENGLISH  GAME- 
maker  Jaques — which  introduced 
croquet  at  London's  Great 
Exhibition  in  1851 — makes  the 
sport's  finest  kit,  and  its  top- 
of-the-line  Sandringham  set  is 
tournament-worthy,  with  mallets 
of  lignum  vitae  and  rockwood, 
precisely  weighted  balls 
and  a  handsome  mahogany 
box.  $4,450.  (877)  374-8881, 
www.jaquesamerica.com. 


SWEET  CLEATS 


THERE'S  NO  GUARANTEE  THAT  SALVATORE  FERRAGAMO'S  DASHING  NEW  GOL 
shoes  will  improve  your  game.  They  should,  however,  intimidate  most  opponents  before 
you  even  step  up  to  the  tee.  $420,  atSalvatore  Ferragamo,  New  York,  Beverly  Hills  am 
Palm  Beach,  (800)  628-8916,  www.ferragamo.com  and  select  Neiman  Marcus  stores. 


It's  Not  Easy 
Being  Bronze 


T 


im  Cotterill  designs  limited- 
edition  cast-bronze  frog  sculptures 
with  a  bright,  jewellike-patina, 
inspired  by  the  wooded  English 
countryside  of  his  youth.  Now  based 
in  Venice  Beach,  California,  Cotterill 
captures  something  mysterious  behind 
those  dark,  beady  eyes.  Prices  range  from 
$95-$10,000.  Shown:  "Over  the 
Top, "  27  inches  long  by  13  inches  high, 
$3, 1 00.  www.  frogmanpublishing.  com. 
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Welcome  to  the  market's  middle, 
where  established  companies  and  growth 
potential  are  woven  together  as  one. 


It  just  may  be  the  sweet  spot  you've  been  looking  for.  Invest  in  it  with  MidCap  Spiders. 

You've  built  a  portfolio  with  a  solid  blue  chip  foundation.  Now  you're  considering  more  diversification 
and  a  different  balance  of  upside  potential  and  risk. 


MidCap  Spiders  add  the  entire  S&P  MidCap  400® 
to  any  portfolio.  This  exchange  traded  fund  (ETF) 
represents  all  400  middle  market  stocks  of  the  S&P 
MidCap  400®  in  every  share. These  companies  have 
matured  to  achieve  a  sizeable  $1-4  billion  in  market 
capand  meet  rigorous  selection  criteria.  While  mid-cap 
securities  are  subject  to  greater  risk  than  large-caps, 
mid-cap  companies  are  less  volatile  than  companies 
in  the  often  uncertain  start-up  phase. 

MidCap  Spiders  can  help  you  build  a  "beyond  the 
blue  chips"  investment  strategy  without  having  to 
pick  individual  stocks  since  every  share  gives  you  all 
the  middle  market  companies  of  the  S&P  MidCap 
400.  Low  fees  make  the  MidCap  SPDRs  cost  efficient, 
too.  Of  course,  when  you  buy  or  sell  MidCap  Spiders, 
the  usual  brokerage  commission  applies. 

Want  to  learn  more?Visit  www.MidCapSPDR.com  and 
see  if  MidCap  Spiders  could  be  a  sweet  addition  to  any 
portfolio.  Ticker  symbol  Amex:MDY 


Over  the  last  five  years  MidCap  Spiders  delivered  a  cumulative 
return  of  nearly  80%.  Not  bad  for  a  middleweight. 

And  since  inception,  average  annual  total  returns  have 
been  approximately  15%. 


Average  annual 
total  return  of  MDY 
as  of  3/31/06 

Based  on 
NAV 

Based  on 
Market  Price 


One 
Year 


Five 
Years 


Ten  Since 
Years  Inception 


21.25%  12.43%  14.08%  1516% 
2168%   12.46%    14.10%  15.11% 


Total  returns  are  calculated  quarterly  using  the  daily  4:00  p.m.  net  asset 
value  (NAV).  Distributions,  if  any,  are  assumed  to  be  reinvested  hack 
into  the  fund  on  the  pay  date  at  the  NAV  on  that  date.  Performance 
data  quoted  represents  past  performance  and  is  no  guarantee  of  future 
results.  Current  performance  may  be  lower  or  higher  than  quoted.  The 
investment  return  and  principal  value  of  an  investment  will  fluctuate  so 
that  an  investor's  shares,  when  sold  or  redeemed,  are  subject  Co  market 
volatility.  They  may  be  worth  more  or  less  than  their  original  cost.  MDY 
shares  are  bought  and  sold  at  market  price  (not  NAV)  and  are  not 
individually  redeemed  from  the  /una1.  Brokerage  commissions  wiil  reduce 
returns.  To  ohtciin  most  recent  month-end  performance,  please  call 
1  -800-843-2639  or  visit  tviwj.MidCapSPDR.com. 


State  Street 
Global  Advisors 


MidCap 

ssgA  SRIDR 


Mock  I  \c  II  W.I 


An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment 
company  carefully  before  investing.  To  obtain  a  prospectus,  which  contains  this  and  other 
AMERICAN  information,  go  to  www.MidCapSPDR.com  or  call  I-80O843-2639.  Please  read  the  prospectus 
carefully  before  investing.  Past  performance  is  no  guarantee  of  future  results.  S&P  MidCap 
400  "  and  MidCap  SPDR®are  trademarks  of  The  McGraw-Hill  Companies,  Inc.,  licensed  for  use  by  State 
Street  Global  Markets,  LLC.  MidCap  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  Standard  & 
Poor's  and  S&P  makes  no  representation  regarding  the  advisability  of  investing  in  MidCap  STDRs. 
©2006  State  Street  Corporation 

ALPS  DLstributors,  Inc.,  a  registered  broker-dealer,  Ls  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust. 
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V  Summer 
IHoe  Down 

JUNE  IS  MADE  FOR  GARDENS 
full  of  endless  hydrangeas,  blue 
moon  roses  and  spider  lilies.  And 
no  one  does  gardens  better  than 
the  English.  It's  no  surprise,  then, 
that  the  best  tools  are  made 
across  the  Atlantic,  at  an  organic 
farm  on  the  North  Yorkshire 
moors.  There,  the  Lazy  Dog  Tool 
Company  hand-builds  stunningly 
crafted  stainless-steel  rakes, 
trowels  and  weeding  forks  crowned 
with  ash.  It's  almost  a  shame  to 
get  them  dirty.  Rakes,  $85-$89; 
trowels  and  weeding  forks, 
$57-$66.  011-44-1-751-417-351, 
www.  lazydogtoolco.  co.  uk. 


•     A  NEW  LEAF 

JUST  IN  TIME  FOR  FATHER'S  DAY,  245-YEAR-OLD  FRAGRANCE  HOUSI 
Creed  (headed  by  sixth-generation  Olivier  Creed)  unveils  a  new  men's 
scent,  Feuille  Verte  (Green  Leaf),  laced  with  lime,  oakmoss  and  jasmine 
This  is  old-school  male  perfumery:  Creed  has  catered  to  the  likes  of 
King  George  V,  Emperor  Napoleon  III  and  Hollywood  royal  Cary  Grant. 
Now  tell  your  Dad  he's  a  prince.  Signed  and  numbered  limited-edition 
flacon  and  atomizer,  $475  for  the  set,  at  select  Neiman  Marcus  stores. 
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A  COLLECTION  OF  MASTERPIECES 
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an  Exclusive  Collection  of  Masterpieces  by  WCI  Communities 
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bet's  true  shangri-la  I  vintage  racin; 
5t.  lucia's  in-room  paradise  I  sailing 
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NEW  YORK 

Lake  George:  My  memories 
of  sailing  on  Lake  George  are 
as  vivid  as  the  crystal  waters  in 
this  32-mile-long  Adirondack 
waterway.  One  constant  is  the 
steady  breeze — flapping  the 
pages  of  the  New  York  Post 
my  brother  tries  to  read  as  we 
sail,  or  gusting  furiously 
as  my  college  buddy's  hand 
is  attached  to  his  head,  holding 
down  his  toupee. 

But  mostly  I  remember  my 
dad  and  mom  and  their 
repartee.  "Watch  where  you're 
sailing!"  he  would  yell.  "Who 
taught  you  how  to  drive?" 
she  would  remind  him.  She's 
gone  now,  having  sailed  on 
to  another  realm.  But  dad, 
a  former  Navy  officer,  can  still 
belt  out  orders  at  age  76 
like  Captain  Ahab. 

He  was  in  classic  form  one 
recent  summer  day,  a  glorious 
afternoon  with  calm  waters  and 
a  steady  breeze  of  12  to  15 
knots.  After  straightening  the 
lines  and  managing  to  get 
both  sails  up,  my  father  was  in 
the  process  of  putting  down 
the  centerboard  when  we  heard 
a  loud  thud.  One  of  the  chain 
links  holding  the  board  in 
place  had  finally  succumbed  to 
years  of  wear,  and  the  board 
now  dangled  somewhere  in  the 
depths  below.  It  would  be  days 
before  a  boatyard  could  fix 
the  problem,  and  this  happened 
to  be  my  40th  birthday.^ 


Rupu  village! 
near  Daocheng, 
jumping  oft 
point  for  Yading 
and  Shangri-la 


Tibet  •  The  bus  was  climbing  into  the  eastern  Tibetan  region  c 
Kham,  said  to  be  the  site  of  Shangri-la,  when  I  mentioned  the  mythica 
Utopia  to  the  tall  Tibetan  beside  me.  "Yading  is  Shangri-la!"  n 
exclaimed,  saying  he'd  trekked  into  Sichuan  province's  remote  Yadin 
region,  where  he  found  a  Tibetan  monastery  surrounded  by  three  sacrei 
mountains.  "It  is  there,"  the  Tibetan  said.  "On  the  monastery,  it  is  writ) 
ten.  It  is  Shangri-la."  •  It  took  many  long,  bumpy  rides  to  reach  Yadina 
across  Kham's  ancient  trade  routes,  Himalayan  mountains  and  hig] 
grasslands  to  13,000-foot-high  Litang,  and  then  sour) 
into  legendary  Xiangcheng,  a  region  so  fiercely  del 
fended  by  its  Tibetan  tribesmen  it  was  a  blank  on  prel 
modern  maps.  After  endless,  jostling  hours,  I  final] 
entered  Yading — the  land  of  Shangri-la.  •  In  the  1930s 
when  James  Hilton  wrote  Lost  Horizon,  his  novel  o) 
Shangri-la  and  its  virtuous,  ageless  people,  he  capturec 
the  world's  imagination.  But  his  yarn  was  rooted  in  fact 
For  inspiration,  Hilton  used  Austrian-American  ex- 
plorer Joseph  Rock's  National  Geographic  articles 


Steady  breeze: 
a  Colgate  26  on 
Lake  George 
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While  some  destination  clubs 

TALK  ABOUT 

EXCEPTIONAL  SEOVIGE 
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{we  actually  deliver.} 


At  Dream  Catcher  Retreats,  we  are  more  than 
just  beautiful  homes.  We  offer  you  personalized 
luxury  vacations  not  available  from  any  other 
destination  club.  With  over  100  years  of  hospitality 
experience  in  senior  management  alone,  providing 
you  with  the  very  best  service  is  written  into  our 
DNA.  Because  of  the  intimate  nature  of  our  club, 
you'll  enjoy  customized  vacations  in  spectacular 
homes  while  creating  memories  to  last  a  lifetime. 


E  A  M  CATCHER3 


RETREATS 


Your  Destination  CI  u  b  . 
Feel  at  Home  in  the  World.SM 

Call  or  visit  us  on  the  web  to  learn 
what  a  luxury  Destination  Club  should  be. 

866.618.3954  or  dcr.corti/fl 
Europe:  00800  7661  9313 
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There  was  no  way  I  was  going 
to  enter  my  fifth  decade  playing 
air  hockey  in  some  Lake 
George  Village  arcade.  We 
called  the  Sagamore. 

This  grand  hotel  has  been 
the  lake's  premier  address 
for  more  than  a  century. 
Dilapidated  in  the  early  1980s, 
when  it  was  commonly  referred 
to  as  "Sag  Some  More," 
the  resort  was  purchased 
in  1983  by  developer  Norman 
Wolgin  and  restored  to  its 
Colonial  Revival-style  grandeur. 

You  walk  into  the 
Sagamore's  glass-enclosed 
patio  and  peer  down  at 
the  lake,  one  of  the  most 
striking  sights  in  the  American 
landscape.  It  inspired  Hudson 
River  School  painters  to 
head  north,  and  later  Georgia 
O'Keeffe  and  her  photographer 
husband,  Alfred  Stieglitz, 
who  summered  at  a  home  here 
in  the  1920s. 

Steps  from  the  patio  lead 
down  the  manicured  lawn 
to  the  shores,  offering  views  of 
Dome  Island,  a  large,  round, 
uninhabited  forest  of  firs  that 
looks  almost  tropical,  a  place 
King  Kong  would  find  homey. 
On  the  opposite  shore  of 
this  long,  rambling  lake  is  an 
uninterrupted  carpet  of  trees 
that  rises  along  the  slopes 
of  2,000-foot  mountains. The 
waves  of  rolling  summits 
form  a  silhouette  against  the 
sky  that  hems  you  in  snugly 
between  the  peaks. 

A  motorboat  rambles  by, 
but  even  in  the  heart  of 
summer,  the  lake  never  feels 
crowded.  In  part,  the  serenity 
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about  his  1928  expeditions  into  Sichuan's  isolated  Konkaling  moui 
tains— the  exact  location  of  Yading.  When  the  Chinese  governmei 
established  the  600-square-mile  Yading  Nature  Reserve  in  1999  an 
UNESCO  added  Yading  to  the  World  Network  of  Biosphere  Reserv 
in  2003,  the  outside  world  rediscovered  this  alpine  paradise. 

I  arrived  in  Yading  near  dark,  and  so  was  stunned  the  next  mornir 
to  find  three  magnificent  snowcapped  peaks  soaring  into  the  impossib 
blue  Tibetan  sky.  A  wild-haired  villager  tending  his  fire  said  eighth-cer 
tury  Tibetan  guru  Padmasambhava  blessed  the  19,000-foot  pyramid 
mountains,  naming  them  Jambeyang,  Chanadorje  and  Chenresig  ft 
Buddhas  representing  the  wisdom,  energy  and  compassion  needed  ft 
enlightenment.  Tibetans  still  revere  Yading  as  a  sacred  valley,  protectin 
its  monkeys,  wild  goats,  deer,  golden  pheasants,  black  bears,  leopards  and  Asian  golden  cat 
and  making  great  walking  circuits  of  merit  and  atonement  known  as  koras,  believing  15  koras  < 
Chenresig  equal  100  million  recitations  of  their  chant  Om  Mani  Padme  Hum. 

Figuring  ambulatory  high-value  penance  through  Shangri-la  was  a  good  idea,  I  engaged 
Khampa  guide  and  his  Tibetan  pony  for  a  kora.  The  trail  to  Chonggu  Gompa,  the  800-yeai 
old  monastery  that  my  Tibetan  bus-mate  described,  led  through  wind-sculpted  conifers  drape 
with  pale  yellow  lichens,  past  hillocks  of  scripture-carved  mani  stones  and  fantastic  grotes 
queries  of  eroded  rock  and  gnarled  rhododendrons.  Peonies  and  primulas  flared  in  the  clea 
light.  It  was,  as  explorer  Joseph  Rock  wrote,  "a  garden  fit  for  gods." 

High  on  Chenresig,  Chonggu  Gompa's  gold  ornaments  winked 
in  the  sunlight.  Whirling  her  prayer  wheel,  an  elderly  Tibetan  lady 
hobbled  around  a  shrine.  Prayer  flags  bowered  a  wooden  bridge.  A 
maroon-robed  monk  traipsed  down  a  switchback.  Birds  called  from 
a  copse  of  larches.  Shadows  cast  by  kinetic,  cottony  clouds  raced 
across  the  vividly  sunlit  landscape,  tinting  it  dark. 

In  the  verdant  valley  between  Chanadorje  and  Chenresig,  horse- 
men watched  their  grazing  yaks  while  smiling  pilgrims  ambled  by. 
Mount  Jambeyang  stood  resplendent  above  the  valley,  its  glaciers 
pouring  waterfalls  like  molten  silver.  Admiring  Chenresig's  white 
pyramid,  I  thought  of  Hilton's  imagined  Shangri-la:  "It  was  an  almost 
perfect  cone  of  snow,  simple  in  outline  as  if  a  child  had  drawn  it." 

In  spite  of  my  altitude  wooziness,  my  Khampa  guide  urged 
me  up  Chenresig,  saying  there  was  a  magical  lake  to  see.  Five-Color 
Lake  shimmered  with  electric  blue,  glass  green,  turquoise  and 
deepest  ocean  blue.  Oracles,  the  Khampa  said,  could  prophesy  the 
future  by  peering  into  the  lake.  Looking  around  at  the  glorious 
scenery,  I  could  easily  foresee  my  desire  to  return  to  Shangri-la. 

—DOUGLAS  W1SSING 


THESI 


The  Yading  Nature  Reserve 
is  in  southwestern  Sichuan 
Province's  Daocheng 
region,  approximately 
three-days'  journey  from 
Chengdu,  the  Sichuan 
Provincial  capital  or  from 
Kunming,  the  Yunnan 
Provincial  capital,  both 
of  which  have  major 
airports.  Dreams  Travel 
htrp://  english.dreams 
travel.com  outfits 
expeditions  into  the  Yading 
region  from  Sichuan 
and  Haiwei  Trails 
www.haiweitrails.com 
organizes  expeditions 
from  Yunnan 


stems  from  a  decision  by  civil 
engineers  not  to  extend  the 
road  farther  than  eight  miles 
on  the  lake's  eastern  shore.  So 
when  you  reach  the  Sagamore, 
one  third  of  the  way  up  the 
lake,  there  are  no  signs 
of  civilization  on  the  opposite 
side.  Two  summers  ago, 
the  Sagamore  placed  a  new 


restaurant,  the  Pavilion,  at  the 
water's  edge,  with  a  lobster 
bake  featuring  all  the  chowder, 
steamers  and  blueberry  pie  you 
can  down,  in  addition  to  the 
three-pound  crustacean. 

But  for  my  father  and  me, 
nautically  disabled  as  we  were, 
the  hotel's  key  recent  addition 
was  the  Offshore  Sailing 


School.  The  north-woods 
outpost  of  Steve  and  Doris 
Colgate's  well-known  outfit — 
otherwise  found  in  Captiva 
Island,  Florida,  and  Tortola, 
BVI,  among  other  locales — the 
school  uses  the  Colgates' 
signature  Colgate  26s,  a  faster 
rig  than  a  J/24,  with  a  cockpit 
so  spacious  an  instructor  yy 
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i  Open  El  Primero:  Technical  virtuosity  pulsing  out  of  the  Forbidden  City  -  Beijing.  China. 

>matic  Chronograph,  featuring  the  world's  fastest  Harmonic  4021H  El  PrimeTO^rnTber,  248  components,  36,000  vibrations  per  hour. 
Jte  to  the  Middle  Empire:  while  the  8-shape  dial  opening  calls  for  Eternity  ft  Harmony,  counters  St  accelerating  power  reserve 
ihadow  Modern  times.  Stainless  steel  case,  transparent  back.  Black,  grey,  white,  plain  or  guilloche  dials.  In  two  sizes,  XT  ft  T 
Imade  alligator  or  rubber  straps  or  metal  bracelet.  Also  available  in  Rose  Gold. 


866  273  3467 


WWW.ZENlTH-WATOJES.COM 
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has  room  to  maneuver  around 
his  students.  Best  of  all,  these 
boats  do  not  have  retractable 
centerboards,  so  we  don't  have 
to  worry  about  losing  ours. 

Surprisingly,  my  father  had 
no  problem  giving  over  the 
tiller  to  a  twentysomething 
instructor,  especially  when  he 
realized  the  kid  could  sail  this 
boat  with  his  feet.  Once  we 
were  out  of  the  harbor  the 
Colgate  was  ours  to  play  with, 
and  what  a  toy  it  was. 
Exchanging  our  14-year-old 
Catalina  for  this  newly  minted 
vessel  was  like  trading  in  a 
Camry  for  the  smooth  flow  of 
an  Audi  Quattro.  The  white- 
caps  were  frothy  and  the  wind 
whipping  up  when  we  left 
Northwest  Bay.  Dad  took  the 
tiller  as  we  zipped  across 
the  water,  high  up  on  our  side. 
A  powerful  puff  of  air  edged  us 
even  higher  but  the  oversized 
hull  easily  righted  itself. 

We  sailed  for  two  and  a  half 
hours,  across  to  Dome  Island, 
but  could  well  have  spent  a 
full-day  venturing  up  into  the 
Narrows,  where  carved  inlets 
form  sheltered  anchorages. 
There's  also  Commission  Point, 
where  I've  eaten  thousands  of 
salami  sandwiches  at  my 
favorite  picnic  table,  and,  of 
course,  Black  Mountain  Point, 
set  at  the  base  of  the  lake's 
tallest  mountain  and  the  start 
of  a  trail,  dusted  with  pine 
needles,  that  hugs  the  shore. 

Inevitably  the  day  will  come 
when  we'll  have  to  retire  the 
Catalina.  When  that  time  arrives, 
I'll  happily  pay  the  Sagamore 
and  the  Colgates  to  take  me  on 
a  journey  back  to  my  youth. 

—STEPHEN  JERMANOK 
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A  version 
The  Vie 
Pitons  and  s 
from  Lade 


Soufriere:  What  were  Conde  Nasi  Travelers  readers  thinking  wru 
they  voted  St.  Lucia's  tiny  Ladera  "The  Best  of  the  Best"  for  2005,  giving 
the  highest  score  of  any  resort  in  the  world?  It  wasn't  the  tennis  or  golf  faci 
ities,  or  the  fitness  center,  or  the  beachfront,  mainly  because  Ladera  doesi 
have  any  of  those  things.  The  readers  may  have  been  thinking  what  I  w 
thinking  when  I  opened  the  door  to  Villa  E:  Best.  Hotel.  Room.  Ever.  •  Tl 
first  floor  (there  are  also  three  bedrooms' worth  of  playful,  treehouselike  spac 
upstairs)  is  a  minor  masterpiece  of  spatial  design:  a  generous,  wedge-shape 
room  beneath  a  two-story-high,  steeply  sloped  roof  with  absolute,  eat-luncl 
naked  privacy.  The  floors  and  beams  are  a  highly  burnished  teaklike  Guyane 
hardwood,  the  back  wall  is  fieldstone  and  the  multilevel  wraparound  plun; 
pool  is  decorated  with  a  stone  waterfall  and  broken-plate  mosaics.  Ov 
the  pool  itself  are  two  swings  attached  to  roof  beams,  with  a  table  anchon 
in  between  so  you  can  sip  a  local  Piton  beer  and  sway  while  trailing  yo 
feet  in  the  water.  There  is  a  footbridge  across  the  pool  to  the  bedrooms,  ^ 
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SIGNATURE  This  quiet  enclave  of  MGM  Grand  takes  the  pleasure  of  business  seriously.  It's  a 
place  where  not  a  single  luxury  has  been  overlooked.  High-speed  wireless  Internet  access  and  a  fully  functional 
workspace  keep  you  connected.  24-hour  Concierge  services  meet  your  every  need.  Fine  : 
linens,  Jacuzzi'  tubs  and  pillow-top  beds  will  comfort  you.  And  private  balconies  take  your  JhB^L 
breath  away.  The  line  between  work  and  play  has  officially  been  blurred,  maximum  Vegas.  MGM  GRAND 

For  reservations:  signaturemgmgrand.com  or  1-877-727-0007 
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Ladera's  June  -September 
rates  range  from  $280 
for  a  suite  to  $590  for  a 
villa.  (800)  738-4752, 
www.iadera.com.  The  resort 
also  has  a  small  spa. 
Check  Air  Jamaica 
for  new  direct  flights  from 
several  American  cities. 


SWITZERLAND 

Race  Date:  Those  who 
love  vintage  whine,  as  in  the 
engine  rev  of  classic  Bugattis, 
Maseratis  and  Lagondas 
navigating  Alpine  passes, 
should  save  the  weekend  of 
September  21-24  for 
Switzerland's  Klausenrennen 
Memorial  Race,  a  treacherous 
13-plus-mile  course  that 
climbs  nearly  4,400  feet 
via  136  curves.  The  nearby 
Baur  au  Lac  hotel  in  Zurich 
offers  two-night  packages 
($1,850)  with  race  tickets, 
meals  and  a  fine  automobile 
of  its  own — airport  pickup 
is  in  a  Rolls-Royce  Phantom. 
Klausenrennen  Race: 
www.  klausenrennen.  org. 
Baur  au  Lac-,  www.bauraulac.ch, 
or  011-41-44-220-5020. 


Top:  Leaning  into  the  turn  at  the 
Klausenrennen  race.  Bottom: 
After-race  chill-out:  luxury  at  the 
Baur  au  Lac  Hotel 


an  open  loft  above  with  a  four-poster  bed  wreathed  in  mosquito- 
netting,  and  a  well-laden,  live  banana  tree  in  the  living  room.  The 
overall  effect  is  something  like  James  Bond  meets  Big  Sur. 

Like  all  of  Ladera's  rooms,  Villa  E  has  an  open  front  wall,  and  the 
view  gives  onto  St.  Lucia's  signature  sight:  The  soaring  pair  of  cone 
volcanoes  called  Les  Pitons  frames  the  entire  vista.  You  are  situated 
on  a  1,100-foot  ridge,  looking  down  a  forested  valley  directly  be- 
tween the  Pitons  to  the  sun  glinting  on  the  sea  at  Jalousie  Bay.  This 
is  not  just  a  view  of  the  island,  it  is  The  View.  Had  Ladera  not  put  its 
25  villas  and  suites  here,  on  part  of  a  famous  19th-century  plantation, 
it  is  easy  to  imagine  this  overlook  infested  by  a  scrum  of  tour  buses. 

There  are  enough  toys  to  keep  you  indoors/outdoors — in  your 
room,  I  mean — indefinitely:  pool  floats,  beer  cozies  (beer's  in  the  minibar),  binoculars,  a  st 
chart  and  a  water  pistol  to  ward  off  the  grackles,  bullfinches  and  bananaquits  that  fly  in  ai 
out,  eyeing  your  room-service  breakfast  with  an  almost  canine  hopefulness. 

If  closing  the  door  behind  you  and  never  leaving  your  room  seems  tempting,  it  is. 
"It  happens  all  the  time,"  said  Ladera's  urbane,  Canadian  general  manager,  Robert  Stewa 
"People  sign  up  for  all  these  activities  their  first  morning,  then  begin  canceling  them  becau 
they  just  want  to  hang  out." 

We  were  hanging  out  ourselves,  having  a  late  lunch  on  the  fieldstone  terrace  at  Dasheer 
the  resort's  restaurant,  much-praised  for  executive  chef  Orlando  Satchell's  leadership  in  i 
sisting  on  local  ingredients  and  his  modern  turns  on  Caribbean  classics.  Though  we  didn't  fn 
the  food  at  Dasheene  as  consistent  or  exciting  as  previous  reports  suggested  (Travelers  rea 
ers  voted  the  chow,  somehow,  100  out  of  100),  I  made  a  good  start  that  day  with  the  "Der 
Walcott  Accra."  Named  for  the  island's  Nobel  Prize-winning  poet,  it  was  a  version  of  the  : 
miliar  St.  Lucian  national  dish,  a  baccalalike  mix  of  fried  green  bananas  and  salt  fish. 

Dasheene  does  do  a  lot  of  things  right,  including  the  Lucullan  Sunday  lunch  and  an  insi 
tence  on  serving  fresh,  perfectly  stored  wines — no  small  feat  in  the  Caribbean.  Still,  the  mc 
memorable  moments  there  come  at  cocktail  hour,  when  the  guests  crowd  the  terrace  as  the  si 
vanishes  behind  the  saw-toothed  Petit  Piton  and  high  clouds  curl  and  snag  on  its  big-shoi 
dered  neighbor,  the  Gros  Piton,  like  banners  of  shredding  silk. 

St.  Lucia  was  long  battled  over  by  the  French  and  British — the  "Helen  of  the  West  Indie: 
as  the  license  plates  have  it,  changed  hands  14  times — and  has  now  settled  into  a  comfortat 
compromise.  It  is  a  left-side-driving  member  of  the  Commonwealth  where  everyone  kno1 
English,  but  the  place-names  are  mostly  French  and  the  St.  Lucians  speak  a  clipped  Fren 
patois  among  themselves  in  which,  for  example,  Anse  Chastenet  (a  wonderful  black-sai 

beach  near  Ladera)  comes  out  "anSHAZZnay." 

The  island  itself  is  an  undulating  and  jungly  landscape  fold 
into  hidden  valleys  and  abrupt  peaks  by  volcanic  action.  We  set  o 
one  morning  in  an  open-top  Land  Rover  with  Tony  Bernard 
Tony's  Roving  4x4  Eco  Guided  Tours,  an  ebullient  man  deep 
in  love  with  his  native  island.  It  turned  out  to  be,  among  oth 
things,  a  surprise  culinary -tour.  Every  few  miles  on  our  way  tc 
hike  in  the  Edmund  Forest  Reserve,  Bernard  would  pull  over  ai 
go  crashing  into  the  dense  wall  of  foliage,  emerging  with  cinn 
mon,  coffee  beans,  mangoes  and  a  "wannabe  plant"  that  tasted 
turns  like  clove,  tea  and  basil.  We  learned  that  chocolate  starts  c 
bitter  and  purple,  and  that  coconut  water  has  been  used  in  erne 
gency  blood  transfusions.  We  learned  while  hiking  through  the  hi| 
rain  forest,  with  a  fine,  cool  breeze  rustling  the  Jurassic  Park-lookii 
giant  ferns,  that  if  you  had  to  leave  your  room  at  Ladera,  St.  Luc 
was  deeply  seductive  all  on  its  own.  — RICHARD  NALLEY 
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THE  CONTINENTAL  FLYING  SPUR. 

"Now  with  Four  Doors."  -  Road  &  Track" 

"That's  what  makes  the  Flying  Spur  special:  the  understressed  and  almost  casual  way  it  barrels  up  to 
vision-blurring  speeds  while  delivering  roadholding  that's  at  once  comfortable  and  confidence-breeding." 


UP 


With  the  new  Continental  Flying  Spur  joining  its  acclaimed  stablemate,  the  Continental  GT  coupe, 
Bentley  owners  have  a  difficult  decision  to  make.  Intimate  cockpit,  or  spacious  cabin?  Coupe  or  four-door? 

Both  offer  the  poise  of  all-wheel  drive,  allied  to  a  552  hp  twin-turbocharged  6-liter  12-cylinder  engine. 
Both  provide  the  unique  ambiance  of  a  British  handcrafted  interior  in  leather  and  wood.  And  as  Road  &  Track's 
recent  verdict  on  the  Continental  Flying  Spur  proves,  four  doors  are  no  hindrance  to  superlative  handling. 

Perhaps  it's  a  simple  choice:  do  you  prefer  your  Grand  Touring  for  two  people,  or  four? 
Drive  a  Bentley  Continental  at  your  Bentley  Retailer  and  decide  for  yourself. 


BENTLEY 

AUTHORIZED  RETAILERS 

Vtlanta  GA  •  Bellevue  WA  •  Bethesda  MD  •  Beverly  Hills  CA  •  Boston  MA  •  Columbus  OH  •  Dallas  TX  •  Denver  CO  •  Downers  Grove  IL 
ort  Lauderdale  FL  •  Greenwich  CT  •  High  Point  NC  •  Houston  TX  •  Las  Vegas  NV  •  Long  Island  NY  •  Manhattan  NY  •  Miami  FL 
IontrealQC  •  New  Jersey  -  North  •  Newport  Beach  CA  •  Northbrook  IL  •  Orlando  FL  •  Palm  Beach  FL  •  Palmyra  NJ  •  Pasadena  CA  •  Providence  Rl 
Uncho  Mirage  CA  •  San  Diego  CA  •  San  Francisco  CA  •  San  Juan  PR  •  Santo  Domingo  DO  •  ScottsdaleAZ  •  Sewickley  PA  •  Silicon  Valley  GA 
St.  Louis  MO  •  Tampa  Bay  FL  •  Toronto  ON  •  Troy  Ml  •  Vancouver  BC  •  Zionsville  IN 

www.bentleymotors.com 

©  2006  Bentley  Motors,  Inc.  "July.  200S.  1 


Toshiba  recommends  Windows®  XP  Media  Center  Edition. 


What  could  you  do  with  a  new  Qosmio™  G3!l 
featuring  integrated  HD  DVD  technology? 

At  Toshiba,  our  notebooks  are  designed  to  help  yoi 
do  more,  see  more,  hear  more  and  have  more  fui 
We  know  you'll  enjoy  the  new  Qosmio™  G35.  It' 
our  most  feature-rich  multimedia  notebook-  —  am 
the  first  notebook  in  the  world  with  an  integrated  H[ 


DVD-ROM  drive.1  It's  powered  by  the  latest  Inte 
Centrino®  Duo  Mobile  Technology  and  genuiri' 
Microsoft®  Windows®  XP  Media  Center  Editio 
2005.  And  it  also  includes  a  built-in  TV  tuner,2  DVf 
1-bit  digital  amplifier  and  the  highest-resolutio 
Toshiba  screen  ever.  It's  a  portable  powerhous' 
designed  to  open  up  a  whole  new  world  c 
entertainment  possibilities.  And  those  are  up  to  yoi 


Possibilities  by  design. 


TOSHIBA 


G35.toshiba.con 
1.800.TOSHIB 


1  Because  HO  DVD  is  a  new  formal  that  makes  use  of  new  technologies  certain  disc.  d;gitai  connection  and  other  compatibility  and/or  performance  issues  are  possible.  Advanced  interactive  and  navigation  features  of  the  HD  DVD  Video  format  are  P 
supported  by  this  product.  See  HD  DVD  Technology  Legal  Footnote  at  www.info.toshiba.com..  HD  DVD-ROM  drive  is  only  available  on  the  Gosmio  G35-AV650  model.  2.  TV  tuner  will  function  only  in  the  country  where  the  computer  was  purchased.  Qosrr 
is  a  trademark  of  Toshiba  America  informat-on  Systems,  Inc.  and/or  Toshiba  Corporation.  Centrino.  Centrino  logo.  Intel,  and  Intel  logo  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  country 
Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Cprporation  in  the5  United  States  and,  or  other  countries.  Ail  other  trademarks  are  the  property  of  their  respective  owners.  Screen  images  are  simulated.  While  Toshiba  has  made  every  effort 
the  time  of  publication  to  ensure  the  accuracy  of'the  information  "provided  herein,  product  specifications,  configurations,  prices,  system. component/options  availability  are  all  subject  to  change  without  notice.  For  the  most  up-to-date  product  informal) 
about  your  computer, 'or  to  stay  current  with  the  various  computer  software  or  hardware  options;  visit  Toshiba's  weosite  at  ocsupport.toshiba.com.  Reseller/Retailer  pricing  may  vary,  jj  2006  Toshiba  America  Information  Systems,  Inc.  Al!  rights  reserve: 


While  some  destination  clubs 

TALK  ABOUT 

EXCEPTIONAL  SERVICE 


•      •  • 


{we  actually  deliver.} 


At  Dream  Catcher  Retreats,  we  are  more  than 
just  beautiful  homes.  We  offer  you  personalized 
luxury  vacations  not  available  from  any  other 
destination  club.  With  over  100  years  of  hospitality 
experience  in  senior  management  alone,  providing 
you  with  the  very  best  service  is  written  into  our 
DNA.  Because  of  the  intimate  nature  of  our  club, 
you'll  enjoy  customized  vacations  in  spectacular 
homes  while  creating  memories  to  last  a  lifetime. 


E  A  M  CATCHER 


RETREATS 


Your  Destination  Club. 
Feel  at  Home  in  the  World.3 

Call  or  visit  us  on  the  web  to  learn 
what  a  luxury  Destination  Club  should  be. 

866.618.3954  or  dcr.com/fl 
Europe:  00800  7661  9313 
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Lake  Geo  _ 
view  that  launched  a 
thousand  day  sailers 


There  was  no  way  I  was  going 
to  enter  my  fifth  decade  playing 
air  hockey  in  some  Lake 
George  Village  arcade.  We 
called  the  Sagamore. 

This  grand  hotel  has  been 
the  lake's  premier  address 
for  more  than  a  century. 
Dilapidated  in  the  early  1980s, 
when  it  was  commonly  referred 
to  as  "Sag  Some  More," 
the  resort  was  purchased 
in  1983  by  developer  Norman 
Wolgin  and  restored  to  its 
Colonial  Revival-style  grandeur. 

You  walk  into  the 
Sagamore's  glass-enclosed 
patio  and  peer  down  at 
the  lake,  one  of  the  most 
striking  sights  in  the  American 
landscape.  It  inspired  Hudson 
River  School  painters  to 
head  north,  and  later  Georgia 
O'Keeffe  and  her  photographer 
husband,  Alfred  Stieglitz, 
who  summered  at  a  home  here 
in  the  1920s. 

Steps  from  the  patio  lead 
down  the  manicured  lawn 
to  the  shores,  offering  views  of 
Dome  Island,  a  large,  round, 
uninhabited  forest  of  firs  that 
looks  almost  tropical,  a  place 
King  Kong  would  find  homey. 
On  the  opposite  shore  of 
this  long,  rambling  lake  is  an 
uninterrupted  carpet  of  trees 
that  rises  along  the  slopes 
of  2,000-foot  mountains.  The 
waves  of  rolling  summits 
form  a  silhouette  against  the 
sky  that  hems  you  in  snugly 
between  the  peaks. 

A  motorboat  rambles  by, 
but  even  in  the  heart  of 
summer,  the  lake  never  feels 
crowded.  In  part,  the  serenity 
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about  his  1928  expeditions  into  Sichuan's  isolated  Konkaling  moun 
tains — the  exact  location  of  Yading.  When  the  Chinese  governmen 
established  the  600-square-mile  Yading  Nature  Reserve  in  1999  an( 
UNESCO  added  Yading  to  the  World  Network  of  Biosphere  Reserve 
in  2003,  the  outside  world  rediscovered  this  alpine  paradise. 

I  arrived  in  Yading  near  dark,  and  so  was  stunned  the  next  morning 
to  find  three  magnificent  snowcapped  peaks  soaring  into  the  impossibl1 
blue  Tibetan  sky.  A  wild-haired  villager  tending  his  fire  said  eighth-cen 
tury  Tibetan  guru  Padmasambhava  blessed  the  19,000-foot  pyramidal 
mountains,  naming  them  Jambeyang,  Chanadorje  and  Chenresig  foj 
Buddhas  representing  the  wisdom,  energy  and  compassion  needed  fo: 
enlightenment.  Tibetans  still  revere  Yading  as  a  sacred  valley,  protecting 
its  monkeys,  wild  goats,  deer,  golden  pheasants,  black  bears,  leopards  and  Asian  golden  cats 
and  making  great  walking  circuits  of  merit  and  atonement  known  as  koras,  believing  15  koras  oj 
Chenresig  equal  100  million  recitations  of  their  chant  Om  Mani  Padme  Hum 

Figuring  ambulatory  high-value  penance  through  Shangri-la  was  a  good  idea,  I  engaged  3 
Khampa  guide  and  his  Tibetan  pony  for  a  kora.  The  trail  to  Chonggu  Gompa,  the  800-year 
old  monastery  that  my  Tibetan  bus-mate  described,  led  through  wind-sculpted  conifers  draped 
with  pale  yellow  lichens,  past  hillocks  of  scripture-carved  mani  stones  and  fantastic  grotes^ 
queries  of  eroded  rock  and  gnarled  rhododendrons.  Peonies  and  primulas  flared  in  the  deal 
light.  It  was,  as  explorer  Joseph  Rock  wrote,  "a  garden  fit  for  gods." 

High  on  Chenresig,  Chonggu  Gompa's  gold  ornaments  winked 
in  the  sunlight.  Whirling  her  prayer  wheel,  an  elderly  Tibetan  lady 
hobbled  around  a  shrine.  Prayer  flags  bowered  a  wooden  bridge.  A 
maroon-robed  monk  traipsed  down  a  switchback.  Birds  called  from 
a  copse  of  larches.  Shadows  cast  by  kinetic,  cottony  clouds  raced 
across  the  vividly  sunlit  landscape,  tinting  it  dark. 

In  the  verdant  valley  between  Chanadorje  and  Chenresig,  horse- 
men watched  their  grazing  yaks  while  smiling  pilgrims  ambled  by. 
Mount  Jambeyang  stood  resplendent  above  the  valley,  its  glaciers 
pouring  waterfalls  like  molten  silver.  Admiring  Chenresig's  white 
pyramid,  I  thought  of  Hilton's  imagined  Shangri-la:  "It  was  an  almost 
perfect  cone  of  snow,  simple  in  outline  as  if  a  child  had  drawn  it." 

In  spite  of  my  altitude  wooziness,  my  Khampa  guide  urged 
me  up  Chenresig,  saying  there  was  a  magical  lake  to  see.  Five-Color 
Lake  shimmered  with  electric  blue,  glass  green,  turquoise  and 
deepest  ocean  blue.  Oracles,  the  Khampa  said,  could  prophesy  the 
future  by  peering  into  the  lake.  Looking  around  at  the  glorious 
scenery,  I  could  easily  foresee  my  desire  to  return  to  Shangri-la. 

—DOUGLAS  WISSING 


The  Yading  Nature  Reserve 
is  in  southwestern  Sichuan 
Province's  Daocheng 
region,  approximately 
three-days'  journey  from 
Chengdu,  the  Sichuan 
Provincial  capital  or  from 
Kunming,  the  Yunnan 
Provincial  capital,  both 
of  which  have  major 
airports.  Dreams  Travel, 
http://  engtish.dreams 
travel.com  outfits 
expeditions  into  the  Yading 
region  from  Sichuan. 

and  Haiwei  Trails. 
www.haiweitrails.com 
organizes  expeditions 
from  Yunnan 


stems  from  a  decision  by  civil 
engineers  not  to  extend  the 
road  farther  than  eight  miles 
on  the  lake's  eastern  shore.  So 
when  you  reach  the  Sagamore, 
one  third  of  the  way  up  the 
lake,  there  are  no  signs 
of  civilization  on  the  opposite 
side.  Two  summers  ago, 
the  Sagamore  placed  a  new 


restaurant,  the  Pavilion,  at  the 
water's  edge,  with  a  lobster 
bake  featuring  all  the  chowder, 
steamers  and  blueberry  pie  you 
can  down,  in  addition  to  the 
three-pound  crustacean. 

But  for  my  father  and  me, 
nautically  disabled  as  we  were, 
the  hotel's  key  recent  addition 
was  the  Offshore  Sailing 


School.  The  north-woods 
outpost  of  Steve  and  Doris 
Colgate's  well-known  outfit — 
otherwise  found  in  Captiva 
Island,  Florida,  and  Tortola, 
BVI,  among  other  locales — the 
school  uses  the  Colgates' 
signature  Colgate  26s,  a  faster 
rig  than  a  J/24,  with  a  cockpit 
so  spacious  an  instructor  yy 
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Each  step 

is  a  Victory. 


LAO  TSU 
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Grande  Cuss 


pen 


Rfienu 
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s  Open  El  Primero:  Technical  virtuosity  pulsing  out  of  the  Forbidden  City  -  Beijing,  China. 

omatic  Chronograph,  featuring  the  world's  fastest  Harmonic  4021H  El  Primero  caliber,  248  components,  36,000  vibrations  per  hour, 
ute  to  the  Middle  Empire:  while  the  8-shape  dial  opening  calls  for  Eternity  Et  Harmony,  counters  8t  accelerating  power  reserve 
shadow  Modern  times.  Stainless  steel  case,  transparent  back.  Black,  grey,  white,  plain  or  guilloche  dials.  In  two  sizes,  XT  ft  T. 
dmade  alligator  or  rubber  straps  or  metal  bracelet.  Also  available  in  Rose  Gold. 


866  273  3467 


WWW.ZEN1TH-VVATCHES.COM 
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has  room  to  maneuver  around 
his  students.  Best  of  all,  these 
boats  do  not  have  retractable 
centerboards,  so  we  don't  have 
to  worry  about  losing  ours. 

Surprisingly,  my  father  had 
no  problem  giving  over  the 
tiller  to  a  twentysomething 
instructor,  especially  when  he 
realized  the  kid  could  sail  this 
boat  with  his  feet.  Once  we 
were  out  of  the  harbor  the 
Colgate  was  ours  to  play  with, 
and  what  a  toy  it  was. 
Exchanging  our  14-year-old 
Cataiina  for  this  newly  minted 
vessel  was  like  trading  in  a 
Camry  for  the  smooth  flow  of 
an  Audi  Quattro.  The  white- 
caps  were  frothy  and  the  wind 
whipping  up  when  we  left 
Northwest  Bay.  Dad  took  the 
tiller  as  we  zipped  across 
the  water,  high  up  on  our  side. 
A  powerful  puff  of  air  edged  us 
even  higher  but  the  oversized 
hull  easily  righted  itself. 

We  sailed  for  two  and  a  half 
hours,  across  to  Dome  Island, 
but  could  well  have  spent  a 
full-day  venturing  up  into  the 
Narrows,  where  carved  inlets 
form  sheltered  anchorages. 
There's  also  Commission  Point, 
where  I've  eaten  thousands  of 
salami  sandwiches  at  my 
favorite  picnic  table,  and,  of 
course,  Black  Mountain  Point, 
set  at  the  base  of  the  lake's 
tallest  mountain  and  the  start 
of  a  trail,  dusted  with  pine 
needles,  that  hugs  the  shore. 

Inevitably  the  day  will  come 
when  we'll  have  to  retire  the 
Cataiina.  When  that  time  arrives, 
I'll  happily  pay  the  Sagamore 
and  the  Colgates  to  take  me  on 
a  journey  back  to  my  youth. 

—STEPHEN  JERMANOK 


JUNE  200 


ST.  LUCIA 


A  version  a 
The  View 
Pitons  and  se; 
from  Laden 


Soufriere  .  What  were  Conde  Nast  Travelers  readers  thinking  when 
they  voted  St.  Lucia's  tiny  Ladera  "The  Best  of  the  Best"  for  2005,  giving  ii 
the  highest  score  of  any  resort  in  the  world?  It  wasn't  the  tennis  or  golf  facil- 
ities, or  the  fitness  center,  or  the  beachfront,  mainly  because  Ladera  doesn'! 
have  any  of  those  things.  The  readers  may  have  been  thinking  what  I  was 
thinking  when  I  opened  the  door  to  Villa  E:  Best.  Hotel.  Room.  Ever.  •  The 
first  floor  (there  are  also  three  bedrooms' worth  of  playful,  treehouselike  space: 
upstairs)  is  a  minor  masterpiece  of  spatial  design:  a  generous,  wedge-shapec 
room  beneath  a  two-story-high,  steeply  sloped  roof  with  absolute,  eat-lunch- 
naked  privacy.  The  floors  and  beams  are  a  highly  burnished  teaklike  Guyanese 
hardwood,  the  back  wall  is  fieldstone  and  the  multilevel  wraparound  plunge 
pool  is  decorated  with  a  stone  waterfall  and  broken-plate  mosaics.  Ovei 
the  pool  itself  are  two  swings  attached  to  roof  beams,  with  a  table  anchorec 
in  between  so  you  can  sip  a  local  Piton  beer  and  sway  while  trailing  youi 
feet  in  the  water.  There  is  a  footbridge  across  the  pool  to  the  bedrooms, 
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THE 


SIGNATURE  This  quiet  enclave  of  MGM  Grand  takes  the  pleasure  of  business  seriously.  It's  a 
place  where  not  a  single  luxury  has  been  overlooked.  High-speed  wireless  Internet  access  and  a  fully  functional 
workspace  keep  you  connected.  24-hour  Concierge  services  meet  your  every  need.  Fine  ■  • 

linens,  Jacuzzi®  tubs  and  pillow-top  beds  will  comfort  you.  And  private  balconies  take  your  J^Y/^V  ■ 
breath  away.  The  line  between  work  and  play  has  officially  been  blurred.  maximumVegas.  MGM  GRAND 

For  reservations:  signaturemgmgrand.com  or  1-877-727-0007 
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Trave 


THEJSETUE 

Ladera's  June  -Septembei 
rates  range  from  $280 
for  a  suite  to  $590  for  a 
villa.  (800)  738-4752 
wvAv.ladera.com.  The  resort 
also  has  a  small  spa 
Check  Air  Jamaica! 
for  new  direct  flights  from 
several  American  cities. 


SWITZERLAND 

Race  Date:  Those  who 
love  vintage  whine,  as  in  the 
engine  rev  of  classic  Bugattis, 
Maseratis  and  Lagondas 
navigating  Alpine  passes, 
should  save  the  weekend  of 
September  21-24  for 
Switzerland's  Klausenrennen 
Memorial  Race,  a  treacherous 
13-plus-mile  course  that 
climbs  nearly  4,400  feet 
via  136  curves.  The  nearby 
Baur  au  Lac  hotel  in  Zurich 
offers  two-night  packages 
($1,850)  with  race  tickets, 
meals  and  a  fine  automobile 
of  its  own — airport  pickup 
is  in  a  Rolls-Royce  Phantom. 
Klausenrennen  Race: 
www.  klausenrennen.  org. 
Baur  au  Lac.  www.bauraulac.ch, 
or  011-41-44-220-5020. 


Top:  Leaning  into  the  turn  at  the 
Klausenrennen  race.  Bottom: 
After-race  chill-out:  luxury  at  the 
Baur  au  Lac  Hotel 


an  open  loft  above  with  a  four-poster  bed  wreathed  in  mosquito- 
netting,  and  a  well-laden,  live  banana  tree  in  the  living  room.  The 
overall  effect  is  something  like  James  Bond  meets  Big  Sur. 

Like  all  of  Ladera's  rooms,  Villa  E  has  an  open  front  wall,  and  the 
view  gives  onto  St.  Lucia's  signature  sight:  The  soaring  pair  of  cone 
volcanoes  called  Les  Pitons  frames  the  entire  vista.  You  are  situated 
on  a  1,100-foot  ridge,  looking  down  a  forested  valley  directly  be- 
tween the  Pitons  to  the  sun  glinting  on  the  sea  at  Jalousie  Bay.  This 
is  not  just  a  view  of  the  island,  it  is  The  View.  Had  Ladera  not  put  its 
25  villas  and  suites  here,  on  part  of  a  famous  19th-century  plantation, 
it  is  easy  to  imagine  this  overlook  infested  by  a  scrum  of  tour  buses. 

There  are  enough  toys  to  keep  you  indoors/outdoors — in  your 
room,  I  mean — indefinitely:  pool  floats,  beer  cozies  (beer's  in  the  minibar),  binoculars,  a  si 
chart  and  a  water  pistol  to  ward  off  the  grackles,  bullfinches  and  bananaquits  that  fly  in  a 
out,  eyeing  your  room-service  breakfast  with  an  almost  canine  hopefulness. 

If  closing  the  door  behind  you  and  never  leaving  your  room  seems  tempting,  it  is. 
"It  happens  all  the  time,"  said  Ladera's  urbane,  Canadian  general  manager,  Robert  Stews 
"People  sign  up  for  all  these  activities  their  first  morning,  then  begin  canceling  them  becai 
they  just  want  to  hang  out." 

We  were  hanging  out  ourselves,  having  a  late  lunch  on  the  fieldstone  terrace  at  Dasheei 
the  resort's  restaurant,  much-praised  for  executive  chef  Orlando  Satchell's  leadership  in  i 
sisting  on  local  ingredients  and  his  modern  turns  on  Caribbean  classics.  Though  we  didn't  fi 
the  food  at  Dasheene  as  consistent  or  exciting  as  previous  reports  suggested  (Travelers  rea 
ers  voted  the  chow,  somehow,  100  out  of  100),  I  made  a  good  start  that  day  with  the  "Dei 
Walcott  Accra."  Named  for  the  island's  Nobel  Prize-winning  poet,  it  was  a  version  of  the 
miliar  St.  Lucian  national  dish,  a  baccalalike  mix  of  fried  green  bananas  and  salt  fish. 

Dasheene  does  do  a  lot  of  things  right,  including  the  Lucullan  Sunday  lunch  and  an  ins 
tence  on  serving  fresh,  perfectly  stored  wines — no  small  feat  in  the  Caribbean.  Still,  the  mi 
memorable  moments  there  come  at  cocktail  hour,  when  the  guests  crowd  the  terrace  as  the  s 
vanishes  behind  the  saw-toothed  Petit  Piton  and  high  clouds  curl  and  snag  on  its  big-shoi 
dered  neighbor,  the  Gros  Piton,  like  banners  of  shredding  silk. 

St.  Lucia  was  long  battled  over  by  the  French  and  British — the  "Helen  of  the  West  Indie 
as  the  license  plates  have  it,  changed  hands  14  times — and  has  now  settled  into  a  comfortal 
compromise.  It  is  a  left-side-driving  member  of  the  Commonwealth  where  everyone  kno 
English,  but  the  place-names  are  mostly  French  and  the  St.  Lucians  speak  a  clipped  Fren 
patois  among  themselves  in  which,  for  example,  Anse  Chastenet  (a  wonderful  black-sa 

beach  near  Ladera)  comes  out  "anSHAZZnay." 

The  island  itself  is  an  undulating  and  jungly  landscape  fold 
into  hidden  valleys  and  abrupt  peaks  by  volcanic  action.  We  set  c 
one  morning  in  an  open-top  Land  Rover  with  Tony  Bernard 
Tony's  Roving  4x4  Eco  Guided  Tours,  an  ebullient  man  deej 
in  love  with  his  native  island.  It  turned  out  to  be,  among  otl 
things,  a  surprise  culinary,  tour.  Every  few  miles  on  our  way  tc 
hike  in  the  Edmund  Forest  Reserve,  Bernard  would  pull  over  a 
go  crashing  into  the  dense  wall  of  foliage,  emerging  with  cinr 
mon,  coffee  beans,  mangoes  and  a  "wannabe  plant"  that  tasted 
turns  like  clove,  tea  and  basil.  We  learned  that  chocolate  starts  j 
bitter  and  purple,  and  that  coconut  water  has  been  used  in  erne 
gency  blood  transfusions.  We  learned  while  hiking  through  the  hi 
rain  forest,  with  a  fine,  cool  breeze  rustling  the  Jurassic  Park-looki 
giant  ferns,  that  if  you  had  to  leave  your  room  at  Ladera,  St.  Lu< 
was  deeply  seductive  all  on  its  own.  — RICHARD  NALLEY 
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THE  CONTINENTAL  FLYING  SPUR. 

"NOW  With  Four  Doors."  -  Road  &  Track' 

"That's  what  makes  the  Flying  Spur  special:  the  understressed  and  almost  casual  way  it  barrels  up  to 
vision-blurring  speeds  while  delivering  roadholding  that's  at  once  comfortable  and  confidence-breeding." 


With  the  new  Continental  Flying  Spur  joining  its  acclaimed  stablemate,  the  Continental  GT  coupe, 
Bentley  owners  have  a  difficult  decision  to  make.  Intimate  cockpit,  or  spacious  cabin?  Coupe  or  four-door? 

Both  offer  the  poise  of  all-wheel  drive,  allied  to  a  552  hp  twin-turbocharged  6-liter  1 2-cylinder  engine. 
Both  provide  the  unique  ambiance  of  a  British  handcrafted  interior  in  leather  and  wood.  And  as  Road  &Track's 
recent  verdict  on  the  Continental  Flying  Spur  proves,  four  doors  are  no  hindrance  to  superlative  handling. 


Perhaps  it's  a  simple  choice:  do  you  prefer  your  Grand  Touring  for  two  people,  or  four? 
Drive  a  Bentley  Continental  at  your  Bentley  Retailer  and  decide  for  yourself. 


BENTLEY 

AUTHORIZED  RETAILERS 

itlanta  GA  •  Bellevue  WA  ■  Bethesda  MD  •  Beverly  Hills  CA  •  Boston  MA  •  Columbus  OH  •  Dallas  TX  •  Denver  CO  •  Downers  Grove  IL 
ort  Lauderdale  FL  •  Greenwich  CT  •  High  Point  NC  •  Houston  TX  •  Las  Vegas  NV  •  Long  Island  NY  •  Manhattan  NY  •  Miami  FL 
Iontreal  QC  •  New  Jersey  -  North  •  Newport  Beach  CA  •  Northbrook  IL  •  Orlando  FL  •  Palm  Beach  FL  •  Palmyra  NJ  •  Pasadena  CA  •  Providence  Rl 
.ancho  Mirage  CA  •  San  Diego  CA  •  San  Francisco  CA  •  San  Juan  PR  •  Santo  Domingo  DO  •  Scottsdale  AZ  •  Sewickley  PA  •  Silicon  Valley  CA 
St.  Louis  MO  •  Tampa  Bay  FL  •  Toronto  ON  •  Troy  Ml  •  Vancouver  BC  •  Zionsville  IN 

www.bentleymotors.com 


Centrind^ 

Duo  W' 


Golf  by  Todd  Pitock 


Fairway  Fashions 

A  new  generation  of  golf  threads 

weaves  technology  into  style. 


i  wit  once  remarked  that  God  invented  golf  so 
^    that  people  could  dress  up  and  look  foolish. 

Perhaps  the  remark  was  provoked  by  the  sartorial 
:sses  of  the  '60s  and  '70s,  when  the  world  fell  under 
influence  of  tie-dye,  and  players  such  as  Johnny 
ler  turned  up  wearing  tight-fitting  scarlet  shirts, 
r-blue  bell-bottomed  pants  and  three-inch-thick 
5  as  white  as  their  shoes. 
Phere  was  a  time  when  golf  apparel  tailored 
f  to  more  conservative,  classic  tastes.  "Back 
te  '20s,  '30s  and  '40s,  guys  like  Ben  Hogan, 
i  Snead  and  Bobby  Jones  dressed  carefully 
/ery  area  of  their  life,"  notes  Rick  Martin, 
ider  of  Fairway  &  Greene,  an  11-year-old 
ipany  that  continues  to  make  classic  styles, 
ley  wore  suits  and  ties  to  work,  and  on  the 
:se  they  were  understated." 
)ne  reason  golf  stands  out  from  other  sports  is 
its  attire — flashy  or  traditional — actually  aspires  to 
level  of  fashion.  These  days,  though,  there's  another 
.:  performance. 

ndeed,  for  garment  industry  innovators,  the  past  five 
s  have  been  a  Technicolored  dream,  with  scientists 
:ring  the  fray  of  fabrics  and  design,  studying  how  fibers 
chemicals  behave  in  relation  to  each  other  and  to  the 
y  as  it  perspires  and  reacts  to  weather  conditions. 
In  mills  now,  you  typically  have  high-tech  science," 
;  David  Hagler,  global  director  of  apparel  for  Nike 
:,  whose  parent  company  has  a  dedicated  "innovation 
n"  of  between  40  and  50  lab  technologists,  "wear 
ers,"  textile  scientists,  merchandisers  and  designers 
)  work  on  innovative  materials.  The  company  says 
atest  clothing  line,  Nike  Sphere  React,  responds  to 
r  body's  "microclimate,"  with  fibers  opening  as  your 
y  heats  up  and  perspires,  then  closing  as  your  body 
:s.  (Hagler:  "It's  the  molecular  reaction  between  the 
spiration  and  the  yarn.") 

Vlost  of  the  performance  innovations  in  the  current 


Nike  Clima-Fit  windshirt,  $75, 
Dri-Fit  UV  polo,  $60,  and  Dri-Fit  tour 
short,  $55,  at  Nike  retailers, 
(888)  799-NIKE,  www.nikegolf.com. 
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crop  of  golf  clothes  were  adapted  from 
advances  in  apparel  for  running,  fitness, 
soccer  and  bicycling — even  from  fire- 
fighting  and  NASA.  In  2003,  a  company 
called  Outlast  had  its  product  designated 
a  "Certified  Space  Technology"  by  the 
Space  Foundation,  a  nonprofit  group 
that  promotes  space  endeavors.  Its  "intel- 
ligent microencapsulated  phase  change 
material,"  developed  to  heat  and 
cool  the  body  as  needed  for 
extreme  temperature  shifts  in 
outer  space,  has  been  adapted 
into  the  apparel  and  footwear  of 
more  than  200  companies,  includ- 
ing Arnold  Palmer  Collection, 
Pierre  Cardin,  Jos.  A.  Bank, 
Lodenfrey,  Rainforest  and 
Mephisto.  While  golf  bor 
rowed  this  and  other  inno- 
vations from  elsewhere, 
it  has  its  own  character- 
istics and  needs.  The 
game  is  not  highly  aerobic, 

Patterned  iconic  polo  shirt,  $135,  and 
A-line  short,  $1 15,  at  iconic  retailers, 
(415)  861-3603,  www.iconicsport.com. 


which  produces  pre-bug-sprayed  clothes 
under  its  own  label  and  for  Tommy  Hilfiger 
Golf,  L.L.  Bean  and  Oxford  Golf  Apparel. 
The  Trimark  Sportswear  Group  has  a  line 
of  OnTour  Webtech  golf  shirts  whose 
weave  and  construction  channels  rainwa- 
ter out  but  allows  the  skin  to  breathe. 
Companies  such  as  Lord  Daniel  Sportswear, 
makers  of  Astra,  a  high-end  line  of 
Mfc  women's  golf  wear,  add  treat- 
ments that  increase  cloth- 
ing's  natural  cover  from 
k)-  harmful  sun  rays.  A  thin 
shirt  may  give  a  sun  pro- 
tection factor  of  15 — but 
may  get  as  low  as  8  as  you 
sweat.  The  American  Melanoma 
Foundation,  which  says  a  mini- 
mum SPF  of  25  is  "very  good," 
endorses  the  notion  of  sun- 
protected  clothing. 

Odor-fighting  treatments 
are  part  of  the  next  genera- 
tion, too.  Women's  golf  clothes 
specialist  iconic  sport  inc  is 
working  with  companies  that  use  Aegis 
Environments'  "microbe  shield,"  giving 


Most  of  the  recent  innovations  were 

adapted  from  apparel  for  other  sports-and 
even  from  firefighting  and  NASA. 


and  you  play  in  a  spectrum  of  weather 
conditions  and  over  a  long  period  of  time. 

The  technical  fabrics  that  took  off 
about  five  years  ago  were  developed  to 
keep  the  body  cool  and  dry  in  the  heat 
and  warm  in  the  cold.  The  industry  term 
is  "moisture  wicking,"  which  is  already 
standard  among  companies  such  as  Nike, 
Adidas  and  the  Greg  Norman  Collection 
(a  division  of  Reebok).  At  least  50  percent 
of  the  market  is  now  synthetic  materials, 
say  industry  executives,  and  the  trend 
is  rising  sharply. 

"It  takes  years  to  change  a  rule  or  bring 
in  a  new  thing  in  golf,"  says  Michael 
Stein,  formerly  vice  president  of  design  for 
the  Norman  Collection.  "Yet  now,  all  of  a 
sudden,  it's  like  we're  on  a  rocket  sled. 
Everything  is  technical — the  clubs,  even 
the  balls.  Now  it's  the  clothes.  " 

New  innovations  include  Buzz  Off 
Insect  Shield  Insect  Repellent  Apparel, 


fabrics  a  magnetic  charge  to  attract  and 
kill  odor-causing  bacteria.  Their  advan- 
tage, Aegis  claims,  is  that  the  treatment 
won't  wash  off  or  react  to  the  skin — a  risk 
they  say  exists  with  chemical  treatments. 

"Most  people  on  the  golf  side  prefer 
the  design;  I  like  the  science,"  says  iconic 
sport  inc's  founder,  Leslie  Chow,  a  multi- 
sport  athlete  and  former  NASA  research 
scientist  with  a  specialty  in  computational 
fluid  dynamics  (beats  me  too,  but  you  get 
the  point).  She  designs  for  women,  she 
says,  because  this  is  a  niche  the  industry 
has  largely  ignored.  Pro  shops  tend  to 
offer  limited  product  lines,  and  in  any 
case,  not  enough  clothing  manufactur- 
ers take  women's  figures  into  account. 
"Because  of  the  chest,  you  need  to  have 
enough  clearance  to  have  a  free-swinging 
motion,"  Chow  says.  "On  the  other  hand, 
you  don't  want  so  much  fabric  that  it 
binds  or  gets  in  the  way.  You  need  better 


fits  and  shapes,  and  clothes  that  stretj 
not  bulk,  so  that  if  you  lean  over,  the  p 
ter  doesn't  catch  your  top." 

Sport  shirts  by  iconic  have  slits  on 
side;  when  you  swing  or  putt,  the 
opens  up  to  give  more  room.  Without 
slit,  says  Chow,  the  shirt  would  ride  a 
bulk  up  the  midsection.  Chow  says 
took  the  idea  from  the  biking  shirt,  wh 
is  shorter  in  front  and  longer  in  ba 
"It's  all  a  question  of  what's  useful  in 
activity,"  she  says. 

Not  everyone  is  enamored  of  tech 
cal  fabrics.  "Nothing  is  more  comforta 
than  cotton,"  says  Fairway  &  Green 
Rick  Martin,  whose  company  rema: 
committed  to  natural  fabrics.  "Perfon 
ance  is  about  comfort,  durability,  cole 
fastness  and  cut,  which  determines  h< 
it  sits  on  your  body  and  how  it  moi 
when  you  move.  Innovation  is  good,  t 
no  one  has  been  able  to  convince  me  tl 
synthetics  provide  comfort  or  durabilit 
Other  critics  say  the  synthetics  are 
up  to  par,  that  shirt  collars  curl,  coli 
fade  and  the  ballyhooed  chemical  trej 
ments  don't  last.  Indeed,  Sun  Mounts 
Performance  Outerwe 
RainFlex  line  notes  tr 
its  waterproofing  w 
become  less  effecti 
"after  numerous  lau 
derings,"  and  Buzz  O 
whose  patent  is  pen 
ing,  guarantees  the  repellent  will  h 
for  25  washes,  which,  depending  on  ho 
many  shirts  you  have,  may  be  less  th; 
a  full  season. 

But  believers  in  the  future  of  synthe 
ics  brush  off  the  criticism  like  lint.  "T 
goal  is  to  surprise  a  customer  with  inn 
vation  every  season,"  says  Michael  Steii 
"The  only  thing  that'll  matter  in  the  ne 
three  to  five  years  is  the  technical  proi 
uct,  so  the  question  is,  what's  next?  We 
40  to  45  percent  of  the  country  plays 
cold  weather,  so  we  have  to  get  garmen 
to  keep  you  warmer.  We  need  more  rugge 
clothes,  more  waterproofing  and  wine 
blocking.  We  need  to  take  synthetics  aw 
make  them  feel  like  cotton.  There  are  ! 
many  facets  to  the  market." 

And  as  that  market  develops,  all  tY 
companies,  classic  and  futuristic  aliks 
have  a  common  goal:  to  make  their  cu 
tomers  look  good.  • 
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VISA  SIGNATURE 


VISA  SIGNATLRL 


75: 


ISA 


Dinner  reservations  at  hard-to-get-into  places.  Just  one  of  the  many  benefits  of  Visa  Signature, 
along  with  VIP  packages  for  choice  sporting  events  and  complimentary  concierge  service.  Co  to 
visa.com/signature  to  apply  for  the  rewards  cards  that  reward  you  for  living. 


Wine  by  Richard  Nalley 


omewhere,  someone  must  really  love  big,  fat  wines, 
or  think  they're  supposed  to:  all  those  fruit-cocktail 
Chardonnays,  overextracted,  gummy  Syrahs  and 
fandels  like  the  one  admiringly  described  by  critic 
>ert  Parker  as  having  "a  monstrously  rich,  full-bodied 
ite  that  just  oozes  fruit,  glycerin  and  alcohol." 
leries  are  bottling  them  by  the  tanker-load  every  day. 
kill,  nostalgists  may  remember  a  time  when  wines 
l't  ooze.  Or  anyway,  not  the  wines  you  wanted.  For 
;t  of  recorded  connoisseurship,  the  big  idea  has  been 
lake  a  balanced  wine  that  refreshes  your  palate  and 
hes,  rather  than  collides,  with  a  reasonable  variety  of 
Is.  There  is  a  taut  feel  to  such  classic  wines — the  old 
n  fist  in  a  velvet  glove"  may  be  overstating  the  case,  but 
e  is  an  underlying  firmness  that  gives  even  a  flamboy- 
y  flavorful  wine  elegance  and  proper  proportion  in 
Old  World  sense  of  things.  That  is  the  kind  of  wine 
:  made  Burgundy  famous — and  the  Moselle  and 


The 
Bearable 

Lightness 

Of  Drinkin 

In  wine,  less  really  can  be  more. 
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Chianti  and  Rioja — and  still  does  today. 

But  the  knack  once  so  admired  for 
translating  intensity  and  concentration 
into  light  and  medium-rich  wines  is  be- 
ginning to  seem  almost  quaint  in  an  era 
of  portlike  Cabernets  and  14.5-percent- 
alcohol  Sauvignon  Blancs.  (The  old  12.5 
to  13.5  percent  range  is  for  pikers  or  con- 
trarians.) True,  healthier  vineyards  and 
better  winemaking  (not  to  mention  better 
winemaking  machinery) 
allow  for  richer  wines, 
but  somewhere  along 
the  line  the  scale  has 
gotten  tipped.  Bigness 
has  become  an  end  in 
itself,  a  gob-smacking 
first  sip  the  key  to  the 
high  scores  in  the  wine  magazines  that 
look  so  impressive  on  shelf  signs  at  the 
liquor  store.  Trouble  is,  you  often  don't 
want  a  second  sip. 

As  the  Berkeley  author  and  importer 
Kermit  Lynch  puts  it  in  his  Adventures 
on  the  Wine  Route,  "Great  wine  is  about 
nuance,  surprise,  subtlety,  expression, 
qualities  that  keep  you  coming  back  for 
another  taste.  Rejecting  a  wine  because  it 
is  not  big  enough  is  like  rejecting  a  piece 
of  music  because  it  is  not  loud  enough." 
Preach  on,  brother! 

With  summer  clamping  us  in  its  sweaty 
embrace,  it  seems  only  right  to  celebrate 
those  endangered  less-is-more  virtues  with 
ten  palate-enlivening  wines  that  will  make 
you  the  hero  of  the  backyard  barbecue. 
Especially  after  the  first  sip. 

Buitenverwachting  2005  "Beyond" 
Sauvignon  Blanc,  South  Africa  ($12) 

From  one  of  the  Cape's  most-photographed 
gabled  and  whitewashed  wineries  (the 
tongue-twister  name  means  "beyond 
expectation"  in  Dutch),  this  is  a  lower- 
priced  summer-drinking  version  of  its 
flagship  Sauvignon  Blanc  and  a  rare  one 
that  tastes  better  and  better — with  zippy 
lime,  yellow  apple  and  melon  flavors — as  it 
warms  up  out  of  the  fridge. 

Marc  Kreydenweiss  2003  "Perrieres," 
Costieres  de  Nimes  ($!4) 

A  pioneer  in  painstaking,  semimystical 
biodynamic  farm,  k  in  his  native 

Alsace,  Kreydenweis  rakes  his  talents 
and  beliefs  to  the  suns'         >ufh,  a  mother 


lode  these  days  of  flavorful,  well-balanced 
wines.  This  waftingly  aromatic  medium- 
rich  blend  of  Carignan,  Grenache  andSyrah 
has  a  juicy,  straight-ahead  lusciousness, 
with  a  fine,  tightly  concentrated  core. 

SoloRosa  2005.  California  Rose  ($15) 

Wine  writer  Jeff  Morgan  and  partner 
Daniel  Moore  have  dedicated  themselves 
to  the  proposition  that  California  can  turn 


notable  even  then  for  their  elegance  a 
purity  of  fruit — Eyrie's  Pinot  Noirs  put 
weight  and  add  character  and  perfu 
as  they  age.  Not  quite  four  years  do 
the  road,  this  aromatic  wine  from  a  1 
Oregon  vintage  is  well  on  its  way. 

Domaine  Pavelot  2003  Savigny-les- 
Beaune  (Blanc)  ($32) 

This  white  Burgundy  from  Jean-Marc  i 


Healthier  vineyards  and  better  winemaking 

allow  for  richer  wines,  but  somewher 
along  the  line  the  scale  has  gotten  tipped. 

out  gorgeous  Mediterranean-style  dry  son  Hugues  Pavelot  will  remind  you  v\i 

roses.  A  vivid  scarlet-colored  blend  of  you  liked  Chardonnay  in  the  first  place 

barrel-fermented  Sangiovese  and  Merlot,  has  a  fleshiness  from  its  hot  vintage,  1: 

this  is  one  of  the  richest  wines  on  the  feels  sculpted  and  lean  next  to  many  N> 

board,  but  its  citrusy  cherry-cassis  fruiti-  World  wines,  with  a  racy  pop  of  mel 

ness  is  lifted  by  a  fine  cut  of  lively  acidity.  and  yellow  apple  and  hint  of  mineral. 
Rose  for  burgers?  Believe  it. 

Valenciso  2001  Rioja  Reserva  ($35) 

Dios  Baco  (nonvintage)  Amontillado  A  new  winerv  with  an  expressly  old-scho 

Sherry  ($17)  aim:  to  produce  wines  with  aromatic  coi 

Serve  this  creamy  sherry  (drawn  from  a  plexity  and  elegance  rather  than  hea 

solera  dating  to  the  1970s)  chilled  with  weight.  Using  100  percent  Tempranillo 

salty  nuts,  cured  meat  like  prosciutto  or  the  Rioja  grape  with  f$ie  greatest  potent 

grilled  vegetables — by  the  third  sip  it's  for  nuance — and  judicious  aging  in  Fren 

growing  on  you,  by  the  bottom  of  the  glass  oak,  this  is  a  richly  satisfying,  mouth-fillii 

you  want  more  of  its  toffee  and  hazelnut  Rioja  that  comes  across  as  almost  delicai 
confectionary  goodness,  slightly  sweet  but  , 
enlivened  by  an  underlying  racy  tartness.    f  Donnhoff  2003  Riesling  Spatlese. 

Schlossbockelheimer  Felsenberg  ($38! 
Vietti  2003  Nebbiolo  "Perbacco,"  From  the  top  producer  in  Germany's  Nai 
Langhe  ($19)  region,  this  off-dry  Riesling  packs  a  bin 
Italy's  northwestern  Piemonte  is  a  bastion  of  blossomy  peach-apricot  fruit,  cream 
of  beautifully  balanced,  full-bodied  red  ness  and  floral  perfume  into  a  light-bodii 
wines.  This  compulsively  sippable  gem  frame — and  registers  a  remarkable  ni: 
from  innovator  Luca  Currado — via  35-  percent  alcohol, 
year-old  vines — is  medium-rich,  like  a  ju- 
nior version  of  Barbaresco,  with  flowery  Montevertine  2001  "Le  Pergole  Torte," 
notes  of  violet,  blackberry  and  strawberry.  Tuscany  ($93) 

Back  in  1981  Sergio  Manetti  stopps 

Eyrie  2002  Pinot  Noir  Estate,  labeling  this  wine  "Chianti"  because  1 

Oregon  ($25  )  wanted  a  pure  expression  of  the  Sangiovet 

Okay,  this  is  stacking  the  deck,  since  grape,  and  blending  was  then  the  law.  Tl 

David  Lett  may  be  the  most  insistent  once-radical  Le  Pergole  Torte  single-vim 

winemaker  in  America  on  the  subject  of  yard,  single-grape  red  is  now  regarded 

scaling  down  Pinot  Noir,  but  Oregon's  an  icon  of  Tuscan  traditionalism,  and  th 

Willamette  Valley  is  a  good  bet  for  grace-  seductive,  powerful,  very  cellar-worth! 

ful  Pinots  in  general.  Sometimes  under-  wine  is  proof  positive  that  big-time  doesp 

whelming  when  first  released — though  have  to  mean  bloated  body.  • 
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IS  YOUR  IDEAL  DINNER  COMPANION  RICH?  SWEET?  OR  UNASHAMEDLY  FULL-BODIED? 
SELECT  FROM  100  WINES  BY  THE  GLASS  AND  THE  FINEST  PRIME  STEAK. 
FLEMING'S.  WHERE  EVENINGS  OUT  BECOME  MEMORABLE  TIMES. 


PRIME  STEAKHOUSE  <£k  WINE  BAR 


For  locations  visit  flemingssteakhouse.com 


Real  Escapes  by  Taylor  Antrim 


fever  taken  anyone  to  this  reef  before,"  says  my 
fishing  guide,  Byron  Sewell,  throttling  down 
next  to  a  shadowy  mass  of  coral.  I  plunge  into  the 
sea  off  the  Amber  Cat,  a  33-foot  sportfishing  boat, 
I  swim  into  a  rush  hour  of  iridescent  angelfish,  yel- 
tail  snapper  and  fat,  mottled  grouper.  The  fish  and  I 
hange  mutually  curious  stares.  Tourists  may  be  com- 
nplace  off  the  beaches  of  Providenciales,  the  most  re- 
:-packed  island  in  the  Turks  and  Caicos,  but  here,  40 
es  southeast  across  the  Caicos  Banks,  just  offshore 
n  an  1,100-acre  private  island  called  Ambergris  Cay, 
lorkler  is  something  of  a  pioneer  (or  "guinea  pig,"  says 
on  from  the  boat,  his  eye  trained  for  sharks). 
Other  pioneering  pastimes  on  or  around  Ambergris 
f.  hand-harvesting  sea  salt  from  tiny,  deserted  Fish 
/,  slaloming  your  golf  cart  around  intrepid  iguanas 
the  island's  rudimentary  roads  and  casting  at  a  five- 
t  barracuda  off  Little  Ambergris  Cay.  Purchased 
Bluffton,  South  Carolina-based  developer  DPS, 
ibergris  Cay  has  just  begun  its  transformation  into  the 


Roushin 


It  Out 


A  night  in  a  safari  tent  at 

Turks  &  Caicos  Sporting  Club 
is  our  kind  of  camping. 
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GAYLE  A.  CHING 
COLDWELL  BANKER 
RESIDENTIAL  BROKERAGE 
Phone:  808.329.3545 


COLDWELL  BANKER 

PREVIEWS 

INTERNATIONAL 

©2006  Coldwell  Banket  Real  Estate  Corporation.  Coldwell  Banker"  is  a  registered  trademark  licensed  to  Coldwell  Banker  Real  Estate  Corporation.  An  equal  Opportunity  Company.  Equal  Housing 
Opportunity.  £=}  Each  Coldwell  Banker*  Office  Is  Independently  Owned  And  Operated.  Except  Offices  Owned  Am'  Operated  by  NRT.  Inc. 


Turks  8c  Caicos  Sporting  Club,  a  mem- 
ber-equity residential  community  mod- 
eled on  other  DPS  properties  like  The 
Ford  Plantation  in  Savannah,  Georgia, 
and  the  Greenbrier  Sporting  Club  in 
White  Sulphur  Springs,  West  Virginia. 
There'll  be  no  hotels  or  condos  here — just 
450  individually  owned  properties  (no 


small  staff  catering  to  guests),  are  multi- 
course  and  delicious.  And  yet,  a  stay  at  the 
safari  camp  still  feels  appealingly  sporty — 
try,  for  instance,  navigating  the  footpaths 
in  the  pitch  black  after  a  few  rounds  of 
Bernie's  signature  rum  punch. 

"Why  not  let  owners  experience  the 
island  in  the  raw?"  says  DPS  managing 


fractional  buy-ins  offered),  a 
member's  lodge,  beach  club, 
marina,  fitness  center,  eques- 
trian center  and  spa. 

All  of  which  takes  some 
imagination  to  envision  at  the 
moment.  The  office  and  em- 
ployee dorm  are  the  only  com- 
pleted buildings  on  Ambergris, 
and  the  island  has  been  visited  by  just  a 
few  dozen  buyers  and  their  guests,  flown 
over  from  Providenciales  on  DPS's  single- 
prop  Cessna  Caravan.  The  island's  "safari 
camp"  provides  accommodation,  a  cluster 
of  five  canvas  tents  set  on  wooden  plat- 
forms over  a  raw  terrain  of  volcanic  rock 
and  Turk's  head  cacti  along  the  island's 
west-facing  coastline.  This  is  camping 
in  only  the  loosest  sense:  The  tents  have 
electricity  and  running  water,  handsome 
rattan  and  mahogany  furnishings,  Frette 
bedding  and  Molton  Brown  bath  prod- 
ucts. Meals  in  the  dining  tent,  produced 
by  chef  Bernie  McDonough,  a  transplant 
from  The  Ford  Plantation  (and  along 
with  Byron,  the  fishing  gui  le,  part  of  a 


her  husband,  Lee,  made  an  offer 
closed  on  a  site  on  the  island's  white-si 
Columbus  Beach. 

One  factor  in  the  Lomaxes'  deeis 
was  their  understanding  that  DPS  wa 
protect  the  island's  natural  landsca 
preserving,  in  part,  the  rugged  charn 
the  safari  camp  experience.  "We're  rei 
respecting  the  environmental 
tegrity  of  the  island,"  says  Pol 
maintaining  that  with  a  ma 
mum  of  450  one-  or  two-st 
homes  set  along  eight  milci 
waterfront,  each  of  which  m 
be  approved  by  an  architects 
board,  Ambergris  won't  be  gai 
or  overbuilt.  No  cars  will  be 
lowed  on  the  island,  and  appr 
imately  30  percent  of  the  la 
including  the  archeological  n: 
of  18-century  British  loya 
homesteads,  will  remain  a  nat 
preserve.  And  given  membe 
only  access  (rental  of  homes 
only  be  arranged  between  pn 
erty  owners),  the  residents  on 
island  will  all  be,  as  Pollak  put: 
"stewards  of  the  land." 

When  I  met  the  Loma> 
they  were  on  their  first  postp' 


"Why  not  let  owners  experience  the 
island  in  the  raw?"  says  DPS  managing 

director  Peter  Pollak  of  the  idea  to  shi 
safari  tents  from  Africa  to  Ambergris. 


director  Peter  Pollak  of  the  idea  to  ship 
safari  tents  from  Africa  to  Ambergris. 
Since  the  tents  were  set  up  late  last  year, 
stays  have  become  popular  for  those  who 
have  bought  property  and  prompted  sales 
among  their  friends  (by  press  time  120 
homesites,  worth  $100  million,  had  sold). 
Of  the  two  new  owners  I  met  on  my 
recent  visit,  both  decided  to  buy  in  after  a 
night  in  the  tents.  "There  we  were  in  the 
evening  with  the  lights  off,  looking  at  the 
stars,"  recalls  Connie  Lomax  of  Tryon, 
North  Carolina,  of  her  first  stay  on  the 
island  in  January.  "We  thought  that 
was  pretty  spectacular."  Given  golf-cart 
run  of  the  island  the  next  day  (unaccom- 
panied by  a  pushy  sales  agent),  she  and 


chase  visit  to  Ambergris,  and  while  I  sp> 
the  afternoon  guinea-pig  snorkeling  w 
Byron,  they  opted  to  sit  in  beach  chairs 
their  empty  homesite,  celebrating  their 
ture  with  Coronas.  "We're  thinking  of  t 
as  a  legacy  place,"  Connie  told  me  later, 
place  our  kids  can  go  and  their  kids  can 
A.pristine,  preserved  little  spot."  • 


One-half-  to  eight-acre  homesites  at 
Turks  &  Caicos  Sporting  Club  available _ 
$525,000  to  $6  million  (for  land  only).  S\ 
with  predesigned  cottages  also  availat 
Membership  in  the  Sporting  Club  ( requi 
of  landowners)  entails  a  $75,000  one-ti 
fee  plus  $7,500  in  annual  dues.  (877)  81 
1300,  www.  tc-sportingclub.  com. 
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150  COUNTRIES. 
1  ADDRESS. 


MAGELLAN 


r.  TROPEZ  RESIDENCE 
I  bedrooms,  3V2  baths, 
i395  stf.fi. 


For  the  fortunate  few,  the 
entire  planet  is  now  home. 
Allow  us  the  opportunity  to 
present  Magellan,  the  most 
extraordinary  residential 
experience  ever  conceived. 

Arrive  and  explore  by 
helicopter.  Set  sail  for  fishing, 
diving  and  discovery 
from  an  onboard  marina. 
I  fine  dining  and  a  world-class  spa  in  a  setting 
e  every  imaginable  luxury  is  at  hand.  Contact  us 
irther  information  regarding  the  privileges  of  ownership, 
lost  attractive  financing  and  all  that  awaits  aboard  your 
home  on  the  seven  seas. 

Two  to  four  bedroom  residences 
from  1,130  square  feet  to 
over  3,200  square  feet. 

-L  OWNERSHIP  FROM  SI  .8  75  MILLION 
CTIONAL  OWNERSHIP  FROM  $1  56,250 


Kaclavu  Island,  Fiji 


OWN  VEGAS. 


/ 


Condo-Hotel  Residences  starting  at  $650,000. 

Live  with  us  full-time,  part-time,  or  let  us  lease  it  for  you-  It's  your  choice* 


r  solicitation  of  offers  to  buy,  t 
i  spirit  of  the  U  S  policy  for  a 
lining  housing  because  of  race 
id  name  acid  trWj-Mtttfki  undo 


states  where  such  offer  or  solicitation  c2n»ot  b« 
smg  Opportunity  throughout  the  nation. We  en 
ap,  familial  status  or  national  origin  Developers 
Hotels  *  Resorts  Worldwide,  Inc. 


/ill  have  the  option  to  make  their  unit  available  for  rental,  either  individually,  through  a  program  offered  by  W 


t=}     EDGE  STAR 


r  e  s  i  o  e  n 


866.WLV.HOME  (866  958  4663)  wlasvegasresidences.com 
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Collecting  by  Barnaby  Conrad  III 

Covers  and  Shakers 

A  toast  to  vintage  cocktail  shaker  designs — 
and  not  the  kind  you  buy  at  the  mall. 


eing  a  history  buff  and  a  generally  thirsty  fellow,  I 
)  arranged  not  long  ago  to  visit  a  collector  of  vintage 
barware  at  his  splendid  Nob  Hill  penthouse  over- 
ing  San  Francisco  Bay — naturally  at  cocktail  hour, 
ly  host  was  a  font  of  bibulous  lore:  A  crude  proto- 

of  the  martini,  he  said,  was  reputedly  invented 
360s  San  Francisco  by  "Professor"  Jerry  Thomas, 
:er  mixologist  at  the  Occidental  Hotel.  "Our  dear 
essor'  Thomas  used  a  pair  of  silver  cups  to  mix  most 
s  drinks,  and  it  is  said  that  the  cups  could  be  joined 
rm  a  kind  of  shaker,"  explained  my  host,  cup- 

his  hands  in  pantomime.  "The  Occidental 
ed  in  the  Great  Fire  of  1906.  It  made  my 
dfather,  who  had  worked  on  Montgomery 
:t,  very  sad.  That  was  a  century  ago.  But  like  New 
:,  this  is  still  a  cocktail  city.  And  we  drink  in  style." 
[e  hefted  a  silver  penguin  shaker.  "This  little  fellow 
nade  by  Napier  in  1936.  With  his  natural  'tuxedo,' 
penguin  symbolized  the  man-about- 
i.  The  cocktail  was  strictly  a  big- 
beverage.  Nothing  rural  about 
le  nodded  toward  a  shelf  filled 

glittering  novelty  shakers:  a 
ter,  a  zeppelin,  a  lighthouse, 
pot  and  even  a  miniature  golf 
"It's  fun,"  he  said,  "to  have  dif- 
lt  shakers  for  different  cocktails." 
.nd,  he  could  have  added,  it's  lucrative 
jllect  them.  A  vintage  ex- 
le  of  the  penguin  recently 
led  $6,600  at  auction. 

14-inch  hand-ham- 
:d,  silver-plated  rooster 
er,  whose  tongue  un- 
vs  to  reveal  its  spout,  goes 
2,000  to  $3,000,  but  a  com- 
:  set  including  six  silver- 
id  rooster  cups  with  glass 


The  rooster,  left,  was 
made  by  the  Wallace 
Brothers  in  1928; 
authentic  ones  are 
stamped  "Copyright 
USA  WB."  The  1930s 
penguin,  right,  has  a 
hinged  beak  that 
functions  as  a  spout. 
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cone  inserts  brings  $4,000  to  $6,000.  And 
the  zeppelin  (really  a  traveling  bar,  my 
host  admitted — unscrew  the  top  and  out 
come  19  separate  tools  of  the  trade,  in- 
cluding four  spoons,  one  funnel,  one  ladle, 
one  juice  strainer,  a  decanter  and  four 
drinking  cups)  originally  sold  for  $25  in 
1928.  Now  a  complete  set  is  worth  as 
much  as  $6,000. 

The  first  printed  appearance  of  the 
word  "cocktail"  was  1806,  in  The  Balance 
and  Columbian  Repository,  a  newspaper 
published  in  Hudson,  New  York.  In  it, 
the  editor  stated,  "Cocktail  is  a  stimulat- 


ing liquor,  composed  of  spirits 
of  any  kind,  sugar,  water  and 
bitters — it  is  vulgarly  called  bit- 
tered  sling  and  is  supposed  to 
be  an  excellent  engineering  po- 
tion, inasmuch  as  it  renders  the 
heart  stout  and  bold,  at  the  same 
time  that  it  fuddles  the  head. 
It  is  said  also,  to  be  of  great  use 
to  a  Democratic  candidate:  be- 
cause, a  person  having  swal- 
lowed a  glass  of  it,  is  ready  to 
swallow  anything  else." 

The  cocktail  shaker  . 


This  1925  "golf  bag" 
shaker  set  was 
designed  hy  George 
H.  Berry  for  the 
International  Silver 
Company.  The  shaker 
goes  for  $3,000, 
but  a  complete  set 
(with  the  tray  and  six 
cups)  will  fetch 
$8,000  and  higher. 


Where  to  Buy  the  Good  Stuff 


>Just  about  any  major 
city  has  an  Art 
Deco  shop  carrying  a  few 
shakers,  but  the  finest 
collection  of  silver  and 
silver-plate  shakers  for 
sale  in  the  U.S.  is  at  F.M. 
Allen  in  New  York.  The 
50  or  so  shakers  in  the 
shop  range  in  price  from 
$650  to  $10,000,  all 
in  either  sterling  or  silver 
plate.  And  almost  all 
are  from  England.  "The 
English  never  really 
went  in  for  chrome  or 
stainless  steel  the  way  the 
Americans  did,"  says 
shop  manager  Nicholas 
Brawer,  an  irrepressible 
Anglophile  with 
encyclopedic  knowledge  of 
silver  barware  from 
Albion.  The  designs  ranged 
from  classic  Deco  to  a 
barbell,  a  polar  bear  and  a 
beehive.  At  Christmastime 
he'll  have  75  shakers 
in  the  shop,  and  most 
will  be  gone  by  New 
Year's  Eve.  (212)  737- 
4374,  www.fmallen.com. 

Nearby  is  Deco  Deluxe, 
which  has  a  top  selection 
of  vintage  barware  and 
shakers  ranging  from 
a  silver-plated  nautical 
shaker  at  $1,200  to 
a  nine-inch  zeppelin  at 
$3,800.  (212)  249-5066, 
www.  skyscraperny.  com. 
Mood  Indigo,  also  in 


New  York,  has  more  than 
500  vintage  shakers, 
mostly  American,  which 
means  they  are  largely 
chrome,  aluminum  or 
glass,  ranging  from  $50  to 
$1,000.  (212)254-1176, 
www.  moodindigonew 
york.com. 

Gump's  in  San 
Francisco  is  the  exclusive 
U.S.  agent  of  The  Silver 
Fund,  which  handles 
the  work  of  Danish 
silversmith  Georg  Jensen. 
These  sterling-silver 
shakers  range  in 
price  from  $8,000 
to  $20,000.  (800)  766- 
7628,  www.gumps.com, 
or  (877)  224-5230, 
www.  thesilverfund.  com. 

Stephen  Visakay, 
author  of  Vintage  Bar 
Ware:  Identification 
&  Value  Guide,  2000 
(Collector  Books),  is 
widely  regarded  as  the 
greatest  collector  of 
American  cocktail  shakers 
in  the  world.  The  2001 
auction  of  part  of  his 
collection  at  Phillips  was 
a  watershed  event  for 
prices.  Visakay,  who 
is  now  a  "cocktail  shaker 
consultant,"  still  has 
more  than  600  shakers, 
which  he  sells  to 
discerning  buyers. 
visakay@optonline.  net. 

Naturally,  the  Internet 


is  a  source  for  vintage 
barware,  but  instead  of 
fighting  it  out  on  eBay, 
go  to  The  Jazz  Age  at 
www.thejazzage.com, 
where  Gary  and  Joy 
Graham  offer  more  than 
100  top  examples  of  Art 
Deco  glass  and  chrome 
shakers  ranging  in  price 
from  $100  to  $2,500. 
(540)  667-0170. 

Or  try  "Mr.  Big,"  Mark 
Bigler  of  Ogden,  Utah, 
who  recently  listed  a 
Wallace  Brothers  1925 
rooster  shaker  for  $2,888 
(without  the  cups)  and  a 
mint-condition  Manhattan 
Serving  Set  (complete 
with  6  cups)  for  $10,400. 
www.  cocktailshakers.  com. 


itself  didn't  really  emerge 
an  art  form  until  the  20th  cj 
tury,  my  host  explained,  wrt 
"New  York  hotels  took  \ 
English  custom  of  five-o'clq 
tea  and  made  it  five-o'clq 
cocktails,  even  using  teap 
shaped  shakers."  By  1933,  | 
year  Prohibition  ended,  It 
Deco  design  was  in  full  fligj 
and  three  years  later,  Norman  Bel  Ged<j 
created  the  classic  1936  chrome-plal 
"Manhattan  Serving  Set,"  today  one 
the  most  sought-after  collectibles 
the  era.  "I  hear  Gershwin's  miu 
whenever  I  look  at  this  desig; 
my  host  sighed. 

I  was  reminded  of  the  scene) 
The  Thin  Man  (1934),  in  whi 
William  Powell's  Nick  Char 
teaches  three  bartenders  how| 
make  a  cocktail.  "The  import; 
thing  is  the  rhythm,"  says  Pow« 
"You  should  always  have  rhythmi 
your  shaking.  Now  a  Manhatfl 
you  shake  to  the  fox-trot,  a  Bronx) 
a  two-step  time.  The  dry  martini  y| 
always  shake  to  waltzes.  Now,  mil 
you,  there's  a  still  mc 
modern  trend." 

Sadly,  the  Golden  E 
)f  the  cocktail  shaker  dj 
in  1941,  whenl 
metals  wfl 
sent  into  tl 
war  effort.  Mcj 
than  six  decades  later,  shak« 
are  fashionable  again — and  sought  afl 
by  unlikely  imbibers.  "William  Powell  vl 
right  when  he  predicted  'a  more  moda 
trend,'"  noted  my  host.  "Even  my  adi 
kids  are  drinking  cocktails.  They  pi 
Phish  songs  and  shake  'em  up.  My  eldi 
had  the  gall  to  ask  me  to  leave  the  ze! 
pelin  shaker  to  him  in  my  will!" 

Companies  from  Crate  &  Barrel 
Restoration  Hardware  reproduce  affori 
able  copies  of  vintage  shakers,  but  then 
nothing  quite  like  the  real  thing.  "A  gla 
of  white  wine  is  boring;  a  civilized  mi 
needs  ritual.  A  handmade  cocktail  in 
silver  shaker  adds  a  little  epicurean  m)| 
tery,  n'est-ce pas?"  The  collector  sudden 
glanced  at  his  watch.  "It's  cocktail  hoi 
How  about  a  little  nostalgia — shake) 
not  stirred?"  • 
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Why  the  investor  who  believes  in 

paying  less  and  keeping  more 

l^kes  traveling  in  0Jdrcfes. 

A  funny  thing  happened  when  we  marl,  i 

available  to  individual  investors  back  in  197  mU'Ual  ^ 

ii  ArAe  of  investor*  „„.»    ■  "lends  told  friends,  and 

a  small  circle  or  investors  grew  into  a  large  one  TU 

Wi(h  shares  in  a  Vanguard*  fund,  for  *  ,  y  tOU  '  Simple  St°ry' 
a  powerful,  long-term  commitment  to  *"  ^  "  ^  ^ 

keep  costs  low.  Low  costs 
means  you  get  to  keep 
more  of  your  investment 
returns  working  for  you. 
Compounding  that 
money  over  time  can 
help  you  build  wealth. 
And  good  performance 
attracts  more  investors. 
As  a  client-owned  investment 
management  company,  it's  just  one 

way  we  put  our  investors'  interests  first  m  ✓ 

1  ,  urst-  Wnats  more,  managing  over 

$881  billion  in  assets  as  of  October  31  ?(VK  ,  •,    ,  ,. 

D 1 '  ZU{JJ>  we  actually  charge  clients 

two-thirds  less  than  we  did  thirty  years  a™  ™A 

y  years  ago,  and  our  average*  expense 

ratio  is  80%  lower  than  the  industry  averacw*  tv»  ;  ; 

lv  average,  lo  join  our  growing 

circle,  call  1-800-669-8698.  We  can  help.™ 


www.vanguard.com 


Vanguard 


.  illDDi, 


Call  for  a  fund  prospectus,  which  includes  investment  objectives,  risks,  charges,  expenses,  and  other  information; 
read  and  consider  it  carefully  before  investing. 

'Source:  Upper  Inc.,  based  on  expense  ratio  data  as  ol  Dec.  31,  2004  Past  performance  is  not  a  guarantee  of  future  results.  Mutual  funds  are  subject  to  market  risk.  ©2006  The  Vanguard  Group,  Inc. 
All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 


Bell  (8)  Ross 

Designed  so  that  each  function  is  opttrrHzed  and  to  ensure  that  the  essential,  is  never  compromised  by  the  superfluous,  Bell  &  Ross 
watches  are  above  all  authentic.  There  ar$  no  meaningless  details,  each  serves  a  purpose.  Astronauts,  pilots,  divers  and  bomb 
disposal,  experts  have  chosen  Bell  &  floss"1  time-pieces  for  their  functionality,  easy  readability  and  sturdy  construction.  Very 
high  altitudes,  deep  water  diving,  arctic  temperatures  and  high  acceleration  call  for  the  best  time  measurement  instruments. 


Information  and  Catalog:  Bell  &  Ross  Inc.  +1 .888.307.7887  .  e-mail:  informationfabellrossusa.com  .  www.bellross.com 


Boats  by  Bernadette  Bernon 


atitude 
Adjustment 


\ world-class  adrenaline  rush  awaits  the  hand- 
ful of  bold  adventurers  aboard  Skip  Novak's 
two  purpose-built  sailboats  exploring  Ant- 
arctica, Tierra  del  Fuego,  Cape  Horn,  South 
srgia,  the  Falklands  and  the  Chilean  Channels.  Veteran 
DurWhitbread  around-the-world  races  and  the  author 
wo  acclaimed  adventure  books,  Novak  is  the  show 
own  when  it  comes  to  high-latitude  expeditions.  He's 
mountaineering  explorations,  filmmaking  projects, 
ng  and  photography  excursions,  and  scientific  teams. 
;ts  range  from  $380  to  $760  per  day  per  person.  Pelagic 
Seditions,  skipnovak@pelagic.co.uk,  www.pelagic.co.uk. 


SUMMER  FARE 

All  the  Down-East  beauties 
will  gather  along  the 
Rockland  waterfront  August 

11  to  13  at  the  Maine 
Boats,  Homes  &  Harbors 
Show.  In  addition  to  the 
state's  finest  boatbuilders, 
the  event  features  artists, 
craftsmen,  architects, 
furniture  makers  and  garden 
designers — it's  a  great 
time  for  anyone  who  enjoys 
life  on  the  Maine  coast. 
(207)  236-8622,  www. 
maineboats.  com/boatshow. 


GO  FISH 

When's  high  tide  in  Key 
Largo?  Look  it  up  in  the 
multipurpose  Mariner's 
EDGE  from  Speedtech 
Instruments,  which  provides 
complete  tidal  information 
for  more  than  500  U.S. 
ports  through  the  end  of  the 
21st  century.  It's  also  an 
almanac,  and  shows  current 
barometric  pressure 
readings,  provides  12-  to 
24-hour  weather  forecasting 
and  gives  freshwater  and 
saltwater  fishing  conditions 
for  anywhere  in  the  world. 
All  that's  left  for  you  to  do  is 
actually  catch  the  fish. 
$130.  (703)  430-8055, 
www.  speedtech.  com. 
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Discover  the  courses  that  established  Hawaii 

as  a  golfer's  paradise.  Rolling  fairways, 
sweeping  shorelines  and  dramatic  contours 

provide  the  ultimate  settings  for  our 
signature  sport  at  Prince  Resorts  Hawaii. 


Mauna  Kea  Golf  Course 

Island  of  Hawaii 
Designed  by  Robert  Trent  Jones,  Sr. 


Hapuna  Golf  Course 

bland  of  Hawaii 

Designed  by  Arnold  Palmer  and  Ed  Seay 


Makena  Golf  Courses 

Island  of  Maui 

signed  by  Robert  Trent  Jones,  Jr. 


Hawaii  Prince  Golf  Club 

Island  of  Oahu 

Designed  by  Arnold  Palmer  and  Ed  Seay 

Contact  your  travel  specialist, 
visit  PrinceGolfHawaii.com 
or  call  toll  free  1-866-PRINCE-6. 

GDSCODE:PJ 


Northwest 
Passage 


THERE'S  SOMETHING  CAPTIVATING  ABOUT  THE 
grand  good  looks  of  SanJuanYachts,  made  in 
Anacortes,  Washington.  The  30  is  a  classic  beauty 
that  can  spin  around  within  one  boat  length, 
roar  along  at  35  knots  and  skim  into  the  shal- 
lows with  a  scant  26-inch  draft.  The  38  has  a 
Burmese-teak  interior  and  shields  her  driver  from 
the  elements  with  a  fully  protected  pilothouse. 
The  48,  above,  has  all  that  and  an  ingenious 
hydraulic  "garage"  that  conceals  the  dinghy, 
plus  there's  a  48  with  a  flying  bridge.  $355,000, 
$650,000,  $1,575,000 and $1, 750,000 respectively, 
including  a  personal  service  technician  to  help  get  vou 
oriented.  Contact  builder  Donald  Campbell,  (360) 
299-3790,  www.sanjuanyachts. com. 


ELECTRONIC 
LIFE  LINE 

Since  1997,  WorldClinic 
has  been  providing  boat 
crews,  international  travelers 
and  high-altitude  and 
jungle  expeditions  with  24/7 
access  to  a  team  of  trained 
telemedical  emergency 
physicians.  WorldClinic 
archives  the  medical  records 
of  your  crew  and  staff; 
then,  if  an  illness  or  injury 
occurs,  doctors  can 
immediately  access  personal 
data,  diagnose  and  begin 
treatment  via  satellite. 
WorldClinic  coordinates 
speedy  second  opinions  from 
its  network  of  physicians  on 
staff  at  Massachusetts 
General  Hospital  and  Lahey 
Clinic,  will  recommend 
safe  and  modern  foreign 
medical  facilities  and  can 
direct  air  evacuation  back 
to  the  U.S.  Client  vessels 
also  receive  a  comprehensive 
medical/surgical  kit  and 
pharmacopoeia.  Contact 
director  Daniel  Carlin,  M.D., 
at  (800)  636-9186, 
www.  worldclinic.com. 
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Wheels  by  Bill  Baker 


Purring  right 
along:  The  2007 
Jaguar  XK  continues 
a  lasting  tradition. 


A  Cat 

From 
Coventry 

Jaguars  of  old  have  been  distinguished  by  long, 
sleek  flowing  lines  and  distinctive  shapes  that 
oozed  sensuality.  Their  interiors  smelled  of  fine 
ather  and  the  wood  trim  that  always  used  to  trump  the 
retenders  to  British  luxury.  The  new  Jaguar  XK  coupe 
id  convertible  uphold  that  tradition  and  add  more:  state- 
r-the-art  bonded  aluminum  body,  four-wheel  indepen- 
;nt  suspension,  a  quad  cam,  4.2-liter  300  hp  V8  engine, 
x-speed  automatic  transmission  with  manual-shift  ca- 
ibility,  electronic  stabilization,  air  bags  where  you  need 
lem  and  a  pop-up  roll  bar  in  the  topless  version.  Jaguar 
isists  this  is  a  sports  car  and  will  go  wheel-to-wheel  with 
le  Mercedes  SL500.  Maybe  so,  but  I  wouldn't  bet  my 
nk  slip  until  the  "R"  version  with  supercharging  comes 
ong  late  this  year.  The  XK  coupe  starts  at  $75,500;  the 
nvertible  is  $81,500.  www.jaguar.com. 


>  AUTO  ANIMATION 

Call  us  sentimental,  but  the 
latest  animated  feature  from 
Pixar  Studios  is  a  must-see, 
even  for  car  guys.  Cars 
tells  the  story  of  Lightning 
McQueen  (voiced  by  Owen 
Wilson),  a  hotshot  rookie  race 
car  that  unexpectedly  finds 


itself  detoured  in  the  sleepy 
Route  66  town  of  Radiator 
Springs  and  discovers 
that  life  is  about  more  than 
the  finish  line.  The  racing 
sequences  are  edge-of-your- 
seat  exciting,  the  visuals 
mind-blowing  and  the  sounds 
authentic  to  the  last  whir  of 
a  starter  motor.  There's  a  love 
interest  between  Lightning 
and  Sally,  a  cool  2002  Porsche 
911  (Bonnie  Hunt),  but 
Paul  Newman's  '51  Hudson 
Hornet  steals  the  show. 
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Scooter  of  the  Future 

If  your  idea  of  a  motor  scooter  is  one  of 
those  pastel  bumblebees  that  Sophia  Loren 
used  to  ride  in  movies  about  postwar  Rome, 
well,  we'll  leave  you  to  your  memories. 
Those  interested  in  a  modern  interpreta- 
tion of  the  scooter,  however,  will  turn  to 


the  Yamaha  Morphous.  With  249cc,  four- 
stroke  engine  and  automatic  transmission, 
the  Morphous  looks  more  like  something 
out  of  Star  Wars  and  has  plenty  of  zip, 
even  with  two  riders  aboard.  Your  feet 
can  sit  up  on  the  vertical  part  of  the  floor- 
board, so  the  wind  whips  up  your  trousers. 


Ain't  no  mommie 
Yammie:  The  249c 
four-stroke  Yamah 
Morphous  is  one 
serious  scooter. 


You'll  want  to  wear  a  full-coverage  hel 
ment,  though,  since  the  little  windshieli 
doesn't  provide  much  protection.  Whil 
there's  a  small  trunk  and  helmet-sizei 
storage  area  under  the  seat,  carrying  a  brief 
case  or  gym  bag  will  be  a  bungee-con 
affair.  $5,200.  www.yamaha-motor.com 
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t  15  -  November  15,  2006  at  www.curacaoculture.com 
ewark.  American  Airlines  flies  daily  from  Miami. 


Electronics  by  Thomas  Jackson 


n  various  shapes  and  sizes,  unmanned  aerial 
vehicles  (UAVs)  have  been  around  for  more 
than  a  century.  During  the  Civil  War,  both  sides 
it  hot-air  balloons  rigged  with  explosives  (set  to  drop 
timer)  floating  over  each  other's  lines.  A  few  decades 
er,  U.S.  soldiers  photographed  Spanish  defenses 
th  cameras  lashed  to  box  kites.  In  the  1930s,  the 
itish  RAF  and  Navy  used  radio-controlled  biplanes 
targets  for  antiaircraft  gunners.  Today,  the  top  dog 
long  unmanned  crafts  is  the  U.S.  Military's  MQjl 
edator,  a  key  player  in  the  wars  in  Afghanistan  and 
.q.  Controlled  by  a  crew  of  three,  the  Predator  com- 
:tes  a  variety  of  missions  that  are  either  too  dangerous 
too  dull  for  human  pilots.  Its  cameras  shoot  video  day 
night,  through  smoke  and  through  clouds.  It  can  even 
;k  a  pair  of  remotely  launchable  Hellfire  missiles. 
Even  if  you  can  afford  the  Predator's  $40-million  price 
j,  you  still  can't  have  one — the  Second  Amendment 
esn't  guarantee  the  right  to  a  stealth-bombing  spy 
ine.  The  Draganfly  Tango,  however,  falls  just  within 
;  bounds  of  legality.  And  it  can  do  most  of  what  the 
:dator  can — at  least  in  miniature  (minus  the  Hellfire 
ssiles).  Its  wingspan  is  60  inches  and  its  payload  three 
d  a  half  pounds,  enough  to  carry  a  7-megapixel  Canon 
nera  for  high-resolution  stills  and  video.  A  powerful 
l-gigahertz  transmitter  in  the  plane's  belly  beams  the 
agery  back  to  the  operator  "live"  from  up  to  1,500  feet 
ay,  where  it  can  be  viewed  on  a  media  player  or  through 
iair  of  futuristic  spectacles  called  "Eye  Cameras"  with  a 
een  embedded  in  the  right-hand  lens.  And  like  the 
sdator,  the  Tango  can  cruise  at  slow  speeds  without 
lling,  ensuring  a  good,  long  look  at  the  situation  on  the 
>und.  As  for  range,  one  can  fly  the  Tango  about  as  far 
one  can  see  it,  for  up  to  five  hours  of  continuous  recon- 
issance.  A  souped-up,  GPS-equipped  version,  capable 
long-range  preprogrammed  flights,  is  also  available, 
t  only  to  government  and  law-enforcement  agencies. 
The  question  remains,  of  course,  why  anyone  would 
ed  such  a  craft.  To  count  cattle?  To  survey  real  estate? 
»  snoop  on  the  neighbors?  But  that's  a  private  matter, 
st  kept  between  a  man  and  his  spy  plane.  • 


I  Know 

What  You 
Did  This 

Summer 

The  new  personal 

spy  plane  puts  anyone 
under  surveillance. 


■aganfly  Tango,  $10,000.  www.rctoys.com. 
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Auctions  by  David  Monagan 


When 
Irish  Eyes 
Are 
Buy  in 

With  the  rise  of  the 
eltic  Tiger,  bidding  on 

arts  and  antiques  has 
become  big  business. 


ime  was,  anyone  seeking  to  understand  the  Irish 
might  check  out  a  betting  parlor.  But  with  the 
Celtic  Tiger  roaring  onwards,  things  have  changed, 
ngry  for  icons  of  their  disappearing  old  culture  and 
;h  with  cash,  increasing  numbers  of  the  Irish  are 
wling  art  and  antique  auctions  with  the  kind  of  avid- 
:hat  was  once  restricted  to  Paddy  Power's  bookmakers. 
The  biggest  art  auction  houses  are  within  whiskers 
:ach  other  in  central  Dublin — Whyte's,  de  Veres 
I  Adam's.  On  a  recent  evening  at  Adam's,  nestled 
ide  St.  Stephen's  Green,  the  competition  was  all  New 
h  as  the  hammer  began  to  fall.  In  the  back  sat  a 
ite-mustachioed  businessman  bearing  a  remarkable 
ambiance  to  Professor  Marvel  from  The  Wizard  of 
Decked  out  in  a  silver  tie  and  bespoke  suit,  the  man 
)t  his  hands  on  his  lap.  When  doing  business  in 
and,  you  have  to  watch  people's  eyes — closely.  The 
ntry  boasts  more  billionaires  per  capita  than  Amer- 
Saudia  Arabia  and  the  U.K.,  yet  trading  for  increas- 
iy  coveted  bits  of  local  heritage  is  still  done  with  stealth. 


Three  from  recent 
sales  at  de  Veres, 
from  top:  Daniel 
O'Neill,  Artist's 
Model;  Jack  Butler 
Yeats,  A  Blackbird 
Bathing  in  Ti'r  na 
Nog;  Charles 
Brady,  Envelopes 
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The  big  Irish  fish  are  cruising  for  ever- 
bigger  cultural  bait.  For  example,  in  Nov- 
ember of  last  year,  de  Veres  sold  a  work  by 
Jack  Butler  Yeats  (1871-1957),  brother  of 
the  poet  William  and  the  country's  most 
highly  valued  painter,  for  an  Irish-record- 
setting  $1  million.  It  depicted  a  black  bird 
bathing  in  the  land  of  Tt'r  na  Nog — the 
ethereal  place  Gaels  go  after  closing  time — 
and  might  have  fetched  less  than  $50,000 
about  20  years  ago. 

Another  Yeats  work  came  on  the 
block  that  evening  at  Adam's,  and  nine 
employees  worked  the  telephones  for 
absentee  bids,  now  that  certain  mostly 
deceased  Irish  artists  have  been  deemed 
hugely  bankable.  This  portrait  of  1927 


death  of  their  own  ancient  ways. 

"That's  Champagne  Barry,"  said  a 
friend,  nodding  to  a  dapper  figure  in  the 
corner  at  Adam's.  "Wait  and  see  if  he  puts 
on  his  glasses.  If  they're  on,  he's  in." 

The  man  in  question  was  certifiably 
New  Irish,  a  shipping  magnate  and  horse 
breeder  who  reportedly  owns  properties  in 
London,  France,  South  Africa  and  New 
York.  My  confidant,  who  sports  a  rogue's 
thick  beard,  pointed  to  another  fella  thrust- 


Right:  Badgers,  Night 
Landscape  from  rising 
star  John  Shinnors; 
below:  Irish  expressionist 
Gerard  Dillon's 
Turning  the  Earth 


Dublin  street  traders  went  to  a  phoner  for 
1300,000,  the  kind  of  stakes  that  induced 
Sotheby's  and  Christie's  to  schedule  major 
Irish  art  sales  in  London  this  May. 

Next,  the  crowd  at  Adam's  was  hot 
on  a  string  of  Irish  expressionists,  now 
receiving  far  more  attention  than  they  ever 
did  in  their  impoverished  lives.  Some  of 
the  most  haunting  works  on  view  were  by 
Gerard  Dillon  (1916-1971),  an  eccentric 
chronicler  of  the  already  vanishing  folk- 
ways of  the  mid-20th-century.  Bidding 
fired  up  on  The  Dreamer,  the  artist's  oil- 
on-board  depiction  of  a  peasant  lying  in 
tormented  sleep  before  a  group  of  black- 
shawled  women  carting  away  a  corpse — 
perhaps  a  metaphor  for  the  inevitable 


ing  up  his  paddle.  "Ah,  sure,  he  doesn't 
know  the  back  of  a  painting  from  the  front 
of  it,"  he  said  of  the  rival  bidder  called 
"High  Stud,"  who  appeared  flush  with  art 
fever  and  clearly  eager. 

The  Adam's  auctioneer  in  his  trim 
blue  suit  worked  the  crowd.  We  were  at 
$37,000  and  climbing  fast. 

Suddenly,  High  Stud  ducked  behind 
another  man  in  the  crowd  so  that  no  one 
could  watch  his  eyes  as  his  paddle  bobbed. 
But  Champagne  Barry  had  donned  his 
glasses  now,  and  the  auctioneer  knew 
his  intention  to  top  every  bid  until  he  took 
them  off  again.  He  never  did,  and  the 
arresting  Dillon  was  his  at  $51,000.  The 
night's  take  would  be  $4.3  million,  the 


highest  ever  at  Adam's. 

Later,  Adam's  managing  direct| 
James  O'Halloran,  said  Irish  expressid 
ists  such  as  Dillon,  Colin  Middletj 
(1910-1983),  Daniel  O'Neill  (192 
1974)  and  Charles  Brady  (1926-195 
have  become  solid  investments,  jumpj 
in  value  by  as  much  as  50  percent  ij 
good  year.  Adam's,  he  said,  had  just  s<| 
a  Brady  painting  for  a  record  $42,000. 
"A  year  ago  you  might  have  be] 
talking  about  €15,000 
$19,000]  for  a  Brad 
O'Halloran  explained.  "F 
years  ago  you  would  h; 
been  talking  about  €1,5 
[or  $1,900].  A  lot  oft 
top  Irish  expressioni 
like  Middleton  and  O'N. 
have  jumped  ten  times 
value  in  as  many  years." 
When  EU  subsidies  eventually  beg 
to  pump  up  the  economy  in  the  Is 
1980s,  Paul  Henry  (1876-1958)  and  I 
painters  in  the  Impressionist  mode  su 
denly  gained  cachet  for  their  portraits 
vanishing  rural  scenes.  But  the  new  a 
lectors'  enthusiasm  gradually  broaden 
to  include  certain  mesmerizing  abstrs 
artists  like  Tony  O'Malley  (1913-20C 
and  Louis  le  Brocquy  (b.  1916).  The  pri« 
for  their  work  have  shot  from  peanuts 
the  hundreds  of  thousands  now. 

The  reason  for  this  upsurge  is  simp 
The  Irish  economy  keeps  booming.  F 
teen  years  ago,  the  country's  gross  dome 
tic  product  per  person  was  but  two  thir 
of  then-struggling  Britain's.  Now  it  is  t 
second  highest  in  the  European  Unic 
and  substantially  higher  than  that 
the  U.K.  or  Germany.  Feeding  this  ph 
nomenon  were  plummeting  corpora 
tax  rates  that  have  attracted  hundreds 
foreign  corporations  to  set  up  shop.  T 
country  of  3.9  million — bolstered  by 
flood  of  150,000  or  so  Eastern  Europe 
immigrants — now  boasts  a  new  class 
overnight  millionaires.  In  fact,  the  top  2 
most  wealthy  Irish  are  said  to  have  a  cor 
bined  worth  of  $65  billion,  up  18  perce 
since  last  year.  The  "affluenzi,"  as  they 
sometimes  called,  have  developed  a  tas 
for  the  finer  things,  and  part  of  the  j 
of  auctioneers  like  James  O'Halloran 
to  advise  new  buyers  of  Irish  art — fro 
either  side  of  the  Atlantic — as  to  whi 
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This  is  how  we  do  business. 

Corporate  haven!  Cool  green  rural  landscape,  yet,  conveniently  close  to  San  Juan. 
Meeting  Facilities  •  Two-Room  Suites  •  Spacious  Guest  Rooms 
Swimming  Pool  *  Fitness  Center  •  Golf  Course  •  Restaurants  •  Bar 
New  Casino  Opening  in  2007 


FOUR  \  POINTS 

BY  SHERATON 
FOUR  POINTS  BY  SHERATON  CAGUAS  REAL  HOTEL 

500  Alhambra  Granada  Blvd.,  Caguas,  Puerto  Rico  00725 

Reservations  and  Information:  1-866-615-2323  •  www.fourpoints.com 
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ists  are  appreciating  most  reliably. 
Despite  the  gold  fever,  caution  is  ad- 
ed.  If  the  Irish  art  scene  shares  any- 
ng  in  common  with  Paddy  Power's,  it's 
it  the  uninitiated  can  still  lose  their 
rts  with  the  wrong  bet.  One  source  in 
:  art  world  warned  that  fake  bidders 
nted  to  drive  up  prices  sometimes  pack 
^-reputable  houses.  And  Peter  Murray, 
:  director  of  the  Crawford  Art  Gallery 
Cork,  adds  that  "many  of  the  premier 
rks  have  been  taken  out  of  circulation, 
e  money  is  there  and  the  demand  is 
:re,  but  people  are  holding  on  to  what 
y  have  while  it  appreciates." 
Murray  advises  that  while  there  are  still 
ne  affordable  18th-  and  19th-century 
ds,  buyers  should  also  explore  purchas- 
;  more  contemporary  works  by  abstract 
ists,  such  as  the  Limerick-born  expres- 
nist  John  Shinnors  (b.  1950),  who  has 
:n  from  obscurity  and  whose  paintings 
v  fetch  $25,000  to  $63,000. 
Marian  Lovett,  the  director  of  the 
mple  Bar  Gallery  &  Studios  in  that 
szing  Dublin  district  of  the  same  name, 
s  that  works  by  Elizabeth  Magill  are 
:heting  up  in  value,  as  are  paintings  by 
:  hyperrealist  Dermot  Seymour  and 
ighie  O'Donoghue. 

It's  not  just  painting  that's  finding  an 
;er  new  audience;  the  antiques  business 
lso  booming.  Not  long  ago,  for  exam- 
,  a  brass-rimmed  peat  bucket  fetched 
53,000  at  Adam's.  Last  year,  the  1916 
:er  of  surrender  to  the  British  from 
iraig  Pearse,  a  leader  of  the  Easter 
sing,  went  for  $884,000,  and  a  first 
tion  of  James  Joyce's  Ulysses  brought  in 
55,000  at  Sotheby's  in  London,  well 
:r  twice  its  guide  price. 
One  of  my  haunts  on  the  antique  cir- 
t  is  Marshs,  an  out-of-the-way  auction 
lery  in  my  adopted  Cork  City.  On  a 
ent  night  a  hundred  burghers  were 
iding — along  with  the  omnipresent 
ampagne  Barry,  eyeglasses  in  hand, 
ng  went  the  gavel,  and  suddenly  a 
nstrosity  of  a  14-foot-long  Georgian 
skcase  was  fetching  $48,000.  This 
5  said  to  be  purchased  by  a  dealer  for 
.  McManus,  the  Irish  horse  breeder 
h  a  Leitrim  castle  as  big  as  the  House 
Windsor. 

Soon  things  came  on  the  block  that 
eally  needed:  brass  cannons  from  a 


man-of-war;  a  clipper  ship's  medical 
chest.  Fortunately  I  was  saved  by  Cham- 
pagne Barry,  who  kept  his  damned  glasses 
donned  for  both,  blowing  the  prices  to 
$18,000  and  $13,000,  respectively. 

It  got  worse.  Here  came  another  old 
mahogany  bucket  for  holding  peat — just 
something  my  perplexed  wife  would  love. 
But  it  was  grabbed  for  $11,000.  Starter 
cannons  for  yacht  races  purportedly  went 
to  a  buyer  for  a  nephew  of  Walt  Disney 
who  happens  to  own  a  nearby  castle. 

No  matter,  opportunities  for  my  own 
Irish  Supermarket  Sweeps  still  awaited. 
Up  went  the  paddle  and  I  owned  a  lady's 
oak  dresser  with  a  drop-leaf  writing 
platform — just  perfect  for  composing 
poetry  while  you  are  changing  into  wo- 
men's clothes.  Another  must-purchase, 
for  $125,  was  a  150-year-old  miniature 
painting  of  an  Irish  coastal  scene  that 
ached  with  history. 

So,  a  visitor  needn't  sell  the  ranch 
to  acquire  keepsakes  that  will  retain 
more  meaning  over  the  years  than  any 
Malaysian-made  Aran  Island  sweater. 
And  even  if  you  buy  nothing  at  all,  you'll 


come  home  with  a  grand,  and  probably 
odd,  story.  Like  this:  After  leaving  one 
auction  house,  I  found  myself  talking 
to  a  man  literally  selling  words  outside 
a  pub. 

"Yerrah,  this  is  going  to  be  good,"  said 
a  bystander,  who  turned  out  to  be  the  first 
cousin  of  Pete  McCarthy,  the  recently  de- 
ceased author  of  the  bestselling  McCarthys 
Bar.  Peter  Donnelly,  the  cousin,  was 
holding  a  brolly  stuffed  into  a  tin  Jack 
Daniel's  canister  and  a  book  called  The 
Encyclopedia  of  Sex. 

Before  us,  a  swarthy  character  flashed 
an  unabridged  dictionary  he'd  recently 
fished  out  of  a  rubbish  bin.  He  ran  his  fin- 
ger into  the  depths  of  the  letter  "e"  and 
smiled  meaningfully,  being  a  professional 
word  auctioneer  outside  a  dozen  pubs  a 
night.  "You  define  ecbatic"  he  says,  "and 
I'll  buy  you  a  pint.  If  you  can't,  you  owe 
me  a  fiver." 

I  lost.  • 


For  further  information  on  Irish  art  and 
antique  auctions  see  www.adams.ie,  www. 
deveresart.com  and  www.whytes.ie. 
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HOW  THE  OTHER  HALF  SUMMERS  AT  THE  SHORE 

Sun,  sand  and  soothing  sea  breezes.  At  Half  Moon,  enjoy  the 
height  of  luxury  with  our  special  summer  packages.  Whether 
you  want  to  relax  at  our  swim-up  pool  bar,  go  sailing  or  get  up 
close  and  personal  with  our  dolphins,  we've  got  it  all. 


Half  Moon 

ROSE  HALL,  JAMAICA 


On-site  call  centre:  1-877-HALFMOON 
www.halfmoon.com 
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Past  Perfect  by  Christopher  Buckley 


Ice  Cream: 
A  Memoir 

p  roust  had  his  madeleine;  for  me  it  was  Good 
Humor  chocolate  eclair  ice  cream  bars.  When  I 
was  eight,  I  would  wait  at  the  end  of  the  driveway 
ming  for  the  ding-ding-ding  of  the  truck.  My  mother 
aid  give  me  a  dollar  bill,  a  vast  sum  in  1960. 1  clamped 
ghtly  in  one  hand  and  with  the  other  waved  anxiously 
:he  driver.  He  would  have  on  his 
form  and  hat  (they  wore  hats  in  those 
s).  He'd  stop,  get  out  and  open  the 
:k,  insulated  door.  To  me  it  seemed 

gate  of  Paradise.  Icy  vapor  would 
le  forth  as  he  rummaged  within, 
illy  extracting  a  box  containing  six  of 
eclair  bars.  I  would  give  him  the  dol - 
and  there  would  be  change,  a  dime 
haps.  I  would  eat  one  of  the  bars  as  I 
:d  back  to  the  house  to  get  the  other 

into  the  freezer  before  they  melted, 
member  it  all  so  clearly,  though  it's 
v  been  almost  a  half  century:  my  bare 
:  on  the  warm  asphalt,  the  frozen 
dness  of  the  bar,  the  dark  smear  left 
my  lips,  the  cake  crumbs,  the  sad 
ing  of  my  tongue  on  the  bare  wood 
he  stick  signifying  that  the  feast  was 
r,  the  consolation  of  knowing  that 
:  remained. 

One  summer  the  Good  Humor  truck 
aped  coming.  It  became  necessary  to 
ture  into  the  wider  world  in  search 
ce  cream.  There  was  a  Carvel  shop 
lile  and  a  half  down  the  road.  I 
aid  cajole  adults  into  giving  me  a  ride 
re.  Sometimes  they  would  oblige, 
:  being  adults,  and  occupied  with 
:ds  which  to  me  seemed  without  merit,  they  often 
nurred  and  so  I  would  bicycle  in  quest  of  my  treat. 
The  reward  for  these  exertions  was  great.  It  was  at 
rvel  that  I  discovered  the  existence — and  ecstasy — of 
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soft  ice  cream.  I  would  watch  with  fasci- 
nation and  wonder  as  the  man  with  the 
white  hat  (the  ultimate  Good  Guy,  now 
that  I  think  of  it)  would  hold  the  cone 
beneath  the  metal  pap,  turning  it  so  as 
to  cause  the  ice  cream  to  form  a  perfect 
swirl.  For  an  extra  five  cents,  he  would 
immerse  the  pristine  white  cone  in  a  tub 
of  liquid  chocolate  or  strawberry  that 
would  instantly  harden  to  a  fragile  crust. 
If  you  ate  your  cone  outside  on  a  hot  day, 
it  became  a  desperate  race  against  time. 
Losing  this  race  meant  that  your  hand(s) 
ended  up  coated  and  sticky.  By  the  time 
you  got  home,  they  were  glued  to  the 
bicycle  handlebar.  Such  were  the  tragedies 
of  those  summer  days. 

As  I  grew,  my  frozen  treat  needs  di- 
minished. Adolescence  enforces  certain 
manly  protocols.  "How  about  some  ice 
cream?"  was  not  a  line  to  impress  a  hard- 
to-get  girl.  Other  cold  refreshments — 
beer,  wine — replaced  ice  cream.  The  Age 
of  Post-Innocence.  In  time,  my  manhood 
satisfied,  I  would  return  to  the  pleasures  of 
that  earlier  era. 

Having  grown  up  a  Good  Humor  and 
Carvel  snob,  I  disdained  supermarket  ice 
cream.  This  prejudice  was  validated  years 
later  when  I  read  an  arresting  detail  about 
the  biography  of  Margaret  Thatcher, 
the  esteemed  prime  minister  of  Great 
Britain.  She  had  graduated  from  Oxford 
with  a  degree  in  chemistry.  One  of  her 
first  jobs  out  of  college  involved  trying  to 
figure  out  a  way  to  inject  more  air  into  ice 
cream  to  increase  its  volume  and  price. 
Surely  her  political  opponents  knew  this 
and  sought  to  use  it  against  her,  but  she 
held  firm  and  prevailed. 

One  day  my  mother,  a  gastronome  of 
the  first  rank,  announced  with  the  cer- 
tainty that  is  her  trademark  that  she  had 
discovered  "the  definitive"  ice  cream  at 
the  local  Grade  A  supermarket.  It  was 
called  Haagen-Dazs  and  had  some  sort  of 
Scandinavian  pedigree.  Her  discovery  of 
this  utterly  amazing  substance  coincided 
with  a  period  in  my  life  that  found  me 
abnormally  hungry  late  at  night.  I  found 
that  it  was  quite  possible  to  eat  an  entire 
pint  of  Haagen-Dazs  at  a  sitting,  while, 
say,  watching  a  rerun  of  Gilligan's  Island. 
I  found,  indeed,  that  it  was  almost  impos- 
sible to  eat  less  than  the  entire  pint  all 
at  once.  I  type  this  sentence  wistfully,  con- 


templating the  fact  that  in  those  long-ago 
days  I  weighed  50  pounds  less  than  I 
do  now.  The  logical  American  reaction 
would  be  to  file  a  class-action  suit  against 
Haagen-Dazs,  but  I  cannot  bring  myself 
to  do  it.  It  would  be  a  terrible  betrayal  of 
an  old  friend. 

Eventually  my  mother  revealed  to 
me,  in  appalled  and  wounded  tones,  that 
Haagen-Dazs  was  not,  after  all,  the  prod- 
uct of  hand-churning  by  Danish  milk- 
maids, but  was  made  in  some  warehouse 
in — "The  Bronx,  if  you  can  believe."  I 
too  was  stunned  by  this  revelation,  but 
determining  to  draw  a  moral,  satisfied 
myself  that  appearances  can  not  only 
deceive  but  also  taste  pretty  darn  good. 
This  was  a  significant  lesson.  Ever  since, 
I  have  been  dubious  of  any  claim  of 
Scandinavian  provenance. 

My  snobbery  continued  apace  as  I  ex- 
plored the  increasingly  wider  world.  In 
retrospect,  I  was  condescending.  I  tasted 
my  first  gelato  on  a  foray  to  Little  Italy  in 
lower  Manhattan.  I  found  the  taste  agree- 
able, if  a  bit  too  rich  and  adulterated.  And 
I  always  regarded  sorbets  as  a  pale  imitation 
of  the  real  thing — they  were  ices,  not  ice 
cream.  But  in  time,  I  found  myself  won 
over  by  those  palate-cleansing  granitas  of 
grapefruit  and  other  tart  flavors  between 
courses  at  good  restaurants.  I  no  longer  dis- 
dain sorbet,  or  even  gelato,  but  my  heart — 
and  waistline — still  belong  to  ice  cream. 

It  occurs  to  me  now  that  I  am  always 
consciously  or  unconsciously  on  the 
lookout  for  new  or  exotic  ice  cream  em- 
poria.  In  Washington,  D.C.,  where  I 
live,  there  is  Thomas  Sweet,  in  Georgetown, 
an  old-fashioned  ice  cream  parlor  where 
within  seconds  of  walking  in  you  confront 
a  choice  of  dozens  of  flavors — and  yet 
somehow  always  fall  back  on  good  old 
reliable  chocolate,  or  maybe  strawberry. 
On  our  children's  birthdays,  the  cake  is  al- 
ways an  ice  cream  cake  from  Sweet's,  and 
the  smiles  are  wide. 

For  years,  in  Cleveland  Park,  just  up 
the  road  from  Georgetown,  there  was  the 
University  Pastry  Shop.  Thoughts  of  their 
fresh  donuts  still  cause  the  old  salivary 
glands  to  water,  but  it  is  the  memory  of 
their  seasonal  fresh  ice  creams  that  makes 
me  willing  to  trade  a  portion  of  my  soul  to 
the  Devil  in  exchange  tor  just  one  more 


taste.  To  the  customers  ofUniversity  Past 
April  was  indeed  the  crudest  month.  T 
weeks  crawled.  Was  it  ready?  No.  Not  ur 
the  third  or  last  week  was  their  fresh  pea( 
ice  cream  available.  You  had  to  get  the) 
early  in  the  morning.  The  day's  supt 
would  be  sold  out  by  11.  The  walls 
the  shop  were  covered  with  newspac 
and  magazine  clippings,  testimonials  frc 
powerful  people,  senators,  speakers  of  t 
House,  vice  presidents  of  the  United  Stati 
living  at  the  Naval  Observatory  down  t 
street.  Is  it  even  necessary  to  add  th 
University  Pastry  no  longer  exists? 

In  Paris  I  make  a  point  of  visiti: 
Berthillon,  on  the  He  Saint-Louis, 
Dalloyau,  on  the  Place  Edmond-Rostai 
near  the  Luxembourg.  The  latter  is  not  1 
from  the  apartment  of  Gertrude  Stei 
who  came  up  with  the  immortal  if  i 
scrutable  sentence,  "Toasted  Suzy  is  my  i 
cream."  Doubdess,  Ph.D.  theses  have  be 
written  about  it.  But  to  sit  in  front  of  eith 
establishment  spooning  down  fraise  des  M 
or  chocolat  amer  covered  in  whipped  crea 
is  one  definition  of  heaven.  But  it  is  i 
improvement  over  the  days  of  intercep 
ing  the  Good  Humor  truck  at  the  end 
the  warm  driveway. 

A  few  years  ago,  a  dear  friend  fro 
Ohio  confided — rather,  insisted — th 
the  best  ice  cream  in  the  world  is  made 
Cincinnati,  by  a  firm  called  Graeter 
Ice  cream  snob  that  I  am,  I  treated  tP 
revelation  with  skepticism  and  hautei 
Cincinnati?  Well,  all  right,  if  you  say  so. . . 

She  turned  out  to  be  right.  Never  ha 
I  more  gladly  eaten  my  words  than  who 
I  fell — free-falling — into  that  first  pi; 
of  Graeter's  Black  Raspberry  Chip.  Wh 
I  demanded,  had  no  one  told  me  of  th 
before}  To  have  wasted  a  half-century! 
dug  deeper,  into  their  peach,  strawberr 
coffee,  caramel,  double  chocolate  chi 
mint  chocolate  chip,  eggnog.  How  ironi 
how  delicious,  how  patriotic,  to  have  traj 
eled  the  world  in  search  of  happiness  on 
to  find  it  in — Cincinnati.  • 


Graeter's  Ice  Cream,  (800)  721-3321 
ivww.graeters.com;  Berthillon,  31  rue  S 
Louis-en-l'ile,  Paris;  Dalloyau,  2  Pla 
Edmond-Rostand,  Paris;  Thomas  Swee 
3214  P  St.,  NW,  Washington,  D.C;  V, 
Nassau  St.,  Princeton,  NJ;  55  EastonAvt 
New  Brunswick,  NJ. 


82  I  ORBESFYI 


h  Jumeirah  Hotel  is  uniquely  individual.  Offering  you  rhe 

iry  of  personal  space  in  the  world's  most  distinctive  locations. 

I  the  most  memorable  experiences  -  your  own. 

nore  information  and  reservations  call  toll  free  +1  877  854  8051  or  book  online 


Jumeirah 


w  York  •  London  •  Dubai 


HYBRID  OF  THE  SKIES 


HilltB 


Avantair,  the  fractional  aircraft  solution  to  high 
fuel  surcharge.  As  the  exclusive  provider  of  the 
Avanti  P.180,  we  offer  the  lowest  fuel  surcharge 
in  the  industry.  But  we'll  let  the  numbers  speak 
for  themselves: 


73  Mess       69  °  less       50  less 


fuel  surcharge 
than  mid-size 
business  jets* 


fuel  surcharge 

than  light 
business  jets* 


fuel  surcharge 
than  other  twin 
turboprops* 


•Averages  based  on  January  2006  industry  fuel  surcharge  rates. 

The  cabin  of  a  mid-size  aircraft,  with  a  fuel 
surcharge  beyond  compare.  Call  877.289.7180 

today  to  experience  Avantair  fractional  ownership 
in  a  category  all  its  own. 


avantair.com 


A  Special  Advertising  Section 


rhe  Enlightened 
Personal  Traveler 


Getting  There  Is  Half  the  Fun 

By  Mark  Patiky 

hile  most  business  travelers  will  tell  you  how  the  zinging  global  economy 
has  increased  the  need  to  travel  frequently  and  accomplish  more  in 
short  order,  they'll  also  tell  you  about  the  stinging  impact  travel  time 
s  on  personal  life  and  well-being.  Nowadays,  unless  you're  traveling  between 
ajor  hub  cities,  chances  are  an  airline  trip  will  become  a  debilitating  all-day  affair, 
id  based  on  industry  forecasts,  the  time  and  exhaustion  penalty  will  only  get  worse. 
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Douglas  Carper  of  Lincoln,  Nebr. ,  who  owns  a  com- 
modities asset  management  firm,  found  a  better 
travel  solution.  His  fractional  share  in  an  Avantair 
Piaggio  Avanti  has  helped  him  grow  his  business,  but 
it's  the  personal  trips  he  and  his  family  can  now  take  that  are  per- 
haps most  satisfying.  "A  two-  or  three-day  vacation  trip  is  now 
very  doable,"  he  says.  "You  just  can't  accomplish  that  traveling 
commercially." 

Carper  is  among  the  growing  number  of  air  travelers 
flying  more  frequently  and  more  enjoyably  than  ever.  These 


travelers  don't  make  their  plans  based  on  an  airline  schedull 
Their  flights  are  scheduled  around  their  own  timetable.  F 
them,  airports  —  over  5,000  across  the  nation  —  are  nev 
more  than  a  few  minutes  away,  and  they're  airborne  with 
minutes  of  arrival.  They  have  the  plane  to  themselves,  so  th< 
can  enjoy  comfort,  relaxation  and  private  conversation  witl 
out  interruption. 

THE  NEW  TRAVEL  STANDARD  — 
SPEED,  PLEASURE,  COMFORT 

"Private  air  travel  is  profoundly  different  than  traveling  by  ai 
lines,"  says  GilWolin,  vice  president  of  corporate  communicatio 
for  TAG  Aviation  USA,  Inc.,  one  of  the  world's  foremost  aircr; 
management  and  charter  companies.  "And  once  people  experien 
the  difference,  their  entire  concept  of  travel  can  change  ."As  01 
frequent  private  jet  flier  put  it:  "Our  vacation  starts  the  mome 
we  step  aboard  the  airplane,  not  after  we  arrive  at  our  destination 

The  ability  to  go  exactly  when  and  directly  where  you  wa 
in  a  fraction  of  the  time  makes  private  air  travel  a  real  value,  if  r| 
a  downright  bargain.  That's  why  travelers  are  joining  the  ona 
exclusive  private  aviation  fraternity  by  the  droves.  You  could  eas. 
be  one  of  them. 

The  Enlightened  Personal  Traveler  is  your  reference  guide  to  tl 
transportation  transformation.  Here  you'll  learn  about  the  acce 
options,  meet  people  who  are  taking  advantage  of  private  4 
travel,  hear  about  exciting  new  developments  and  discover  he 
this  travel  trend  can  make  a  real  difference  in  vour  life. 


PRIVATE  AIRCRAFT  CHARTER 


Charter  is  the  easiest  way  to  take  advantage  of  private 
aircraft  benefits,  and  for  simple  return  trips,  charter 
can  be  the  most  cost-effective  solution. There  are  no 
long-term  commitments  or  major  capital  invest- 
ments. And  whether  you  need  a  jet  once  a  week  or  once  in  a 
while,  you  can  choose  the  aircraft  best  suited  for  each  trip  and 
the  number  traveling,  and  select  the  nearest  airport  from  among 
thousands  nationwide  dedicated  to  serving  the  growing  needs 
of  private  aircraft  travelers. 

Before  you  pick  up  the  phone,  however,  there  are  some 
important  things  to  consider,  Wolin  points  out.  TAG,  with  some 
50  locations  in  the  U.S.,  operates  more  than  150  aircraft  owned 
by  leading  corporations  and  available  for  charter  worldwide.  It  is 
one  of  a  small  cadre  of  quality  charter  companies  that  set  the 
benchmark  for  safety,  operational  quality  and  efficiency.  "Shop 
carefully,  because  standards  vary  significantly  amon^  operators," 
says  Wolin.  "Deal  with  onlv  the  top  companies  that  operate  to  the 
highest  industry  safety  criteria,  and  seek  professional  guidance 
from  independent  safetv  auditing  firms." 


In  addition,  Wolin  stresses,  "You  can't  compare  the  cost 
charter  with  an  airfare.  The  benefits  from  timesaving,  conve 
ience,  safety  and  comfort  standpoints  are  enormous,  and  t 
significance  of  arriving  refreshed  and  unfretted  in  a  time 
manner,  and  of  being  able  to  spend  more  quality  time  wJ 
family,  may  be  immeasurable  in  dollar  terms,  but  it  represet 
extraordinary  value." 


I  think  the  market  is  changing 

quite  fast  and  people  are  now 

realizing  [that  private  jet 

travel]  is  actually  a  lot  more 

affordable  and  accessible." 

ALEXANDRE  MONNIER 
Managing  Director,  Bombardier  Skyje 


Saving  More  Than  Just  Time 

Flight  Options  introduces... yet  another  option 
Offering  the  lowest  entry  price 


Citation  X  s443,750 


Legacy  s765,625 


Having  your  own  private  aircraft  has  never  been  easier.  The  only  private  jet  provider  to 
offer  the  lowest  share  price  in  the  fractional  industry.  With  Flight  Options,  you  can 
combine  the  purchase  of  25  hours  and  a  lease  of  25  hours  and  receive  the  full  benefits  of 
a  1/16*  share  in  private  jet  ownership.  Call  today  to  schedule  a  personal  consultation. 
We  provide  the  options. .  .you  make  the  choices. 


877.703.2348  I  v\ww.flightoptions.com 


Flight  Options,  LLC  is  a  Raytheon  Company. 


On  a  Higher  Plane 
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A  JET  OF  YOUR  OWN 


Currently,  more  than  1  5,000  companies  and  individ- 
uals across  the  globe  operate  their  own  jets 
and  turboprops.  Scores  of  thousands  more  pilot 
their  own  single-  and  twin-engine  piston  aircraft  — 
and  the  numbers  continue  to  swell. 

Although  many  corporations  handle  ownership  responsibility 
in-house,  a  vast  array  of  companies  and  individuals  choose  to  out- 
source those  requirements  to  expert  aircraft  management  organ- 
izations that  provide  a  comprehensive  range  of  services 
covering  every  aspect  of  your  plane's  operation. 

In  addition  to  having  the  depth  of  experience  and  professional 
skills  required  to  maintain  and  operate  a  wide  range  of  aircraft, 
the  larger  aircraft  management  firms  have  high-volume  buying 
clout,  which  results  in  discounts  on  fuel,  training,  insurance,  parts 
and  other  services,  Wolin  points  out.  "These  savings  are  passed  to 
the  owner,  lowering  operating  expenses  and  frequently  offsetting 
monthly  management  fees,"  he  adds.  If  an  aircraft  is  underutilized, 
then  the  top  management  companies  can  also  arrange  to  have  it 
chartered.  Associated  revenues  help  reduce  overall  fixed  costs. 


OUTSOURCING  OWNERSHIP 
RESPONSIBILITY 

When  a  northern  California  firm  with  coast-to-coast  real 
estate  interests  purchased  its  long-range  Gulfstream  jet,  the  firm 
wanted  it  based  at  a  small  local  airport  outside  the  metropolitan 
area.  TAG  made  that  possible.  They  provided  the  personal  atten- 
tion the  owner  wanted  as  well  as  complete  access  to  TAG 's  com- 
prehensive resources  and  highly  skilled  personnel.  Now  the 
owner  merely  picks  up  the  phone  and  his  plane  is  ready  to  fly. 

Together  with  a  team  of  pilots  and  mechanics  dedicated 
exclusively  to  this  client,  Chuck  Saul,TAG's  client  aviation  man- 


ager, took  on-site  responsibility.  Saul  is  in  daily  contact  with  t 
owner  and  coordinates  all  details.  "We  operate  like  an  in-hotj 
flight  department,  but  no  individual  flight  department  cou 
offer  the  full  range  of  services  that  we  do  with  the  same  level! 
expertise  and  on  a  global  scale,"  he  says. 


FLIGHT  LOG 

Formula  One  Drive 

While  Brazilian  nine-tiri 
Formula  One  champ  Rube 
Barrichello  tops  200  mph 
the  straightaway,  he  likes  to  si 
down  and  enjoy  life  with  his  family  when  he's  off  the  track.  But, 
an  exhausting  schedule  exceeding  1 9  Formula  One  challen 
annually  around  the  globe,  he  found  that  commercial  traveling  w 
as  grueling  as  the  races  themselves.  He  described  late-night  arriv 
following  multiple  stopov  ers  and  long,  arduous  flights  home  that  1 
only  a  few  days  of  relaxation  before  starting  all  over  again. 

"Traveling  commercially  was  very  hard  on  the  body,"  he  sa] 
"I  started  thinking  that  with  the  money  I  was  winning,  I  had 
invest  in  myself  and  my  family."  He  did,  and  now  Barrichello 
sharpening  his  competitive  edge  with  his  own  Embraer  Legacy  j< 

A  Need  for  Speed 

For  Barrichello,  his  Legacy  is  essential  to  business  and  pnva 
life.  "I  always  felt  that  if  you  are  happier  with  your  life,  you  c 
do  your  job  better.  I'm  definitely  happier  by  having  the  plane," 
says.  "I  am  able  to  exercise  and  relax  much  more  at  home.  It  i: 
tremendous  step  forward." 

While  the  Legacy  claims  one  of  the  largest  business  jet  cabii 
and  baggage  compartments,  it  also  has  the  price  and  operating  eco 
omy  of  a  much  smaller  jet,  Barrichello  points  out.  He  plans  most 
his  flights  at  night  and  converts  the  Legacy  cabin  into  an  airbori 
hotel  suite  where  he  sleeps  en  route,  lands  minutes  from  the  tra 
and  arrives  refreshed  and  ready  to  race.  "You  get  there  in  such  eoo 
shape," he  says,  and  that  allows  him  to  live  life  at  full  throttle. 


"Yes,  it's  more  expensive  than 

taking  a  commercial  flight,  but 

the  increased  productivity  and 

convenience  is  well  worth  it." 

MICHAEL  CHERNINE 
President,  LandBaron  Investments 
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It's  not  just  a  card. 


MARQUISJET 


fleet  by  NetJets 


t's  a  choice 


A  choice  to  speed  up  your  life 
A  choice  to  slow  it  down. 


Marquis  Jet  CardSM  Owners  enjoy  the  uncompromising  quality, 
consistency  and  safety  of  NetJets' ,  25  hours  at  a  time. 


The  best  fleet,  pilots  and  service  in  the  world.  Make  the  choice 
to  accomplish  more.  Call  today  1.866.538.3201  or  visit  Marquisjet.com. 


MARQUISJET 
?y>,  6591  53f| 

JOHN  7  WftTtki 
HAWKER  '.fjOXI- 


All  program  flights  operated  by  NetJets'-  companies  under  their  respective  FAR  Part  135  Air  Carrier  Certificates. 
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BUY  A  FRACTION,  GAIN  THE  WHOLl 


Fractional  ownership  provides  all  the  benefits  of  owning  a 
plane  at  a  fraction  of  the  cost,  but  with  none  of  the  oper- 
ational responsibilities.  You  buy  only  the  amount  of  flying 
time  you  need,  measured  in  annual  hours.  Your  plane  is 
available  anywhere  in  the  nation  whenever  you  need  it.  Owners 
make  an  initial  capital  investment  for  a  five-year  period,  then  pay  a 
monthly  maintenance  fee  plus  a  fixed  flight-hour  fee,  but  only  for 
the  time  spent  aboard.  A  host  of  new  options  and  aircraft  choices  is 
making  fractional  ownership  even  more  flexible  and  cost-effective. 


IMPECCABLE  SERVICE, 
UNCOMPROMISED  SAFETY 

Five  U.S.  companies  dominate  the  fractional  marketplace:  Net- 
Jets  (a  Berkshire  Hathaway  company),  Flight  Options  (a  Raytheon 
company),  Bombardier  Flexjet  (owned  by  Bombardier),  Citation- 
Shares  (owned  by  TAG  and  Cessna)  and  Avantair.  Each  company 
operates  a  unique  range  of  aircraft  and  offers  flexible  ownership 
options,  including  the  ability  to  use  multiple  aircraft  simultaneous- 
ly, to  utilize  more  or  less  than  the  number  of  contracted  annual 
hours  or  to  choose  larger  or  smaller  aircraft  as  needed. 

NetJets 

Netjets  invented  the  fractional  ownership  idea.  The  company 
remains  the  largest,  most  experienced  provider  with  the  widest 
range  of  aircraft  choices.  Netjets  partnered  with  Marquis  Jet  to 
offer  Netjets  service  using  a  prepaid,  single-price  Marquis  Jet 
Card,  25  hours  at  a  time. 

Bombardier  Flexjet 

Bombardier  Flexjet  specializes  exclusively  in  Bombardier  air- 
craft, including  a  full  line  of  Learjets  and  Challengers.  It  can  often 


be  difficult  to  precisely  estimate  annual  utilization,  so  Flexjet  cr 
ated  the  Versatility  Plus  program.  This  allows  owners  to  sell  unus< 
hours  or  purchase  needed  hours  from  an  owners'  exchange  pol 
and  even  buy  time  in  an  aircraft  other  than  the  one  they  own. 

This  flexible  program  has  paid  off  for  Target  Enterprises  I  t 
President  and  Chief  Executive  Officer  David  Bienstock,  whoi 
company  owns  a  share  in  a  Learjet  60,  but  often  needs  to  "trac 
up"  to  a  larger  cabin  Challenger.  "As  an  owner  I  get  to  buv  up  ' 
25%  more  hours  in  an  aircraft  of  my  choice,  so  it's  really  bee 
something  that  has  helped  us  tremendously,"  says  Bienstock. 


FLIGHT  LOG 

Zyman  Group 

Sergio    Zyman   is  tl 
driving  force  behind  Atlant 
based  marketing  firm,  Zym; 
Group.  As  former  chief  ma 

keting  officer  of  The  Coca-Cola  Company,  best-selling  autho 
sought-after  speaker  and  dynamo  of  enthusiasm,  Zvman  breaj 
all  the  traditional  rules  with  his  refreshing  marketing  vision.  S 
it's  no  wonder  the  man  who  thinks  at  the  speed  of  sound  h; 
embraced  the  use  of  personal  aircraft  for  gaining  time  an 
enhancing  personal  and  business  productivity. 

"I've  analyzed  this  carefully,"  he  says.  "When  our  business  starte 
growing,  we  started  looking  at  the  return  on  investment  in  a  pr 
vate  aircraft.  There  was  no  question  about  it:  Owning  your  ow 
jet  was  really  worth  it.  It  gave  us  the  ability  to  be  anywhere  in  tr, 
market  and  to  take  on  more  business.  Don't  think  for  a  momer 
that  one  remains  oblivious  to  the  cost,  but  I  think  anvone  wh 
experiences  it  is  immediately  aware  of  the  benefits." 

Multiple  Needs  —  Combined  Solutions 

A  Learjet  fractional  share  from  Bombardier  Flexjet  wi 
Zyman 's  original  choice.  But,  after  amassing  considerable  fligl! 
hours  over  a  short  period,  he  was  ready  to  move  to  outright  owr 
ership.  Now  Zyman  has  both:  a  small-cabin,  wholly  owned  Leal 
jet  for  the  out-and-back  two-hour  flights  and  a  Flexjet  fraction; 
share  in  a  wide-body  Bombardier  Challenger  300  for  the  longe 
flights  and  for  times  when  more  people  are  aboard. 

With  offices  in  northeast  Atlanta,  he  is  just  minutes  fron 
takeoff  at  a  local  airfield  and  can  be  landing  1 ,000  miles  awa 
before  a  commercial  traveler  has  even  reached  Atlanta's  airlin 
departure  gate.  His  trips  are  frequent  and  fast.  On  a  hectic  twc 
day  schedule  he  attended  meetings  in  Miami,  Dallas,  Omaha 
Chicago  and  finally  the  Dominican  Republic.  "It  is  just  not  possi 
ble  to  do  this  any  other  way.  It's  a  very  efficient  use  of  time.  Anj 
the  amount  of  wear  and  tear  it  saves  is  remarkable,"  he  says. 


 Illlllllllllllllllllllllllll^ 


CIRRUS  is  the  only  airplane  in  the  world  where  an  airframe  parachute  recovery 
system  comes  standard.  Take  a  demo  flight  and  find  out  about  all  of  our  innovative 
safety  features  that  have  made  CIRRUS  the  best  selling  airplane  in  the  world. 
CIRRUS  -  we've  got  you  covered, 

take  a  demo  flight  |  888.759.0054  |  visitcirrusdesign.com 
MIND  OF  AN  ENGINEER.  HEART  OF  A  PILOT. 


CIRRUS 
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Flight  Options 

Flight  Options  offers  a  full  range  of  small-  to  large-cabin  air- 
craft choices  ranging  from  the  popular  Raytheon  Hawker  400XP 
and  the  midsize  Hawker  800XP  to  the  fast  Citation  X'and  the 
ultralarge-cabin  Embraer  Legacy.  The  Legacy,  priced  like  a  mid- 
size jet,  boasts  one  of  the  most  spacious  business  jet  cabins  and 
offers  unprecedented  reliability. 

Flight  Options  continues  to  introduce  innovative  programs 
such  as  the  75/25  combo-share  plan  where  annual  hours  can  be 
split  among  two  different  aircraft  types.  Flight  Options  also 
offers  an  extended  service  area  option,  tiered  pricing  based  on 
trip  length  and  an  attractive  leasing  program.  In  addition,  a 
single-fee  JetPASS  card  allows  users  to  purchase  flight  time  on 
Flight  Options  aircraft  in  2  5 -hour  increments. 

FLIGHT  LOG 

WW  Group 

Florine  Mark  is  a  Weight 
Watchers  legend.  Forty  years 
ago,  she  founded  WW  Group 
in  Farmington  Hills,  Mich. 
By  2002  Mark  commanded  the  largest  Weight  Watchers 
International  franchise,  numbering  more  than  800  locations  and 
1  50,000  members.  She  expanded  and  standardized  her  program 
across  1  3  states  while  juggling  TV  commercials,  live-healthy 
videos  and  motivational  speaking  engagements.  Travel  was  con- 
stant and  the  amount  of  time  wasted  in  airports  was  immense. 
The  grueling  schedules  took  their  toll. 

Company  Vice  President  and  board  member  Dr.  Richard 
Mark  says,  "I  convinced  her  that  there  was  a  better  way."  He  found 
it  with  Flight  Options  fractional  ownership  and  purchased  a 
fractional  share  in  a  Raytheon  Hawker  800  —  a  solution  that 
grew  in  hours  and  continues  to  serve  them  well  after  five  years. 

Essential  Tool  for  Business  Growth 

"It  became  an  essential  tool  for  us,"  says  Dr.  Mark. 
Typically  five  or  six  people  would  work  on  the  plane,  meet  area 
managers  in  three  or  four  cities  and  get  back  the  same  day. 
Unproductive  travel  time  was  virtually  eliminated,  and  with  six 
or  more  aboard,  the  travel  cost  was  comparable  to  commercial 
airfares.  Most  importantly,  he  emphasizes,  "You're  in  complete 
control  of  your  schedule." 

Although  WW  Group  sold  a  large  portion  of  the  franchise 
in  2003,  the  value  of  the  Flight  Options  program  continues.  "We 
still  have  a  family  business,"  says  Dr.  Mark,  referring  to  WW  Real 
Estate  Group,  which  has  investments  in  Florida,  Arizona  and  the 
Northeast.  As  a  result  of  the  Flight  Options  program,  Mark 
points  out  that  development  projects  are  under  way  in  locations 
that  otherwise  would  be  impractical.  "We  love  it,"  he  savs. 


"You  can't  justify  a  business  air- 
craft on  the  basis  of  economics 
alone.  You  have  to  put  a  value 
on  your  personal  time  as  well 
as  on  the  wear  and  tear  on 
yourself  and  your  executives." 
DALE  ROSS 

Chairman  and  CEO,  US  Oncology 
CitationShares 

CitationShares  confines  its  fleet  to  small-  and  midsize 
cabin  Cessna  Citations,  which  significantly  lower  the  cost  i 
entry  into  the  world  of  private  jet  travel.  These  smal 
aircraft  are  ideal  for  typical  two-  to  three-hour  flights;  how 
ever,  CitationShares  recently  added  nonstop,  coast-to-coa 
capability  with  its  latest  midsize  Citation  Sovereign.  Tc 
company  has  a  number  of  unique  offerings  includiri 
the  Preferred  Positioning  Program,  which  lets  owners  trav 
on  "repositioning  flights"  at  a  reduced  cost,  and  ValuePlul 
which  enables  owners  to  purchase  incremental  flight  hou] 
at  special  rates. 

FLIGHT  LOG 

US  Oncology 

Encouraged  by  boaii 
members  to  consider  the  ben< 
fits  of  a  private  aircraft,  Da) 
Ross,  chairman  and  chief  exej 
utive  officer  of  Houston, Tex. -based  US  Oncology,  admits  he  initial! 
resisted.  Ultimately  he  opted  for  a  fractional  share  in  a  CitationShan 
Cessna  Citation  Excel,  and  now  he's  a  firm  believer.  "It  is  a  terrifj 
tool," he  says.  "Just  incredible.  I  can't  say  enough  positive  things  aboi 
it."  The  big  revelation  was  the  massive  gain  in  efficiency:  "You  can 
justify  a  business  aircraft  on  the  basis  of  economics  alone,"  he  poiru 
out.  "You  have  to  put  a  value  on  your  personal  time  as  well  as  on  tr 
wear  and  tear  on  yourself  and  vour  executives,"  he  savs. 

US  Oncology  is  one  of  the  nation's  largest  health  care  ne 
works  dedicated  exclusively  to  cancer  treatment  and  researcl 
with  994  physicians  at  more  than  494  community  sites  in  3 
states.  "If  I  can  catch  an  airline  flight  between  major  hubs,  I  will 
he  says.  "But  a  considerable  number  of  our  operations  are  locate 
in  areas  that  are  not  well  served  [commercially] ."  The  Citation 
Shares  Excel  enables  him  to  get  in  and  out  of  the  smaller  airpor 
like  the  one  1  5  minutes  from  his  office.  "I  can  go  to  one  of  o\\ 


Together,  we  make  it  happen. 


World-class  service  for  the  personal  air  travel  needs  of  the  most  experienced 
travelers  is  easier  than  ever  with  the  winning  combination  of  TAG  Aviation  and 
American  Express.  You  select  the  aircraft,  the  schedule,  and  your  companions  for 
each  flight.  TAG  ensures  the  safety,  security,  and  convenience  critical  for  today's 
travel.  American  Express  makes  payment  easy. 

It's  simple;  utilize  TAG'S  expertise  and  the  convenience  of  using  your  American 
Express  card.  One  call  does  it  all. 


1-800-332-2145  ■  www.tagaviation.com 
Personal  Air  Travel  Solutions 

Aircraft  Charter  Sales,  Management,  Acquisition  and  Sales 


TAG  Aviation  USA,  Inc.  arranges  charter  travel  on  FAA-certificated  and  DOT-registered  air  carriers.  CST  2078988-50 


New  York 


Los  Angeles 
Minneapolis 


1-800-627-8465 


1-800-726-1673 


1-800-331-1930 


jets@tagaviation.com 

flybyjet@tagaviation.com 

fly@tagaviation.com 


San  Francisco  1-800-332-2145 


Chicago 


Houston 


1-800-314-2131 


1-877-959-8200 


charter@tagawiation.com 

travel@tagaviation.com 

flyjets@tagaviation.com 
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network  cancer  centers  and  take  only  a  few  hours  out  of  the  day, 
or  go  to  an  evening  meeting  or  speaking  engagement  and  get 
home  that  night,"  he  says. 

More  than  mere  transportation,  the  jet  also  provides  a  qual- 
ity work  environment.  "Personally,  I've  found  that  executives 
think  more  creatively  aboard  the  plane,"  says  Ross.  He  also  uses 
the  CitationShares  jet  to  fly  physician  groups  to  view  cancer  cen- 
ters. "Without  this  kind  of  tool,  it  would  be  absolutely  impossi- 
ble to  get  a  group  to  give  up  their  busy  schedule  and  travel  to  one 
of  our  facilities  commercially,"  he  says. 

Avantair 

Avantair  is  the  newest  fractional  provider  and  one  of  the 
fastest  growing.  Its  fleet  is  comprised  exclusively  of  the  Italian- 
built  Piaggio  Avanti  turboprop.  The  Avanti  offers  the  cabin  size  of 
a  midsize  jet,  the  speed  of  a  light  jet  and  considerably  lower  oper- 
ating and  acquisition  costs.  Avantair  is  also  the  only  fractional 
operator  to  offer  simple  "one  price"  monthly  billing,  eliminating 
the  need  for  variable  monthly  per-flight-hour  charges. 


FLIGHT  LOG 
DEC  Capital,  Inc. 

As  founder  and  sole 
principal  of  Lincoln,  Nebr.- 
based  DEC  Capital,  Inc., 
a  successful  commodities 


asset  management  firm,  Douglas  Carper  understands  t 
value  of  a. good  investment.  To  serve  his  clients,  Carper  tr 
els  a  lot,  but  going  anywhere  from  Lincoln  was  not  ea 
and  time  lost  on  commercial  schedules  was  immense.  1 
tried  charter  but  quickly  learned  that  charter  prices  a 
service  —  not  to  mention  quality,  choice  and  availabilitv 
were  inconsistent. 

He  researched  all  the  major  fractional  programs  ai 
invested  with  Avantair,  enticed  by  its  uniquely  fast,  450-m 
Avanti  as  well  as  the  company's  sensible  single-pric, 
monthly  billing  program.  "It  became  very  clear  from  a  bu 
geting  perspective  that  Avantair's  advantage  is  significan 
he  says.  "You  get  an  airplane  with  small-jet  speeds  ai 
range  with  a  larger,  more  comfortable  cabin  but  at  turbi 
prop  fuel  efficiencies." 

Like  a  high  proportion  of  Avantair  owners,  Carper  do 
bled  his  1/16,  SO-annual-hour  share  investment  in  the  fii 
year.  "I  became  increasingly  comfortable  using  [the  Avan 
more  frequently,"  he  says.  "It  makes  it  possible  for  me  to  j 
trips  that  I  would  not  consider  otherwise." 

What  about  the  cost?  "You  just  need  to  determine  wrj 
your  time  is  worth  and  what  it's  costing  you  in  terij 
of  opportunity.  It  is  an  expense,  but  an  expense  thai 
worth  it,"  he  says.  "And,  I  don't  know.how  you  put  a  pri 
on  convenience." 


THE  DEBIT  CARD  THAT  FLIES 


Jet  travel  card  programs  —  the  newest  form  of  private  jet 
access  —  combine  the  consistency  and  reliability  of  frac- 
tional ownership  with  the  ease  and  convenience  of  charter. 
You  make  a  single  payment,  and  when  your  onboard  flight- 
hour  allocation  is  gone,  so  is  your  commitment. 

There  are  a  variety  of  jet  card  programs  available,  and  some 
are  aligned  with  established  fractional  fleets  such  as  the  Marquis 
Jet  Card,  which  is  exclusively  associated  with  Netjets,  the  Bom- 
bardier Flexjet  Membership  Card,  Flight  Options'  JetPass  and 
CitationShares' Vector  JetCard.  Others  are  tied  to  top  charter  air- 
craft providers  such  as  TAG 's  JetCard,  Sentient  and  Bombardier 
Skyjet.  All  offer  a  consistent  high-quality  service  availing  private 
jet  travel  to  a  vastly  broader  audience. 

THE  CARD  THAT  CHANGES  YOUR 
PERSPECTIVE  ON  TRAVEL  FOREVER 

Take  the  Marquis  Jet  Card,  which,  for  a  single  payment,  offers 
2  5  flight  hours  in  any  of  nine  different  aircraft  types  in  the  Netjets 
U.S.  and  European  fleet.  And,  your  card  is  good  on  both  sides  of 
the  Atlantic.  For  added  versatility,  there's  a  unique  "combo"  card 


that  lets  you  split  hours  between  two  different  aircraft. 

On  the  other  hand,  the  TAG  Aviation  JetCard  gives  you  acd 
to  a  wide  variety  of  charter  aircraft  in  TAG's  own  fleet 
a  number  of  other  aircraft  specifically  approved  by  TAG  aij 
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Teedom. 


Fueled  and  Waiting. 
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o|HTaU'd  In  the  nation's  most  respected  charter' operators. TAG 's 
prepaid  JetCard  is  available  in  increments  of  $  100,000,  $250,000 
and  $500,000,  and  provides  access  to  seven  aircraft  types  indi- 
vidually priced  at  fixed  one-way  hourly  rates.  The  value  of  hours 
expended  are  deducted  from  the  card  balance.  As  a  bonus, TAG 
offers  reduced  pricing  for  round-trip  flights. 


FLIGHT  LOG 
Land  Baron 
Investments 


go  and  still  get  back  in  the  office  that  day,"  he  says.  "I  have  to 
control  of  my  schedule  and  can  get  any  size  jet  I  need.  It's  ere 
ed  a  lot  of  flexibility  in  my  life  and  freed  up  a  lot  of  time.''  \( 
Chernine  flies  with  his  Marquis  Jet  Card  exclusively.  "I  go  frc 
my  front  door  to  the  airplane  in  20  minutes,"  he  notes.  "The  cc 
venience  is  unparalleled.  Sure  it  costs  more  to  travel  this  way,  I 
it  allows  me  to  be  more  productive;  plus,  what  it  adds  to  my  m 
sonal  life  makes  it  well  worth  it." 


the 


After  experiencing 
time  savings,  comfort  and  con- 
venience of  flying  privately,  Las 
Vegas-based  real  estate  developer  Michael  Chernine  was  convinced 
of  the  benefits.  But  when  Chernine  chartered  to  expand  his  devel- 
opment interests  throughout  the  western  states,  he  experienced 
reliability  and  service  issues.  After  considering  all  options,  he  pur- 
chased a  Marquis  Jet  Card,  which  gave  him  everything  he  needed. 
It  freed  him  from  the  sizable  capital  investments  that  whole  or  frac- 
tional ownership  demands  and,  at  the  same  time,  provided  access 
to  Net  Jets'  quality,  consistency  and  safety. 

"I  wasn't  sure  I  was  going  to  be  able  to  use  25  hours  within 
the  year,  and  now  I'm  on  my  fourth  card,"  he  says.  His  business 
has  increased  substantially  as  a  result  of  this  newfound  freedom. 
"It's  an  integral  part  of  my  business.  I  can  get  to  where  I  need  to 


OWN  YOUR  OWN  —  FLY  YOURSELF 


New-generation  piston-powered  aircraft  such  as  the 
Cirrus,  with  its  high-tech  design,  unique  safety  fea- 
tures and  airliner-like  instrumentation,  including 
satellite  navigation,  weather,  terrain  and  traffic 
information,  are  bringing  a  wave  of  new  pilots  to  the  skies  and 
transforming  their  businesses  and  personal  lives. 

It  was  a  desire  to  balance  these  two  elements  that  led  Trent 
Hattaway  and  his  business  partner  to  buy  a  single-engine  Cirrus 
for  The  Agents  Companies,  their  Indian  Trail,  N.C.,  waterproof- 
ing and  sealing  agents  firm.  Though  neither  was  an  aviator,  they 
purchased  the  plane  and  hired  a  pilot  to  fly  them  throughout 
their  growing  markets  in  the  Carolinas  and  Georgia. 

Initially  impressed  by  innovative  safety  features  includ- 
ing a  parachute  for  the  airplane,  which  is  deployable  in  an 
emergency,  Hattaway  says  Cirrus's  speed  and  operating 
economy  proved  to  be  instant  benefits.  "Being  able  to  travel 
two  or  three  hundred  miles  and  be  home  that  night  was 
key,"  he  says.  "The  plane  gives  us  that  flexibility."  He  can  fly 
250  miles  to  Atlanta  in  less  time  than  it  takes  to  drive  across 
Charlotte.  "It  shrunk  the  map  and  allowed  us  to  expand  our 
business,"  comments  Hattaway. 


BUY  A  SHARE,  HIRE  A  PILOT 

Ever-increasing  demand  for  airplanes  like  the  Cirrus 
leading  to  new  access  options  including  fractional  owns 
ship,  once  known  only  to  the  jet  community.  Bob  Riche 
chief  executive  officer  of  RCR  Companies,  a  plumbing  coi 
tracting  firm  in  Riverside,  Calif.,  isn't  a  pilot,  but  with 
business  locations  stretching  from  Sacramento  to  San  Dieg] 
he  bought  a  fractional  share  in  a  Cirrus  specifically  for  h 
business.  OurPLANE,  Inc.,  which  introduced  the  fractioi 
al  ownership  idea  to  small  personal  aircraft,  helped  Richi 
find  qualified  pilots. 

"II  I  have  to  drive  to  Bakersfield,  it  takes  me  foi 
hours,"  Richey  says.  "I  can  fly  there  in  45  minutes."  H 
vacation  home  in  Lake  Havasu,  Ariz.,  is  typically  a  five-  I 
six-hour  road  trek,  but  Richey  makes  it  more  safely  in 
hour  and  fifteen  minutes  while  adding  extra  days  to  hi 
vacation.  "Having  access  to  a  private  airplane  definite 
changes  your  life,"  he  says.  "What  is  the  value  of  an  hoi 
of  your  time?  When  you  look  at  what  it  costs  to  fly  [pr 
vately],  it  doesn't  take  long  to  figure  out  that  it's  a  vei 
cost-effective  investment." 


lie  new  Phenom  300  merges  high  comfort  with  high  utilization. 

tibraer  makes  the  light  jet  experience  as  comfortable  as  it  is  efficient.  Fine  interior  design  permeates 
th  the  large  cabin  and  the  single-pilot  capable  flight  deck.  The  revolutionary  Oval  Lite™cabin  profile 
rther  enhances  space.  A  rear  lavatory  and  other  thoughtful  details  make  the  Embraer  Phenom  300 
p  most  luxurious  light  jet  available.  Range  is  1,800  nm,  with  a  high-speed  cruise  of  450  ktas.  And 
nbraer's  famed  high-utilization  expertise  frees  you  from  doubt  and  delay.  For  information,  call 
4-359-JETS  (U.S.)  or  visit  vvww.embraerexecutivejets.com. 

!\ZIL  (+55  12)  3927  3399      EUROPE  (+33  1)  49  38  44  44      ASIA  PACIFIC  (+65)  6734  4321       CHINA  (+86  10)  6505  5045 


Human  factor  high. 


PHENOM  300 

BY  EMBRAER 
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A  NEW  BREED  OF  PERSONAL  JETS 


The  introduction  of  owner-flown  very  light  jets  (VLJs) 
is  poised  to  open  the  floodgates  of  opportunity  for 
personal  and  business  travel.  Driven  by  record  inter- 
est, exciting  developments  are  in  the  works  from 
longtime  jet  manufacturers  such  as  Embraer  and  Cessna  and  start- 
ups like  Eclipse  and  Adam  Aircraft.  Even  Cirrus  and  Diamond 
Aircraft,  which  are  well  established  in  the  piston-engine  market, 
are  developing  their  own  small  jets. 

To  ease  the  transition  from  luxury  car  to  small  jet,  Embraer 
hired  BMW  to  design  the  cabin  and  cockpit  of  its  new  VLJ,  the 
Phenom  100.  Embraer 's  new  approach  to  design,  comfort  and 
efficiency  caught  the  attention  of  Matthew  Hagans,  chief  execu- 
tive officer  of  Eagle  Creek  Aviation  Services,  who  has  seven 
Phenom  1 00s  on  order.  Hagans  will  manage  six  for  customers 
and  keep  one  for  charter. 

In  addition,  the  VLJs,  with  acquisition  costs  at  about  half  that 
of  the  least  expensive  current  small  jet,  offer  attractive  operating 
economics  that  make  yellow-cab-like  air  taxi  services  practical. 
In  the  future,  travelers  at  major  airline  terminals  will  climb 
aboard  these  VLJ  air  taxis  and  be  shuttled  directly  to  outlying 
destinations  not  currently  served  by  commercial  flights. 

"[Our  own  airplane]  lets  us  keep 
expanding.  It  gives  us  that  flexi- 
bility. The  old  rules  were,  you  grow 
a  business,  become  a  workaholic 
and  miss  your  kids  growing  up.  Now 
I  can  have  a  meeting  300  miles  away 
and  be  back  to  have  dinner  with  the 
family.  That's  real  important  to  me. 

TRENT  HATTAWAY 
President,  The  Agents  Companies 


THE  DAWN  OF  A  NEW  ERA  IN 
PERSONAL  MOBILITY 

Latest-generation  low-cost,  state-of-the-art  aircraft  are 
coming  down  the  production  line  and  will  be  landing  at  an 
airfield  near  you  shortly.  Now  you  too  can  experience  the 
transformation  that  pri\  air  travel  will  make  in  your  life.  The 
personal  travel  revolution  has  begun.  Welcome  aboard  and  enjoy 
the  smooth  ride  ahead .  ~^aL 


RESOURCE  DIRECTORY 


Avantair 

www.avantair.com 

877.BUY.PI80 

Bombardier  Flexjet 

www.flexjet.com 

800.FLEXJET 

Cirrus 

www.cirrusdesign.com 
888.750.9927 

CitationShares 


Embraer 
www.embraer.com 
954.359.JETS 

Flight  Options 
www.flightoptions.con 
877.703.2348 

Marquis  Jet 

www.marquisjet.com 

I.866.JET.I400 

TAG  Aviation 


www.citationshares.com  www.tagaviation.com 


800.340.7767 


General  Aviation 

Manufacturers 

Association 

www.gama.aero 

202.393.1500 


800.331.1930 


National  Business 
Aviation  Association 
www.nbaa.org 
202.783.9000 
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CONTROL 


list  on  the  highest  residual  value, 
mand  exceptional  service.  Expect 
;  youngest  fleet.  It's  all  possible  with 
ctional  ownership  at  CitationShares. 
ue,  service  and  quality  are  ingrained 
our  company  culture.  We're  not  the 
gest.  But  we  are  the  best. 


3tionShares.com        800.340.7767  x  121 


ABOVE  AND  BEYOND 
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Prices  approximate;  for  stores,  set  page 
f  120.  His  swim  trunks  by  Malo.  $295. 
Her  cashmjere  top  by  Lucien  Pellat-Finet. 
$1,970.  Made-to-order  crochet  bikini 
by  Dolce  ScGabbana.  $5,095.  Turquoise- 
and-gold  necklace  by  Tiffany  8c  Co. 
$1,125.  Sandals  by  Brian  Atwood.  $810. 
Cotton  towel  by  Hermes.  $450.  Photo- 
graphed at  The  Moorings,  Islamorada,  FL, 


'eneta. 


ton  T-shirt  by  Bottcga  Vi 
Mshortsjjy  Chanel.  $255.  Enameled 
-and-diamond  charms  (on  ankle), 
taron  Basha.  From  $1,100.  Opposite: 
ia  trunks  by  Prada.  $170.  Sunglasses  b 
er  Peoples  by  Larry  Leight.  $400. 
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There's  a  secret  to  building  a  Team 
Sandtastic  sand  castle.  (It  takes 
a  lifetime  to  get  one  just  right.) 

by  Stephanie  Cooperman 


Islamorada,  like  the  rest  of  the  Florida  Keys,  is 
linked  to  Miami  by  U.S.  1,  an  island-hopping,  two- 
lane  highway  crowded  both  with  marks  of  its  fishing-town 
origins  (Caloosa  Cove  Tackle  &  Bait  Shop,  mile  marker  73.5, 
Hook  Up  Lures,  #77.5)  and  its  tourist-haven  present  (Breezy 
Palms,  #80,  Pelican  Cove,  #84.5).  Between  mile  markers  81 
and  82,  just  beyond  the  pastel  cottages  of  the  luxury  resort  The 
Moorings  and  before  the  hard  blue  of  the  Atlantic,  lies  a  narrow 
beach  where  I  am  watching  Mark  Mason  build  a  sand  castle. 

"It's  just  sand  and  water.  That's  it.  People  will  say,  'Oh,  they're 
using  special  sand.'  But  no  one  looks  at  a  painting  and  says,  'Oh, 
they  had  special  oils,'"  he  says. 

Standing  on  a  five-foot-high  mountain  of  sand,  a  hose  in  one 
hand,  a  shovel  in  the  other,  Mason,  42,  stomps  the  mound  with 
his  left  foot  and  explains  what  he  has  explained  a  thousand  times 
before.  No,  there  aren't  any  stones  or  pieces  of  wood  holding  up 
his  castles.  No,  he  doesn't  add  any  secret  ingredients.  And  no,  he 
doesn't  use  any  special  instruments.  In  fact,  every  one  of  his 
tools — from  the  cement  spreaders  he'll  smooth  the  sides  of  the 
towers  with  to  the  melon-baller  he'll  use  to  carve  windows — can 
be  found  in  a  garage  or  kitchen.  The  answer,  then,  to  what  makes 
the  services  of  Mason's  sand-sculpture  company,  Team  Sand- 
tastic, so  coveted  is  simple:  Just  sand  and  water  can  produce  jaw- 
dropping  results.  Mason's  portfolu  is  ill  of  hem — an  undersea 
scene  complete  with  coral  reef  and  scubs  diver;  likenesses  of 
Theodore  Roosevelt  and  Albert  Einstein;  a  [  i  amid  and  sphinx. 


Today,  the  order  is  medieval  architecture  a  la  Mont-Sair 
Michel  or  one  of  King  Ludwig's  19th-century  eccentricities.  I 
a  humid  day,  but  there's  a  consoling  breeze  that  Mason  and  1: 
high-school  buddy  and  employee,  Larry  Hudson,  apprecial 
Over  the  next  six  and  a  hall  hours  they  will  sculpt  the  castle  fro 
the  mound,  stopping  only  once  for  a  15-minute  lunch  break. 

Hudson  piles  more  sand  with  the  11-year-old  shovel  h« 
nicknamed  "Old  Trusty."  Like  Mason,  he's  never  taken  an  a 
class.  The  two  spent  most  of  their  time  growing  up  in  I 
Lauderdale  on  the  beach,  tossing  a  Frisbee  and  building  casd« 
They  won  their  first  Sun-Sentinel  annual  sand  castle-buildii 
contest  in  high  school.  Theirs  was  the  only  team  that  practia 
beforehand.  "It's  a  hobby  gone  crazy,"  Mason  says.  Today  Tea 
Sandtastic  builds  60  to  80  sculptures  a  year  and  holds  tl 
Guinness  World  Record  for  the  tallest  sand  sculpture  built  in  Id 
man-hours,  at  28  feet,  7.25  inches  from  240  tons  of  sand. 

While  they  will  continually  spray  the  sculpture  with  water,  tl 
initial  process  of  compacting  the  three  tons  of  wet  sand  benea 
Mason,  called  the  "pound  up,"  is  the  most  important  work  the) 
do  all  day.  It's  also  Mason's  signature. 

"That's  what  we're  known  for.  The  castle  will  be  the  cente 
so  it  has  to  be  strong.  Everything  else  will  be  pulled  away  as  \ 
sculpt,"  he  says.  "The  best  thing  about  sand  is  it's  a  positive  ar 
a  negative.  You  take  away  but  you  can  also  build  up.  You  can't  c 
that  with  any  other  medium.  Not  with  marble.  Not  with  wooc 

As  Mason  begins  to  sculpt  the  first  peaks  from  the  top  dov 


108  t  ForbesLife 


Sandman 


e  work  with  gravity,"  he  says),  Hudson  digs  a  slurry  pond — a 
ow  ditch  filled  with  water  they  will  use  when  the  sand  becomes 
Iry.  Mason  cuts  wide  swaths  with  the  cement  spreader  to  form 
lgh  cylinder,  then  evens  it  out  with  a  spatula.  After  he  carves  a 
low  and  forms  a  ledge  under  it,  he  uses  a  level  to  make  sure  it's 
set.  He  removes  excess  sand  with  a  paintbrush, 
dason  makes  it  look  easy.  When  I  try  to  carve  a  simple  tower, 
aks  more  like  a  pencil  gnarled  by  a  sharpener  before  it  col- 
:s  entirely. 

[f  you're  carving  a  sand  castle  and  something  doesn't  fall,  you 
n't  pushed  the  limit  of  sand,"  he  says.  Mason  often  speaks  of 
irtwork  in  a  hushed  tone  reminiscent  of  painter  Bob  Ross, 
the  ephemeral  quality  I'm  interested  in.  The  fact  that 
can't  take  it  with  you.  When  it  comes  down  to  it,  this  is  a 
armance  art.  I  never  consider  the  work  finished.  There's 
tant  manipulation." 

Awhile  Mason  hopes  to  help  his  corporate  clients — Rolex, 
,  Coca-Cola,  among  others — increase  foot  traffic,  today  he 
cts  vacationing  families.  He  answers  their  questions  over  his 
ilder  while  continuing  to  work,  even  when  a  father  and  his 
Iren  shout  them  from  their  passing  kayak. 
'This  stuff  grinds  your  knees  up,  huh?"  says  Mason.  He 
ds  up  and  brushes  himself  off.  "At  least  my  hands  are  always 
liated."  He's  just  finished  a  suspended  bridge  between  two 
;rs.  This  technique,  what  Mason  calls  "getting  air,"  is  the 
t  difficult  but  also  the  most  impressive.  Mason  adheres  to  a 


fly-by-the-seat-of-your-pants  building  philosophy.  The  bridge 
could  have  very  well  been  another  tower  or  empty  space.  Such  an 
organic  design  process  is  hard  to  accept  even  as  I  am  witnessing 
it.  Surely,  surely  Mason  must  have  a  reason  why  he  chooses  to 
build  one  way  over  another. 

"You'd  laugh.  He's  carving  that  not  to  carve  something  else," 
Hudson  says,  nodding  to  the  platform  "rocks"  Mason  has  created. 

Mason  agrees.  "It's  like  jazz...  the  music  you  don't  play." 

His  attention  to  detail  is  impressive,  improvised  or  not:  stairs 
leading  to  a  back  tower,  a  crest  above  the  door,  windows  so  deep 
they  appear  to  be  hiding  rooms.  One  of  the  last  touches  Mason 
designs  is  the  gate  grid  he  reworks  with  his  index  finger  three  times 
before  he  is  satisfied.  "I  could  stay  here  forever  noodling  with  this," 
he  says.  Thankfully,  sunset  will  prevent  him  from  doing  so. 

Later,  when  the  shadows  have  completely  overtaken  the 
castle,  Mason  will  get  back  on  U.S.  1  and  head  home  to  Sarasota. 
There,  his  two  sons  may  be  in  the  five-foot  by  five-foot  sandbox 
in  the  backyard.  There  won't  be  pastel  houses  or  anyone  passing 
in  a  kayak,  but  Mason  knows  they  will  be  doing  serious  sand 
castle  building. 

"They  think  they're  playing,"  he  says. "  I  know  they're  training."  • 

Team  Sandtastic  sculpts  corporate  logos,  reproductions,  likenesses 
and  scenes.  Team-building  events  and  sand-sculpting  clinics  are  also 
available.  Prices  range  from  $1,500  to  $100,000.  (941)  359-0868, 
www.  teamsandtastic.  com. 
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4$  ^  LeRoy  Grannis  came  to  surf 
photography  in  late  1959,  not  as 
a  professional  or  an  artist,  but  as  a 
middle-aged  family  man  looking  for 
a  hobby  to  reduce  the  stress  of  his 
job.  It  appeared  a  logical  choice,  as 
he  lived  a  few  blocks  from  the  ocean 
and  his  teenage  son  Frank  had 
recently  begun  surfing.  Luckily 
he  happened  to  pick  up  his  camera 
at  a  pivotal  point  in  surfing  history. 

The  following  summer,  with 
an  East  German  35mm  camera, 
he  began  shooting  22nd  Street  in 
Hermosa  Beach,  California,  a 
stretch  of  undistinguished  South 
Bay  beach  break  that  attracted  a 
crew  of  young  surfers  eager  to  show 
off  for  his  lens.  Grannis's  darkroom 
was  the  closest  thing  to  a  one-hour 
photo  lab  in  the  South  Bay,  and 
at  a  time  when  surf  magazines 
came  out  bimonthly,  surfers  were 
ravenous  for  current  shots  of 
themselves.  "Sometimes  I'd  go  right 
from  shooting  at  22nd  Street  to  the 
darkroom,  and  before  I  knew  it 
there'd  be  half  a  dozen  guys  waiting 
to  see  what  I'd  shot,"  Grannis  recalls. 

He  found  out  early  on,  however, 
that  surf  photography  could 
be  dangerous  for  even  the  most 
experienced  waterman.  While 
shooting  Hawaii's  Sunset  Beach 
with  his  Nikonos  from  the  water  one 
day,  a  massive  "West  Peak  Bowl" 


From  left:  Surfer  girl  Gail 
Yarborough,  Hermosa  Beach, 
California,  1964;  The  Big  One  at 
Waimea  Beach,  Hawaii,  1967. 


W        swung  unexpectedly  toward 
le  channel,  breaking  far  outside 
id  trapping  Grannis  direcdy  in  its 
ath.  He  looked  up  to  see  a  20-foot 
all  of  white  water  and  three 
lickset  11 -foot  surfboards  hurtling 
ward  his  unprotected  head.  He 
ove  beneath  the  maelstrom  but 
tanaged  to  keep  his  precious 
imera  safe.  Later,  with  help  from 
is  old  friend  Doc  Ball,  Grannis 
esigned  and  built  his  first 
ibber-lined,  suction-cupped 
aterproof  box,  which  allowed  him 
>  change  film  and  shoot  from 
le  water  with  longer  lenses  and  sit 
l  the  relative  safety  of  Sunset  Beach 
r  the  Waimea  Bay  channel  for 
ours  without  returning  to  shore. 


On  land,  Grannis  loved  the  clean, 
cool  remove  provided  by  the  Century 
•  1000  telephoto  lens.  Viewed  from  a 
half-mile  away,  artfully  framed 
surfers  appeared  as  heroic  figures 
within  a  vast  arena  such  as  Sunset 
Beach.  But  it  was  his  dedication 
to  the  rest  of  the  beach  scene 
that  fills  a  large  gap  in  surfing's 
collective  memory  today.  Grannis's 
photography,  especially  from  1960 
to  1965,  caught  surfing  at  a  critical 
juncture  between  cult  and  culture. 
Upon  first  glance,  his  photos 
may  evoke  nostalgia  for  a  simpler, 
more  naive  era,  but  closer  inspection 
reveals  that  he  was  documenting 
surfing's  rapid  evolution  into  an 
iconic  lifestyle.  His  photos  captured 


the  real  thing,  providing  a  bridge 
between  the  world  of  Beach  Boy 
lyrics  and  the  reality  of  the  Southern 
California  beach  scene.  Surf 
language,  surf  music,  surf  art,  surf 
media,  surf  fashion — all  the  basic 
elements  of  what  are  now  considered 
essential  to  modern  surf  culture 
were  either  conceived  or  codified 
within  this  brief  window  oi  time. 
Grannis  was  one  of  the  few  surf 
photographers  to  swing  his  camera  off 
the  wave  action  and  record  it  all.  • 


TASCHEN  will  print  just  1, 000 
copies  of  LeRoy  Grannis,  Surf 
Photography  of  the  1960s  and 
1970s,  each  one  signed  and  numbered 
by  the  artist.  $400.  www.taschen.com. 
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^  Paul  Smith  leather 
soccer  ball,  $360,  at  Paul  Smith, 
New  York,  (212)  627-9770, 
and  Los  Angeles,  (323)  951-4800. 


« 


BOYY  canvas-and-leather 
bag,  $385,  at  Colette,  Paris; 
Blue  Bag,  Miele  and  Verve,  New 
York;  and  www.boyybag.com. 
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"t----        Re  mergent  A.M 
Moisture  SPF  15  sunscreen, 
$75;  High  Intensity  SPF 
30  sunscreen,  $95;  and  DNA 
Repair  Formula,  $125; 
at  www.remergentskin.com. 


Christian  Roth  sunglasses, 
$220,  at  Bergdorf  Goodman, 
New  York,  (800)  558-1855. 
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Finding  faith  in  fitness 
on  the  road  to  Santiago, 
by  Neal  Santelmann 

Illustrations  by  Josh  Gosfield 

ON  A  BRILLIANT  MONDAY  LAST  SEPTEMBER,  I  HOPPED  ON  A  BIKE 
in  Leon,  Spain,  and  set  off  with  22  other  cyclists  into  the  city's  a.m.  rush. 
We  must  have  been  quite  a  sight,  wobbling  uncertainly  along  thin-shoul- 
dered thoroughfares  aboard  gleaming  Pinarello  racing  road  bikes  and 
Rocky  Mountain  hybrids.  Luckily,  Spanish  drivers  are  known  for  their 
graciousness  toward  cyclists,  which  must  have  been  why  a  trucker  honked 
so  politely  when  another  car  edged  me  into  a  bridge  abutment.  •  It  took 
a  few  miles  to  get  my  cycling  legs,  and  a  few  hundred  more  before  I  finally 
rode  into  Santiago  de  Compostela,  the  capital  of  Galicia,  in  the  moun- 
tains of  northwest  Spain.  We  were  following  El  Camino  de  Santiago, 
the  ancient  Christian  pilgrimage  trail  that  has  borne  the  footsteps  of 
everyone  from  El  Cid  to  Shirley  MacLaine  over  the  past  1,100  years. 
Fortunately,  every  one  of  those  miles  turned  out  to  be  prettier  than  the  half 
dozen  it  took  to  get  out  of  Leon,  and  many  were  quite  spectacular  indeed. 
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Our  route  had  been  plotted  by  Butterfield  &  Robinson,  the 
Toronto  purveyor  of  perhaps  the  cushiest  cycling  vacations  on 
the  planet.  Unlike  some  of  B&R's  better-known  rides,  how- 
ever— its  wine-fueled  Tuscany  Chianti  Getaway,  say,  or  the 
fro  mage- dripper  through  the  Dordogne  Valley — there  wasn't 
much  cushy  about  our  road  to  Santiago. 

"This  is  a  different  sort  of  B&R  trip,"  one  of  our  guides 
warned  over  welcoming  bubbly  at  our  meeting  point  in 
Madrid.  There'd  be  no  museum  visits  or  vineyard  tours  to 
break  up  the  day,  she  explained,  nor  could  we  expect  much 
in  the  way  of  grand  accommodations  or  fine  dining  in  the 
mountains  that  lay  ahead.  "This  trip  is  about  getting  on  your 
bikes  and  getting  there  without  getting  killed."  It  was  also  one 
helluva  ride. 

The  pilgrimage  to  Santiago  dates  from  the  ninth  century, 
but  its  origins  go  back  to  biblical  times,  when  the  apostle  James 
traveled  the  Iberian  peninsula  preaching  the  gospel — or  so  the 
legend  goes.  Upon  returning  to  Jerusalem  in  44  A.D.  Iago,  as  the 
Iberians  knew  him,  ran  afoul  of  local  authorities,  who  killed  him. 
A  few  of  James's  followers  managed  to  steal  his  body  and  sneak 
it  back  to  Iberia  by  a  rudderless  boat.  There  the  remains  went 
undetected  until  813 — or  so  the  legend  continues — when  a  her- 
mit named  Pelayo  followed  a  shower  of  stars  to  where  the  saint's 
sarcophagus  lay  and  the  Cathedral  of  Santiago  now  stands.  Thus 
an  enduring  tourist  industry  was  born. 

Today  the  full  Camino  runs  some  1,200  miles  from  various 
points  in  France  and  Europe.  Its  most  popular  stretch  is  across 
northern  Spain,  including  Galicia — the  "land  of  1,000  rivers" — 
where  we  covered  much  of  our  ground. 

My  fellow  two-wheeled  pilgrims  were  a  hearty  lot,  ranging 
from  mid-40s  to  early  70s,  mostly  Americans  and  B&R  veterans 
almost  to  a  person,  including  several  "Premier  Cru"  riders  who 
had  patronized  at  least  four  trips.  Fit,  friendly  and  champing  at 
the  bit,  they  couldn't  wait  to  tackle  altitude  instead  of  cheese 
platters  on  a  B&R  trip. 

None  was  more  exuberant  in  this  regard  than  Chris 
Crowley,  a  former  corporate  litigator  from  New  York  and 
coauthor,  with  Henry  S.  Lodge,  M.D.,  of  You?iger Next  Year:  A 
Guide  to  Living  Like  50  Until  You're  80  and  Beyond  (Workman 
Publishing;  2004).  Trim  and  robust  at  71,  Crowley  had  been 
recruited  as  a  host/inspiration  for  the  trip.  Indeed,  after  B&R 
failed  to  drum  up  enough  interest  in  its  inaugural  Camino  de 


THERE  WAS  PLENTY  OF  ROOM  FOR  CROWLEY  TO  FLEX 
philosophy  on  El  Camino  de  Santiago.  Rather  than  follow 
pilgrimage  trail  precisely,  our  route  shadowed  and  crisscrossa 
in  pursuit  of  less  congestion  and  more  fetching  views.  T 
meant  not  only  more  miles,  but  a  dizzying  number  of  direct 
changes — perhaps  50  on  a  typical  day's  ride,  and  twice  that  if  j 
opted  for  the  afternoon  extensions — all  spelled  out  in  exacfl 
detail  on  route  sheets  we  attached  to  our  handlebar  bags. 

Our  first  destination  was  Astorga,  a  Roman  town  that  hq 
one  of  Spain's  oldest  cathedrals,  c.  15th  century,  as  well  as 
19th-century  neo-Gothic  Bishop's  Palace  of  renowned  Catal 
architect  Antoni  Gaudi.  After  a  gentle  27-mile  pedal  throu 
cornfields  and  villages,  we  arrived  at  Astorga's  main  square  . 
fell  hungrily  upon  a  midday  repast  with  copious  wine. 

Satiated  and  pleasantly  sauced,  most  of  us  headed  back 
after  lunch  for  a  zip  outside  of  town.  Rolling  along,  I  aslj 
Crowley  how  his  mission  to  get  aging  America  off  its  ass  \| 
going.  "I've  got  a  friend  out  West,"  he  said  as  we  pedaled  over 
hillsides.  "Weighs  a  ton.  Can  barely  walk.  The  book  has  had 
effect  on  him.  Then  again,  I've  got  another  friend  who's  as  rou 
as  butter,  and  he's  working  out  five  days  a  week  thanks  to  i 
book.  He's  still  as  round  as  butter,  but  he's  been  bitten  by  it.  h 
a  believer,  and  it's  changed  his  life. 

"Seventy  percent  of  the  stuff  that  kills  us  is  preventa 
through  regular,  vigorous  exercise,"  Crowley  continued.  B 
aren't  the  high-income  types  Younger  Next  Year  addresses  i 

busy  for  that?  "Oh,  bull  ,"  he  snapped.  "All  it  takes  is 

minutes  of  exercise  a  day.  That's  five  percent  of  your  wakii 
hours.  Nobody  is  too  busy  for  that." 

the  ride  got  a  lot  more  interesting  the  next  mornil 
as  we  rolled  into  the  Maragaten'a  Mountains  foi 
"challenging  but  scenic"  29-mile  haul  to  Ponferra« 
Pilgrims  dotted  the  way:  retirees,  college  studeni 
New  Age  wayfarers,  heartfelt  Christians  and  the  oc<i 
sional  Jesus  look-alike  hauling  a  handmade  cross 
ready  with  an  "bo/a"  or  "bueno  camino"  as  we  blew  pa1 
I  couldn't  help  feeling  they  thought  of  cyclists  as  poseurs.  And] 
the  case  of  our  high-priced  troupe,  at  least,  they  were  right.  Or 
two  riders  expressed  spiritual  motivations  for  being  there,  noi 
of  which  had  anything  to  do  with  Christian  fidelity. 

Among  quiet,  forested  and  interminably  roiling  roads, 


"This  is  a  different  sort  of  B&R  trip,"  one  of  our  guides  warn* 
your  bikes  and  getting  there  without  getting  kille 


Santiago  ride  last  spring,  it  sent  copies  of  Younger  Next  Year  to 
prospective  riders  and  sold  out  our  trip. 

Personally,  I've  never  had  much  use  for  health-and-fitness 
books,  which  I  find  as  excruciatingly  dull  as  they  are  painfully 
obvious.  Yet  I  enjoyed  Younger  Next  Year,  as  much  for  Crowley's 
straight-shooting  tone — which  is  clearly  directed  toward  middle- 
aged  white-collar  types — as  for  Lodge's  scientific  case  that  the 
way  to  stave  off  the  ravages  of  age  is  not  to  creak  through  your 
golden  years  but  to  exercise — and  hard — right  up  to  the  end. 


way  to  Ponferrada  included  a  notable  six-mile  climb  to  almc 
2,000  meters.  Now,  if  you've  never  had  the  pleasure  of  bikii 
steeply  upward  for  a  half  dozen  miles  straight,  I  can  tell  yo 
there's  only  one  way  to  do  it:  Just  keep  pedaling.  And  pedalin 
And  praying  that  the  lunch  van  gets  there  before  you  do,  becau 
you're  going  to  be  famished  once  you  make  it  to  the  top. 

Fortunately,  the  B&R  van  had,  and  our  sweat-drenched  dil 
gence  was  rewarded  with  a  superb  spread  of  cheesy  meat  col 
coctions,  oily  Spanish  pork,  crispy  bread,  tangy  olives,  sugaj 
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serts  and  plenty  of  vino  to  wash  it  down.  We  shared  the 
untaintop  with  a  global  melange  of  bikers,  hikers  and  plump, 
-driven  tourists  who  posed  beneath  La  Cruz  de  Ferro,  a  tow- 
ig  monument  on  a  pile  of  rocks  to  which  pilgrims  add  peb- 
;  from  their  hometowns  as  they  pass. 

kVhat  pedals  up  must  coast  down,  of  course,  and  the  serpen- 
:  descent  that  followed  was  a  thrill.  Even  with  my  brakes  on 
the  cautious  image  of  my  pregnant  wife  in  my  head,  I  could- 
lelp  reaching  bone-shuddering  speeds  on  the  way  to  the  val- 
loor.  Stop  for  photos  of  the  glorious  mountains?  Nah — it  was 
too  damn  much  fun  to  slow  down. 

\nd  so  it  went  over  four  days  of  hard  riding  as  we  wound 
>ugh  the  mountains  to  Santiago.  Just  how  crazy  did  it  get?  On 
iternoon  extension  upon  reaching  Ponferrada,  a  Chicago  de- 
iper,  an  Aussie  surgeon  and  I  got  so  exhausted  on  our  way  up 
ther  peak  that  two  of  us  had  to  walk.  (My  helmet's  off  to  the 
sloper  and  his  mastery  of  the  "granny  gear.")  Grand  total  for 
day:  60  mountainous  miles. 

Crowley  proved  a  game  rider,  the  type  who  pedals  hard  up  a 
and  announces  his  heart  rate — "160!" — for  all  to  hear.  He 
also  a  boisterous  relaxer,  ever  ready  to  summon  more  wine 
ncourage  others  to  join  in  a  nip  of  brandy.  Sure,  he  had  to 
al  standing  more  than  most,  but  considering  how  many  his 
can't  stand  at  all,  he  was  in  fabulous  shape. 
\l  Ambasmestas,  most  of  us  veered  onto  an  exceptionally 
f  option  that  ran  for  15  miles  above  a  beautiful  valley  dotted 
l  cows  and  farmhouses.  On  the  way  to  Triacastela,  I  joined  a 
ip  led  by  Crowley  and  roared  for  nine  miles  down  the  steep- 
descent  of  the  trip — with  no  thought  of  brakes  or  my  preg- 
t  wife  this  time.  On  yet  another  option,  I  pedaled  alone  for 
ally  miles  through  villages  so  remote  and  sleepy  even  the  dogs 
Idn't  be  bothered  to  raise  their  heads  as  I  passed.  A  Toronto 
i-tech  retiree  who  finished  the  option  ahead  of  me  counted 
)0  meters  of  elevation  gain  on  his  sports  watch.  "Now  that's 
le  challenging  riding,"  he  said,  dragging  to  dinner. 
Jnfortunately,  much  of  the  local  hospitably  proved  chal- 
king as  well.  Pilgrims  being  humble,  there  are  few  luxe 
;ls  along  the  trail,  nor  apparendy  has  the  ^ 
v  Wave  of  Spanish  cuisine  found  its  way 
jalicia.  White  bread,  iceberg  lettuce, 
ned  tuna  and  Spanish  ham  were  fre- 
nt  staples — hardly  satiating  after  all  the 

about  getting  on 
ras  also  one  helluva  ride. 

aling.  This  led  to  some  grumbling,  particularly  from  the 
mier  Cru  members,  as  well  as  acts  of  culinary  heroism  from 
guides,  who  at  one  point  commandeered  a  hotel  kitchen  to 
p  up  fresh  broccoli  salad  after  the  chef  served  us  chicken 
;hs  and  potato  chips  for  dinner.  The  value  of  B&R's  Camino 
Santiago  ride,  it  was  agreed,  was  in  the  extraordinary  route, 
the  ho-hum  hospitality  along  the  way. 

\fter  five  days  of  cloudless  skies,  it  finally  turned  cold  and 
ip  on  our  last  ride  from  Sambreixo.  When  I  limped  into 


Coach  Crowley's 
Words  of  Wisdom 


Though  a  model  of 
fitness  at  71,  Chris 
Crowley  admits 
he  has  never  been 
a  natural  athlete. 
"I  was  one  of  the  few  in  my 
class  at  Exeter  who  didn't  get 
a  letter,"  he  recalls  of  his  prep 
school  days.  "That's  almost 
impossible  to  do."  These  days 
Crowley  works  out  six  days  a 
week,  including  weight  training 
and  cardio  at  the  gym  during 
winter  months,  and  rowing 
and  biking  18  miles  a  day  the 
remainder  of  the  year.  Following 
are  some  thoughts  from 
Crowley  to  help  you  get  your 
butt — and  bike — into  gear: 

•  "When  it  comes  to  getting 
into  shape,  consistency  beats 
intensity.  Do  it  every  day." 

*  "So  much  of  disease  is 

a  variation  of  inflammation. 


Exercise  sends  anti-inflam- 
matory messages  through  the 
blood,  which  helps  with 
heart  attacks,  strokes  and 
a  whole  bunch  of  cancers." 

•  "Diets  don't  work.  Pills 
don't  work.  Toys  don't  work. 
Compared  with  so  much  in 
life,  exercise  is  a  trifling 
commitment — and  it  works. 
Make  fitness  your  job.  Give 
it  that  kind  of  priority." 

•  "More  than  50  percent 

of  illness  and  injuries  during 
the  last  third  of  life  can 
be  eliminated  by  changing 
your  lifestyle;  70  percent 
of  premature  death  is 
lifestyle-related;  and  70 
percent  of  the  'rot'  associated 
with  aging — weakness, 
sore  joints,  unreliable 
balance — can  be  forestalled 
through  vigorous  exercise." 


Santiago  62  miles  later,  I  was  so  exhausted  I  barely  noticed  the 
magnificent  Romanesque  and  Baroque  cathedral  that  has  greeted 
so  many  millions  over  the  centuries.  An  architectural  marvel  built 
between  the  11th  and  13th  centuries,  the  cathedral  brims  with 
Gothic  embellishments  celebrating  St.  James,  whose  small  silver 
casket  can  be  viewed  in  a  candlelit  room  toward  the  back. 

As  we  wandered  outside  the  cathedral  amidst  buzzing  pil- 
grims and  souvenir  hawkers,  a  local  guide  pointed  out  the  semi- 
nary next  door.  Bigger  than  the  church,  its  current 
student  body  is  smaller  than  its  faculty,  he  said. 
"Spaniards  are  like  that,"  he  told  us.  "When  we 
were  religious,  we  were  more  religious  than  any- 
1    one.  Now  that  we're  agnostic,  we  are  more  agnostic 
than  anyone."  Yet  after  1,100  years,  he  noted,  the 
pilgrimage  still  thrives.  'WTiether  or  not  you  believe 
those  are  St.  James's  remains  doesn't  matter.  That 
silver  casket  is  the  reason  all  of  this  exists.  That's 
what's  important." 
Tagging  along  with  my  fellow  riders,  I  couldn't  help  thinking 
about  where  they'd  chosen  to  cast  their  faith.  At  a  time  when  two 
thirds  of  Americans  are  overweight  and  untold  millions  limp 
through  their  autumn  years  in  age-related  agony,  a  little  faith 
in  fitness  might  not  be  a  bad  idea.  Like  Crowley's  "round-as- 
butter"  friend,  they  were  believers.  • 


Butterfield  Csf  Robinson  is  offering  two  Camino  de  Santiago  tours  in 
2006.  Trip  cost  of  $3, 995 per  person  includes  bikes  ( racing  road  bikes 
or  hybrids),  food  and  drink,  transfers,  on-trip  gratuities,  special 
events  and  private  tours.  (866)  551-9090,  www.butterfield.com. 
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AARON  BASHA:  Aaron  Basha,  New  York, 
(212)  935-1960,  www.aaronbasha.com 

BOTTEGA  VENETA:  Bottega  Veneta  boutiques, 
(877)  362-1715,  www.bottegaveneta.com 

BRIAN  ATWOOD:  select  Neiman  Marcus  stores 

CHANEL:  Chanel  boutiques,  (800)  550-0005 

DIOR  HOMME:  Dior  Homme, 

New  York,  (212)  421-6009,  and  Las  Vegas, 

(702)  735-1345,  www.dior.com 

DOLCE  &  GABBANA:  bikini,  to  order  at  select 
Dolce  8c  Gabbana  stores,  (877)  70-DGUSA 

DSQUARED:  shirt  at  Gaia,  Los  Angeles; 
Talulah  G,  Las  Vegas;  and  Oxygene, 
Bal  Harbour;  bikini  at  Lissilaa,  Lajolla;  and 
belt  at  Linda  Dressner,  New  York 

ERES:  Eres,  New  York,  Palm  Beach 
and  Beverly  Hills,  (800)  340-6004, 
www.eresparis.com 

HERMES:  Hermes  stores,  (800)  441-4488, 
www.hermes.com 


KENTSHIRE:  Kentshire  at  Bergdorf 
Goodman,  New  York,  (212)  872-8653, 
www.kentshire.com 

LOUIS  VUITTON:  Louis  Vuitton  stores, 
(866)  VUITTON,  www.louisvuitton.com 

LUCIEN  PELLAT-FINET:  Lucien  Pellat-Finet, 
New  York,  (212)  255-8560 

MALO:  Malo,  New  York,  (877)  SEE-MALO 

MISSONI:  Missoni,  New  York,  (212)  517-9339 

OLIVER  PEOPLES:  Oliver  Peoples, 
www.oliverpeoples.com 

PRADA:  select  Barneys  New  York  stores 

TIFFANY  &  CO:  at  Tiffany  8c  Co.  stores, 
(800)  526-0649 

TOMAS  MAIER:  Tomas  Maier, 

i  373-0707,  www.tomasmaier.com 


▲  Wool  polo  by  Hermes.  $1,125.  Swim  shortj 
by  Tomas  Maier.  S325. 


The  Moorings,  in  Islamorada — about  halfway  between  Key  Largo  and  Key  West — offers  some 
things  you  expect  to  find  on  Florida's  Atlantic  coast  (sandy  white  beaches,  palm  trees)  and 
some  things  you  don't,  such  as  the  peace  and  quiet  of  a  tropical  island,  even  during  spring 
break.  Most  cottages  rent  by  the  week,  and  many  guests  have  been  regulars  for  20-odd  years, 
flares  from  $250  to  $1,250  a  night.  (305)  664-4708,  www.themooringsvillage.com. 


8  Restaurants  ♦  4  Bars  *  5  Oceanside  Pools  *  4  Whirlpool  Spas  *  20  New  Daytime  Beach  Bungalows  *  10  Grand  Cabanas  *  The  Ocean  Grill  *  The  Beach  Club  &  Spa 


YOU  DON'T  NEED 
TO  TRAVEL  FAR 
TO  FEEL  WORLDS  AWAY 


Stay  Longer  and  Save" 

Enjoy  guaranteed"  savings  off  regular  rates  on  all  guest  rooms 
and  suites,  plus  complimentary  fitness  classes  and  tennis  court 

fees  in  addition  to  reduced  summer  pricing  on  Beack 
Bungalows,  Dining,  Spa,  Golf,  Shopping  and  Kid's  Day  Camp. 


•21Q' 


from 

per  night 
offered  on  stays  of 
5  nights  or  longer 


'239' 

per  night 
offered  on  stays 
of  3-4  nights 


"259' 

per  night 
offered  on  stays 
of  1-2  nights 


w  #2 


t   Tkis  summer,  indulge  in  one  of  America's 
most  luxurious  beachfront  experiences  and  enjoy 
tne  exclusive  amenities  and  services  unveded  with 
our  $15  million  beacnfront  redevelopment. 


THE  BREAKERS' 

PALM  BEACH 
Reserve  online  at  www.therjreakers.com/summer, 
contact  The  Breakers  at  1-888-BREAKERS  (273-2537), 
or  call  your  travel  professional. 

'Offer  valid  6/1  -  9/30/06  Rates  are  per  room,  per  night  on  Standard  Superior  accommodations,  subject  to  &£e<3$mmm 

availability.  Tax  not  included  Maximum  2  guests  per  Standard  Superior  with  existing  bedding  Deluxe  and  higher  (lG0tt*7  Jiw 

accommodations  are  recommended  for  families;  children  16  and  under  stay  free  with  parent(sl  in  room  Not  valid  in  gg^^JLj 
conjunction  with  other  offers  and  not  available  to  groups.  ^wyyw 


Expanded  Private  Beach  *  10  Tennis  Cwrfc*  Family  Entertainment  Center  and  Kids'  Camp  *  36  Holes  of  Golf  Including  the  new  Breakers  Rees  Jones*  Course 


Huvemsemem 


advertiser  Directory  ForbesI 

To  receive  free  information  from  ForbesLife  advertisers,  contact  the  advertiser 
directly  by  website  visit  or  by  phone  call. 


lire 


)arel 

razzolo 

I  our  agent  for  the 

:  Luciano  Moresco  &  Co.,  Ltd. 

[  1-212-397-4300  or  visit 

vv.ravazzolo.com 


omotive 

on  Martin  North  America 

on  Martin  is  the  world's  most 

alsive  sports  car  company. 

:e  1914,  it  has  created  motoring 

:nds  culminating  in  today's  DB7 

itage  and  V12  Vanquish. 

I  866-NA- Aston  or  visit 

vv.astonmartin.com 

tw 

[  1-800-334-4BMW  or  visit 
vv.BMWusa.com 

ick  Lucerne 

;k:  Beyond  Precision 
t  www.buick.com 

lillac  STS 

lillac  V-Series  -  Get  Empowered 
it  vvvvvv.cadillacunder5.com 

[C  Truck:  Yukon 

[C:  We  Are  Professional  Grade, 
it  www.gmc.com 

ation 

intair 

t  www.avantair.com 

mbardier  Flexjet 

1 1-800-FLEXJET 
risit  www.flexjet.com 

tus  Design  Corporation 

it  www.cirrusdesign.com 

ationShares 

I  1-800-340-7767  or  visit 
wcitationshares.com 


Flight  Options 

Taking  fractional  jet  ownership  to  a 
new  level  of  excellence. 
Call  1-877-703-2348  or  visit 
www.flightoptions.com 

Marquis  Jet 

Visit  www.marquisjet.com 

TAG  Aviation 

Visit  www.tagaviation.com 

Hotels 

Prince  Resorts  Hawaii 

Four  luxurious  resorts  on  three 
Hawaiian  islands.  Enjoy  oceanview 
accommodations,  world-class 
championship  golf,  breathtaking 
beaches  and  exquisite  cuisine. 
Call  1-866-PRINCE-6  for  reservations 
or  visit  www.PrinceResortsHawaii.com 


Real  Estate 

WCI  Communities 

WCI  Communities  is  the  premier 
builder  of  homes,  luxury  towers  and 
amenities  offering  an  incomparable 
living  experience  throughout  Florida, 
the  Northeast  and  Mid- Atlantic 
United  States. 

Visit  www.estatecollectionwci.com 
or  visit  www.wcicommunities.com 


Retail 

Breitling 

Breitling  has  created  precision 
timepieces  since  1884  and  continues 
its  long  history  with  the  aviation 
world  where  accuracy,  technical 
innovation  and  reliability  are  critical. 
Visit  www.Breitling.com 


Restaurants 

Roys 

Roy's  features  Hawaiian  Fusion 
Cuisine  -  the  freshest  local  ingredients, 
European  sauces,  bold  Asian  spices, 
with  a  focus  on  Fresh  Seafood. 
Visit  www.roysrestaurant.com 


Tourism 

Bermuda  Department  of  Tourism 

Bermuda  is  a  chic  island  escape  where 
visitors  "feel  the  love"  on  famous  pink- 
sand  beaches,  turquoise  waters,  and 
with  the  friendliest  people  on  Earth. 
Call  1-800-Bermuda  or  visit 
wnvw.bermudatourism.com 


Travel 

Beaver  Creek 

Roughing  it?  Not  exactly  Hiking, 
biking,  horseback  riding,  fairways, 
trout  streams  and  pure  mountain  air. 
It's  summer  at  Beaver  Creek.  Bring 
the  family. 

Call  1-800-608-4849  or  visit 
www.beavercreek.com 

Dream  Catcher  Retreats 

Dream  Catcher  Retreats  -  Private 
Luxury  Destination  Club.  Enjoy 
carefree,  memorable  vacations  in 
spectacular  homes  in  the  world's 
most  desirable  destinations. 
Call  1-866-618-3954  or  visit 
www.dcr.com/fl. 

Residential  Cruise  Line 

For  200  fortunate  owners,  the  entire 
planet  is  now  home.  Presenting 
Magellan,  the  most  extraordinary 
residential  experience  ever  conceived. 
Fractional  ownership  from  $156K. 
Full  ownership  from  $1,875  Million. 
Call  1-480-497-8833  or  visit 
www.ResidentialCruiseLine.com 
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A  germane  novel  j  Wing-suit  wackos  1  Chopin's  haunting  Nocturnes  j  Ireland's  greatest  courses  1  Bugs,  up  close  and  person 


TABLE  TENNIS; 

Rockstar  Games;  $40 
(Xbox  360) 


a For  most  Americans,  table 
tennis  is  a  mere  distraction,  a 
casual  game  restricted 
to  rumpus  rooms,  backyard 
patios  and  college  dorms.  But  throughout 
Europe,  Asia  and  beyond,  it's  serious 
business,  a  top-tier  sport  complete  with 
well-paid  pros,  a  global  tournament  circuit 
and  a  healthy  equipment  and  apparel 


industry.  Worldwide,  it's  the  second  most 
popular  sport — in  terms  of  the  number  of 
people  who  play  regularly.  Knowing  that, 
one  can  grasp  the  potential  of  a  table 
tennis  video  game.  And  here  it  is — oddly 
enough — from  Rockstar  Games,  a  company 
best  known  for  the  cheekily  nihilistic 
Grand  Theft  Auto  series.  Table  Tennis, 
by  contrast,  is  a  study  in  G-rated  simplicity. 
Eschewing  the  current  trend  in  sports 
games  for  highly  customizable  players, 
complicated  interfaces,  career  modes, 
etc.,  Table  Tennis's  designers  have  created 


something  akin  to  a  21st-century  Pong. 
One  stick  on  the  controller  dictates  the 
position  of  the  player,  the  other  the  type 
of  spin  on  the  shot  (sidespin,  topspin  or 
backspin),  and  that's  about  it.  Most  play 
will  be  slamming  away — and  having 
fun — in  about  30  seconds.  The  better  yo 
get  at  it,  however,  the  more  complicated 
and  strategically  challenging  the  game 
becomes.  And  the  global  competition 
on  Xbox  Live  will  likely  be  stiffer  than  an 
you've  encountered  on  these  shores. 

—THOMAS  JACKSC 
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THERE  WILL  NEVER  BE 
ANOTHER  YOU,  by  Carolyn 
See;  Random  House;  $25 


Keeping  tabs  on  the  relevance 
of  the  novel  post-9/11  is  like 
watching  a  tennis  match.  V.S. 
Naipaul  tells  The  New  York  Times 
the  novel  is  dead.  Long  live  the 
novel,  writes  Jay  Mclnerney  in 
The  Guardian.  Spectators 
generally  concede  that  no,  fiction 
doesn't  always  capture  the 

hard  complexities  of 
contemporary  life — but 
it  can.  Carolyn  See's 
latest  is  proof  positive, 
an  invigoratingly 
germane  novel  set  in 
a  Los  Angeles  of 
the  near  future.  Early  in, 
mild-mannered 
natologist  Phil  Fuchs  spots  three 
d  cats  near  the  hospital.  Hazmat 
»ks  them  away,  and  soon  Fuchs 
been  drafted  into  a  military-run 
errorism  response  unit  on  the  lookout 
evers,  rashes  and  flu.  See  writes 
t,  unfussy  prose,  but  breathless 
ler  this  is  not.  Rather,  There  Will  Never 
Another  You  is  a  thoughtful  (and  often 
ly)  novel  of  ordinary  people  afflicted 
i  pervasive,  generalized  fear.  Fuchs's 
iky  64-year-old  mother  staves 
death  by  dating  "men  as  gallant  and 
>rn  as  old  cars."  Two  teenage  girls, 
rantined  at  the  hospital  with  swelling 
ds  and  feet,  die  horribly,  and  Fuchs 
:hes  his  wife  go  moony  over  a  guy 
le  tennis  club  who  advises  her  to 
:  in  a  state  of  vigilant  preparedness." 
jnderwritten  subplot  of  young  love 
ee's  only  misstep,  but  her  gutsy 
:lusion  makes  up  for  it.  With  L.A. 
ig  from  bad  to  worse,  the  dilemma  is 
c:  Stand  strong  or  head  for  the  hills, 
hs's  choice  may  take  you  by  surprise. 

—TAYLOR  ANTRIM 

ERE  MEN  HIDE,  by  James  B. 
tchell,  photographs  by  Ken  Ross; 
umbia  University  Press;  $25 

)  knew  that  reaching  for  another  "tall 
'  in  the  Barcalounger  could  be  so 
ght  with  ancient,  ritualistic  meaning? 
es  Twitchell  does,  and  after  reading 
provocative  book,  you  will,  too.  A  few 


years  ago,  Twitchell, 
a  professor  of  English 
at  the  University 
of  Florida  and  prolific 
author  on  American 
culture,  settled  down 
into  his  usual  barber 
chair,  picked  up  a 
back  issue  of  Esquire  and  came  across 
a  photo  series  featuring  a  hot-rod 
garage,  boxing  ring,  work  shed  and  other 
traditional  male  hangouts.  Twitchell 
contacted  the  photographer,  Ken  Ross, 
and  out  of  their  collaboration  comes  this 
collection  of  black-and-white  photos 
juxtaposed  with  insightful,  sometimes 
laugh-out-loud  riffs  on  formerly  sacrosanct 
male  refuges  in  an  increasingly  unisex 
world.  Along  the  way  we  learn  about 
the  origin  of  the  ploughman's  lunch;  the 
feminization  of  boxing;  why  baseball 
dugouts  are  below  ground;  how  the  Civil 
War  doomed  20th-century  barbershops; 
the  ultimate  function  of  SUVs — "caves 
on  wheels" — and  lots  of  other  fascinating 
tidbits  sure  to  liven  up  your  next  meeting 
at  the  Masonic  Lodge  or  Elks  Club. 
That  is,  if  your  traditional  local  male 
bastions  haven't  already  been  supplanted 
by  sports  bars,  megachurches  and,  above 
all,  television.  What  Joseph  Campbell 
did  for  mythology,  Twitchell  and  Ross 
have  done  for  garages,  strip  clubs  and 
other  masculine  hideouts,  decoding  their 
fundamental  purposes  and  revealing 
the  timeless  and  heroic  in  the  seemingly 
banal.— FINN-OLAF  JONES 

MY  BAD, 

by  Paul  Slansky  and  Arleen  Sorkin; 
Bloomsbury;  $16 

Every  so  often  along  comes  a  book  so 
delicious  in  its  premise  you  wonder  Why 
didn't  someone  do  this  sooner?  It's  the 
perfect  Father's  Day  gift — depending,  of 
course,  on  whether  Father  has  apologies 
to  make.  The  delightfully  titled  My  Bad 
is  an  encyclopedia  of  mea  culpas  culled 
from  the  fields  of  politics,  media,  sports, 
business,  religion  and  more,  a  rich 
harvest  of  regrets,  many  of  them  hilarious. 
The  first  was  occasioned  by  a  Florida  TV 
reporter  covering  a  space  shuttle  launch 
attended  by  then-First  Lady  Hillary  Clinton 
and  her  daughter.  Apparently  unaware 
that  the  microphone  was  on  (Dude! 
What  were  you  thinking?),  he  said,  "Just 


moments  ago  the  First  Lady  rolled  in. 
There  she  comes,  the  old  battle-ax.  There 
she  is  with  Chelsea  in  tow."  His  apology 
begins,  "I  need  to  make  a  quick 
clarification."  The  book's  closing  apologia 
is  provided  by  the  old  battle-ax's 
husband,  concerning  someone  named 
Lewinsky.  It  goes  on  for  three  pages. 
Ted  Turner  is  a  veritable  quarry  of  regret. 
A  typical  entry  reads,  "The  comparison 
I  made  referred  only  to  the  way  Hitler 
managed  the  news  in  Germany...." 
Elsewhere,  we  find  a  Florida  judge  who 
looked  at  a  photo  of  a  rape  victim  during 
a  court  hearing  and 
commented,  "Why 
would  he  want  to  rape 
her?  She  doesn't  look 
like  a  day  at  the 
beach."  Uh,  no  further 
questions,  Your  Honor. 
My  personal  favorite 
is  the  my  bad  by  Sister 
Jean  Louise,  president  of  Holy  Cross 
Hospital  in  Maryland,  for  having  installed 
a  surveillance  camera  in  the  women's 
locker  room,  intended  to  monitor  a  nurse 
suspected  of  drug  abuse.  The  camera 
instead  broadcast  coverage  over  the 
hospital-wide  TV  system.  Doubtless  it 
boosted  morale  in  the  men's  cardiac 
ward.  The  Lord  moves  in  mysterious  ways. 
This  little  gem  of  a  book  is  the  opposite 
of  sorry.  —CHRISTOPHER  BUCKLEY 


BIRDMEN,  BATMEN  AND  SKYFLIERS, 
by  Michael  Abrams;  Harmony;  $24 


Birds  are  not  obligated 
to  show  up  at  an  airport 
one  hour  prior  to  flight, 
nor  must  they  fasten 
seatbelts  for  takeoff 
and  landing.  Is  it  any 
wonder  that,  102 
years  after  the  Wright 
Brothers  brought  us 
the  first  practical  plane,  our  urge  to  soar 
like  falcons  is  still  alive  and  well?  While 
few  people  indulge  that  fantasy  except  in 
dreams,  Michael  Abrams  has  discovered 
that  the  present-day  heirs  to  Daedalus 
and  Icarus,  far  from  suicidal,  are  as 
diligent  and  methodical  in  their  pioneering 
work  as  were  Wilbur  and  Orville.  "After 
some  3,000  years  of  failure,"  he  writes 
with  the  solid  reporting  and  polished 
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storytelling  of  a  veteran  journalist,  "we 
are  living  in  a  veritable  renaissance  of 
personal  flight."  For  most  of  those 
3,000  years,  would-be  fliers  generally 
met  their  fate  in  costumes  of  feathers.  In 
scientifically  minded  ancient  Greece, 
however,  criminals  were  sometimes  tied  to 
live  birds  and  experimentally  pushed  off 
cliffs.  Even  Leonardo  da  Vinci  supposedly 
tried  to  fly — using  a  protean  glider — and 
might  have  succeeded:  "Once  you  have 
tasted  flight,"  he  wrote,  "you  will  walk  the 
earth  with  your  eyes  turned  skyward,  for 


there  you  have  been  and  there  you  long  to 
return."  Michigan  native  Clem  Sohn  was 
the  first  to  make  that  round-trip  on  a 
regular  basis,  dropping  from  a  plane  at 
air  shows  beginning  in  the  early  '30s, 
and — although  he  was  dead  in 
less  than  a  decade — his  cloth  wing-suit, 
fashioned  on  his  mother's  sewing 
machine,  inspired  the  garb  now  used 
by  hundreds  of  recreational  birdmen 
worldwide.  Gradual  refinement 
of  equipment  and  technique  has  made 
personal  flight  more  commonplace, 


CHOPIN:  NOCTURNES, 

Maurizio  Pollini;  Deutsche  Grammophon;  $34 


Q You've  heard  the  old  chestnut  about  how  the  angels  in  Heaven  like  to  play 
Bach,  but  when  they  play  en  famille,  they  play  Mozart?  After  listening  to 
Maurizio  Pollini's  haunting,  exquisite  rendition  of  Chopin's  Nocturnes, 

I'm  guessing  some  of  them  are  off  on  another  cloud  playing  these. 
Nocturne  is  French  for  "night  piece."  As  a  music  form,  it  was 
actually  invented  by  an  Irishman,  John  Field  (1782-1837).  In  fact, 
Chopin's  signature  Nocturne,  Opus  9  (the  first  track  on  this  two-CD 
set),  is  virtually  an  homage  to  Field's  first  Nocturne,  down  to  the 
key  in  which  it's  played,  E  flat  major.  But  Chopin  made  the  form  his 
own.  These  pieces  cast  a  spell  from  the  first  notes:  Nocturnes  were  the  archetype  of 
what  we  think  of  as  "mood  music."  A  19th-century  German  music  scholar  described 
them  rather  more  complexly  as  conveying  a  "sentimental  tone,  with  the  outside  world 
hidden  in  the  dark  or  lit  by  twilight,  not  laying  immediate  claim  to  the  imagination, 
but  allowing  the  soul  to  prevail,  so  that  all  activity  is  turned  inward."  Hard  to  disagree 
with  that,  Herr  Professor  Doktor.  Ivan  Moravec's  1969  recording  of  the  Nocturnes  is 
generally  said  to  be  definitive,  surpassing  even  Rubinstein's.  But  Pollini,  who  won 
the  International  Chopin  Competition  in  Warsaw  in  1960,  is,  to  these  two  ears  at  any 
rate,  playing  in  the  same  league.  Amidst  the  harsh  utterances  and  rude  claxons  of  our 
own  time,  these  sweet,  melancholic  notes,  coming  to  us  from  the  Romantic  era,  have 
not  lost  their  power  to  enchant.  It  is  amazing,  and  humbling,  to  think  that  the  first 
of  them  (Chopin  composed  21  in  all)  were  written  by  a  20-year-old.  — CB 

PUZZLES  LIKE  YOU,  Mojave  3;  4AD;  $16 

The  English  surfer  may  seem  as  culturally  and  meteorologically 
improbable  as,  say,  the  Jamaican  bobsledder,  but  you'll  find 
pub-loads  of  them  in  Newquay,  Cornwall.  You'll  also  find  Neil 
Halstead,  local  surfer  and  frontman  for  Mojave  3,  a  threesome 
with  the  sunny  pop  sensibilities  of  Brian  Wilson  and  the  gentle 
folk  sound  of  Nick  Drake.  Puzzles  Like  You  is  the  band's  fifth 

full-length  in  ten  years,  and  its  buoyant  melodies  offer  a  sound  track  for  your  summer's 
beach  retreat.  The  guitar  and  organ-driven  title  track  and  "Ghost  Ship  Waiting" 
are  bouncy  and  hummable;  the  pedal  steel  guitar  on  "Running  with  Your  Eyes  Closed" 
and  "You  Said  It  Before"  shows  the  band's  more  restful  side.  The  first  single, 
"Breaking  the  Ice,"  is  the  darling  of  the  disc — four  minutes  of  winsome,  infectious 
pop.  Newquay  can't  compete  with  Maui,  but  from  the  happy-go-lucky  sound 
of  Puzzles,  Halstead  must  be  coming  off  a  good  run  of  swells.  — TA 


and  less  deadly  than  ever  before.  Still, 
commercial  airlines  need  not  worry: 
Soaring  is  good  sport,  but  no  amount 
of  arm  waving  will  get  a  birdman  aloft  in 
the  first  place.  — JONATHON  KEATS 


ATLAS, 

by  Teddy  Atlas,  with 
Peter  Alson;  Ecco;  $25 


There  is  a  throwback, 
knightly  purity  to  Teddy 
Atlas,  the  legendary  fight 
trainer  turned  ESPN  and  Olympic  boxing 
commentator,  friend  and  mentor  to  the 
famous  (Twyla  Tharp,  Willem  Dafoe) 
and  infamous  (Mike  Tyson,  Sammy  "The 
Bull"  Gravano).  Streetwise  and  volatile — 
he  is  a  man  who  would  feed  you  your 
teeth  in  a  New  York  minute — Atlas  is 
also,  admittedly  in  his  own  telling,  the 
ultimate  Stand-Up  Guy,  a  blunt  truth- 
teller  with  his  own  line  of  vision  through 
a  very  murky  world.  Here  is  the  man 
who,  with  his  own  mentor,  Cus  D'Amato, 
nurtured  the  young  Mike  Tyson  for  four 
years,  taking  him  from  "smokers" — 
boxing  nights  in  illegal  Bronx  fight 
clubs — to  stunning  victories  in  the  Junior 
Olympics,  with  the  clear  prospect  of 
millions  in  the  offing.  But  on  the  day 
he  heard  that  Tyson  had  threatened 
his  sister-in-law,  the  150-pound  Atlas 
slammed  Tyson  up  against  a  wall, 
cocked  a  pistol  in  his  ear,  then  fired 
it  off  next  to  his  head.  Tyson  got  the 
message;  Atlas  got  the  sack.  By  then, 
however,  D'Amato's  patience  had  already 
carried  Atlas  a  long  way.  The  middle- 
class  son  of  a  prominent  Staten  Island 
doctor,  he  had  sought  out  the  criminal 
precincts  on  the  wrong  side  of  the 
tracks  like  a  kid  who  knows  a  cool, 
secret  swimming  hole.  After  some  stints 
in  Rikers  Island,  with  his  own  boxing 
prospects  ended  by  a  back  injury,  Atlas 
via  D'Amato  discovered  his  gift  for 
motivation:  He  was  a  gladiator  whisperer. 
Could  anyone  else  have  shoved,  drilled 
and  cajoled  the  deeply  neurotic  Michael 
Moorer  to  upset  Evander  Holyfield  for 
the  heavyweight  championship  of 
the  world?  Other  trainers  had  despaired 
of  Moorer,  but  not  Atlas.  After  all,  he 
had  already  created  himself,  paying 
a  lot  of  heavy  prices  in  a  lot  of  currencies 
for  the  right  to  his  own  stubborn, 
hardscrabble  dignity.  —RICHARD  NALLEY 
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LEGENDARY  GOLF  LINKS 
OF  IRELAND,  by  Anthony  Edgeworth 
and  John  de  St.  Jorre; 
Edgeworth  Editions;  $100 


In  their  first  two  golf  books,  this  photographer- 
writer  team  examined  the  most  exclusive  private 
clubs  in  the  American  East  and  Britain. 
The  third  and  final  installment  in  the  series, 
Legendary  Golf  Links  of  Ireland,  celebrates 
16  of  the  top  courses  in  the  Emerald  Isle. 
There,  the  difficulty  isn't  getting  in  the  door — 
the  Irish  courses  are  mostly 
public — but  in  battling 
the  elements  once  you've 
arrived.  Readers  take  a 

trip  to  Calamity,  the  treacherous  par  3  at  Royal  Portrush;  to  the  Hill  of  Corpses  at  Enniscrone  (where  the  bones  of  a 
Viking  raiding  party  lie  buried)  and  to  the  place  where  the  road  ends — literally — to  play  a  round  at  Came.  "At  the 
18th  green,"  De  St.  Jorre  writes  about  Ballyliffin,  "the  snow  is  threatening  to  turn  into  a  blizzard  and  the  golf  course 
looks  like  the  Siberian  tundra. ...What's  that  like?"  Turn  the  page  and  you're  there.  —STEPHANIE  COOPERMAN 


» 


LIFE  IN  THE 
UNDERGROWTH; 
BBC  Video;  $35 


42 

^^^^  "If  we  and  other  back-boned 
'  animals  were  to  disappear 
tomorrow,  the  rest  of  the  planet 
would  get  on  pretty  well," 
observes  venerable  host  David 
Attenborough  in  the  opening 
segment  of  this  five-part  BBC  series. 
That  includes  the  millions  of  invertebrate 
species  who  arrived  at  the  party  long 
before  man  and  will  doubtless  be 
the  last  to  leave.  Totaling  almost  four 
hours,  Life  in  the  Undergrowth  is  a 
jaw-dropping  technical  accomplishment. 
We  actually  watch  a  slug  expel  ooze  to 
attract  a  mate,  and  later  an  acrobatic, 
if  slightly  stomach-churning,  mating 
ritual  that  two  slugs  engage  in.  Director 
of  photography  Mike  Salisbury,  who's 
interviewed  in  an  extra  to  the  two-disc 
set,  cites  advances  like  a  flexible 
endoscope  with  the  diameter  of  a  pencil 
(which  Attenborough  uses 
to  discover  if  a  scorpion 
hole's  occupant  is  home), 
infrared  cameras,  pinhole 
lenses  and  ultra-high- 
speed video  in  giving  the 
viewer  heretofore  unseen 
footage.  So  now  we  know 


that  to  lure  a  female,  a  male  scorpion 
has  to  sting  her  slightly  to  daze  her — the 
arachnid  equivalent  of  a  date-rape  drug. 
We  witness  a  botfly  forcibly  glue  its 
eggs  to  the  abdomen  of  a  much-smaller 
housefly.  (When  the  housefly  later  lands 
on  a  cow,  the  eggs  hatch  and  the  larvae 
burrow  beneath  the  cow's  skin,  feasting 
on  its  blood.  Nice!)  And  we  watch 
Attenborough  handle  the  world's  largest 
beetle,  the  seven-inch  titan,  very 
delicately  indeed,  since  its  mandibles 
can  slice  through  a  pencil.  It's  great  fun, 
meant  to  be  taken  in  small  doses.  After 
an  episode  or  two,  you'll  be  forgiven 
for  sleeping  with  a  can  of  Raid  near 
the  bed.  —LORRAINE  CADEMARTOR I 

ENTOURAGE: 

The  Complete  Second  Season; 
HBO  Video;  $40 

HBO's  Hollywood  comedy  Entourage 
lures  viewers  with  the  ultimate  access 
fantasy,  a  spiced-up  voyeurism  in  which 
we  are  all  hicks  from  the  sticks,  finally 
allowed  inside  the  velvet  rope  to  roam 
around  and  gawk.  Swimmin'  pools  and 
movie  stars  are  just  for  starters — dig  the 
clothes,  the  cars,  the  parties.  Sure,  we 
know  we  are  not  catching  all  the  inside 
jokes,  but  we're  still  getting  an  eyeful. 
Season  Two  commences  as  It  boy  Vince 


Chase  (Adrian  Grenier) 
and  his  old  pals  from 
Queens  return  to 
LA.  from  shooting  an 
indie  "art"  movie  in 
New  York.  Art  is  not 
paragraph  one  on  the 
agenda  out  here  as  Vince,  his  manager 
Eric  (Kevin  Connolly)  and  the  show's 
surprise  hit  character,  agent  Ari  Gold 
(Jeremy  Piven),  begin  a  long  tug-of-war 
over  whether  Vince  will  set  aside  his 
higher  dramatic  longings  to  get  rich 
playing  Aquaman  in  a  new  James 
Cameron  epic.  Beyond  the  Hollywood 
decor  is  the  ongoing  appeal  of 
Entourage's  sly,  unconventional 
ensemble  comedy.  Turtle  (Jerry  Ferrara 
and  Drama  (Kevin  Dillon)  are  typically 
roguish,  clumsy  Shakespearean  clowns- 
the  ids  of  the  operation.  But  the 
emotional  focus  of  the  show  is  not  on 
its  ostensible  main  character,  but  on  the 
unglamorous  Eric,  and  much  of  the  actior 
is  driven  by  the  nudgey,  transparently 
two-faced  Ari.  At  the  calm  center  of 
it  all  is  the  best  friend  anybody  ever 
had — the  empathetic,  forgiving  Vince, 
the  mater  dolorosa  of  Rodeo  Drive.  In 
the  bustle  of  everything  glittering  and 
treacherous,  the  biggest  dramatic 
surprise  of  all  is  one  human  being  with 
his  heart  in  the  right  place.  —  RN 
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ario  Batali,  the  orange-clogged  chef,  TV  personality 
and  author,  is  also — who  knew? — a  stock-car 
racing  fan.  When  a  pop-culture  icon  makes  repeated 
pilgrimages  to  his  pop-culture  meccas,  things  happen  like 
the  good-natured  new  book,  Mario  Tailgates  NASCAR 
Style  ($20;  Sporting  News  Books).  Batali's  alfresco  recipes 
range  from  good  of  sausage  and  peppers  to  more  rarefied  treats 
like  grilled  lobster  with  Limoncello  vinaigrette.  Gentlemen, 
startle  your  engines. 

What  attracts  a  sophisticated,  Northeastern  urbanite  like  yourself 
to  NASCAR? 

It  is  the  same  thing  that  attracts  me  to  the  Iowa  State  Fair  and 
Led  Zeppelin  concerts.  With  Zeppelin  it's  dangerous  amounts 
of  noise  and  adrenaline;  with  the  state  fair  it's  the  pie-eating 
contest.  And  anyway,  I'm  not  all  that  sophisticated. 

Are  you,  like,  the  only  person  in  the  parking  lot  drinking  wine? 
You  never  know — I  was  at  the  Texas  Motor  Speedway 
last  weekend  and  there  was  a  group  of  women  eating  crab 
cakes  and  drinking  Pouilly-Fuisse  all  afternoon. 

I  bet  you  are  the  only  one  referencing  Salvador  D  all  and  Luis 

Bunuel  in  your  drink  recipes  

That  is  absolutely  true. 

So  this  cookbook,  it's  not  the  kind  of  food  you  cook  under  the  hood 
while  the  engine  is  running? 

No,  I  haven't  done  manifold  'cue  yet.  But  when  I  was  a  kid 
we  were  very  eco-conscious  and  would  sometimes  poach 
salmon  wrapped  in  plastic  in  the  dishwasher.  So  maybe  I'll 
get  to  that. 


What  kinds  of  foods  do  racing  fans  typically  eat? 
Everything  from  frozen  supermarket  hamburgers  to  game 
they  have  shot  themselves— venison,  bags  of  pheasants 
marinating  in  raspberry  sauce  in  the  same  cooler  as  the  Bud 
Lights.  Guys  have  things  like  seven-fountain  daiquiri 
dispensers.  They  all  want  to  outdo  each  other,  which  I  love. 

What's  the  simplest  tip  you  can  give  us  to  upgrade  the 
tailgating  experience? 

A  dry  rub  you  can  make  up  in  advance:  salt,  sugar,  black 
pepper,  thyme,  ancho  chiles  and  rosemary.  Grind  it  up  in  a 
coffee  grinder.  Rub  it  on  your  meat  four  hours  in  advance,  ar 
the  seasoning  and  tenderizing  effect  is  amazing;  it  acts  almo 
like  curing.  That,  and  remember  why  your  grill  comes  with 
a  lid — to  get  the  smoke  effect  and  let  you  cook  things  slowe 

If  you  had  one  tailgate  meal  to  eat  before  heading  up  to  that 
big  oval  in  the  sky,  what  would  it  be? 
I'd  want  to  put  it  off,  so  I'd  hope  I  was  at  the  track  in 
Sonoma  where  I  could  have  Thomas  Keller  [French  Laundi 
Per  Se]  cater  it  with  one  of  his  38-course  specials.  I  could 
linger  and  linger.  • 
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LEXUS  ALL-WHEEL  DRIVE  TECHNOLOGY, 
THERE'S  NO  COMPARISON.  AT  LEAST  NOT  ON  LAND. 

ere's  no  such  thing  as  too  much  traction  when  weather  conditions  are  less  than  optimal.  The  available 
;xus  AWD  system  on  the  IS  and  GS  is  designed  to  grip  the  road  in  just  the  right  places,  helping  to 
ep  you  securely  attached  to  the  pavement.  By  distributing  power  to  each  individual  wheel,  based 
i  where  traction  is  needed  most,  the  Lexus  AWD  system  automatically  provides  a  higher  degree  of 
celeration,  improved  stability  and  better  grip.  Because  at  Lexus,  we  design  cars  to  hold  tight  to  the 
ad,  even  if  Mother  Nature  throws  something  nasty  your  way.  To  learn  more,  please  visit  lexus.com. 


DELL™  POWEREDGE" 
SERVERS  FEATURE 
THE  RELIABILITY 
OF  DUAL-CORE 
INTEL*  XEON* 
PROCESSORS. 


Dell  cannot  be  responsible  for  errors  in  typography  or  photography.  Dell,  the  Dell  logo  and  PowerEdge  «f*^rt™J£  ^^j^jg^jSgSS& 
Xeon  and  Xeon  Inside  are  trade  narks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries.  ©  2006  Dell  Inc.  All  rignts  reservea. 


PURE  CUSTOMER 
SATISFACTION 

Pure  Dell.  It's  an  uncomplicated  approach  to  creating  more 
loyal  customers,  from  the  front  window  to  the  web.  Dell's 
scalable  enterprise  database  solutions  allow  you  to  expand 
seamlessly,  while  making  customer  information  easier  to 
protect  and  manage.  So  you  can  spend  less  time  minding 
your  servers,  and  more  time  minding  the  store.  That's  the 
direct  path  to  success.  That's  pure  Dell. 


www.dell.com/pure/forbes  1.877.435.DELL 


With  Sybase®  software,  BNSF  Railway  Company 
developed  a  mobile  application  that  enables  remote 
workers  to  document  railway  maintenance  and: 


Cuts  data  entry  time  by  approximately  50  percent, 

increasing  productivity  across  North  America 

Provides  more  accurate  and  timely  data  so  track  repairs 
and  upgrades  are  completed  on  schedule 

Delivers  software  and  database  updates  automatically 

without  affecting  the  performance  of  users  in  the  field 


For  most  organizations,  maintaining  32,500  miles  of  rail  lines  would  be  a  colossal  headache.  But  for  BNSF  Railway  Company, 
it  has  become  a  competitive  advantage.  Because  they  have  an  information  edge  that  comes  from  Sybase  SOL  Anywhere®  and 
Adaptive  Server®  Anywhere  software.  Now,  BNSF  remote  workers  can  input  data  on  location  (vs.  waiting  until  the  end  of  the  day). 
Headquarters  has  more  visibility  into  the  field.  And  maintenance  decisions  are  made  more  proactively.  Just  a  few  reasons  why 
more  and  more  global  companies  are  using  Sybase  every  day  to  keep  their  business  on  track,  www.sybase.com/infoedge36 
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how  CA  and  our  wide  array  of  partners  can  help  you  unify  and  simplify  your  IT  management, 
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Finding  the  bond  between  chemistry  and  humanity.  It  s  the  Human 


Element.  And  the  simple  act  of  including  it  in  the  equation  changes  everything. 


Suddenly,  hydrogen  and  oxygen  and  carbon  bond  with  ideas  to  solve  human 


problems.  From  addressing  the  challenges  of  climate  change  to  providing 


a  glass  of  clean  water.  Anything  is  possible  when  you  empower  the  Human  Element. 
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A  Landmark  Case 

ASHLEA  EBELING  PRESENTS,  ON  PAGE  90,  A  NOVEL  METHOD 
for  inducing  property  owners  to  preserve  historically  valuable 
homes:  Pay  them  money,  in  the  form  of  tax  breaks.  The  concept 
would  be  novel,  at  any  rate,  to  die-hard  preservationists.  They 
have  an  entirely  different  means  of  persuading  reluctant  owners 
to  go  along,  one  that  is  far  more  economical  for  the  government. 
First,  set  up  a  landmarks  commission.  Then,  instead  of  paying 
for  an  easement  that  would  oblige  the  owner  to  maintain  an 
ancient  building,  you  can  simply  grab  it. 

Are  such  confiscations  legal?  Up  to  a  point,  yes.  A  city  (or  the 
National  Park  Service,  which  maintains  a  register  of  historic 
places)  may  not  acquire  a  museum  for  free  by  ejecting  the  owner. 
But  it  may  turn  the  outside  of  the  building  into  a  de  facto 
museum.  The  owner's 
protestations  that  he  must 
spend  money  on  restoration 
or  give  up  valuable  develop- 
ment rights  are  of  no  avail. 
So  decreed  the  U.S.  Supreme 
Court  in  a  1978  case  that  pit- 
ted New  York  City  against 
the  owner  of  Grand  Central 
Terminal. 

Look  at  what  happened 
to  John  Grossi  Jr.,  who 
acquired  a  decrepit  home  in 
the  quaint  Tottenville  section 
of  Staten  Island,  with  the 
notion  of  knocking  it  down 
and  putting  up  condos.  The  neighbors  objected.  Grossi  defiantly 
defended  his  rights  as  a  property  owner.  Not  for  long.  Now,  the 
city  doesn't  have  much  of  a  budget  to  buy  threatened  buildings, 
but  it  does  have  an  ample  police  force,  and  it  appears  that  a  squad 
car  parked  outside  the  house  made  clear  who  was  in  charge. 

Brought  to  heel,  Grossi  in  time  humbly  petitioned  the  city's 
Landmarks  Preservation  Commission  for  the  right  to  do  a  little 
something  with  his  property.  A  month  ago  the  august  commis- 
sion approved  his  plan  to  move  the  old  building  20  feet,  making 
room  for  four  new  (but  architecturally  compatible)  condos. 
Grossi  isn't  saying  what  the  move  and  the  restoration  will  cost, 
but  it  can't  be  a  small  sum. 

When  the  city  needs  books  for  its  schools  or  fuel  for  its  police 
cruisers,  it  acquires  them  in  voluntary  exchanges.  When  it  comes 
to  real  estate,  however,  a  long-standing  tradition  of  theft  prevails. 
Witness,  for  example,  the  expropriation  of  landlords'  assets  via 
rent  control  laws.  The  busy  landmarks  commission  notes  that  its 
decrees  hold  sway  over  23,000  properties.  Something  to  be  proud 
of,  at  least  if  you  hold  private  property  in  contempt. 

EDITOR 


Grossi's  New  York  City  manse. 
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There  are  o\\per  roadsters  almost  kind  of  like  it. 

In  an  instant,  thoughts  of  all  else  fall  away.  This  is  what  a  roadster  was  meant  to  be.  Mid-mount 
engine.  Perfect  balance.  Exactly  two  seats.  A  race-bred  chassis  winding  along  blissfully  twisting  roads. 
In  the  open  air,  the  sweet  hum  of  its  flat  six  tells  you  this  is  the  one.  Porsche.  There  is  no  substitute. 

The  Boxster.  Starting  at  $45,000. 
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Doctors  in  the  Details 

"Taxes  Going  Down?  Yep"  (June  5,  p.  44)  neglects  the  effect  of  medical  expenses 
as  a  "tax"  on  income.  If  you  take  the  average  medical  insurance  cost  for  a 
family— say,  $8,000  to  $12,000— and  consider  it  a  tax  (as  does  the  rest  of  the 
civilized  world),  then  your  tax  table  is  misleading.  Applying  such  a  cost  to  the 
median  household  income  of  approximately  $55,000  puts  the  U.S.  near  the  top 
of  the  misery  index.  As  a  small  business  (of  which  I  am  a  proud  part-owner) 
with  30  employees,  we  have  an  average  $10,000  in  yearly  medical  expenses  per 
employee.  These  costs  have  risen  an  average  17%  annually  for  the  past  three  years. 

One  of  our  longtime 
employees  has  a  wife 
with  terminal  cancer. 
This  prevents  us  from 
shopping  for  another 
insurance  carrier  until 
she  dies.  Only  in 
America. 

KELLEN  SMITH 
President 
C.  Nelson  Manitfacturing 
Oak  Harbor,  Ohio 


Whole  Lotto  Love 

Bravo  for  creative  thinking:  Ian  Ayres 
and  Barry  Nalebuff  have  a  brilliant  plan 
to  push  a  significant  portion  of  lottery 
sales  into  a  guaranteed  retirement  plan 
in  "The  Ticket  to  Savings"  (May  22, 
p.  176).  I  bet  New  Yorkers  think  that 
most  of  the  money  from  their  lottery 
sales  goes  to  education — not  a  general 
fund  described  as  an  "aid  to  education." 
Why  haven't  we  created  a  lottery  for  the 
sole  purpose  of,  say,  reducing  the 
national  debt  or  cancer  research?  Then 
again,  do  we  really  think  our  spendthrift 
representatives  would  allow  such  control 
by  we  peasants?  Horrors! 

ANTHONY  PUCEK 
Hopewell  Junction,  N.  Y. 

Green  Isn't  Gold 

"Prospering  in  the  Housing  Bust"  (June 
5,  p.  142)  is  way  off  the  mark  to  focus  on 
the  capitalization  rate  for  rental  proper- 
ties. In  25  years  I've  never  had  a  positive 
cash  flow  on  any  property  I've  owned, 
and  I  love  it!  Who  cares  about  a  measly 
cap  rate?  Real  estate  has  created  more 


millionaires  than  the  stock  market.  Even 
in  the  flatlands  of  East  Oakland,  home 
to  Hell's  Angels  and  Black  Panthers, 
people  have  made  a  mint  investing  in 
property.  It's  all  about  tax  writeoffs, 
depreciation  and  leverage.  In  real  estate 
Uncle  Sam  is  your  best  partner. 

PAUL  MERRIWETHER 
Oakland,  Calif. 

Buy  Me  a  Bayou 

You  state  in  "The  Big  Sleazy"  (June  5, 
p.  40)  that  $82  billion  is  earmarked  for 
New  Orleans'  recovery.  Assume  that 
every  dollar  is  spent  properly,  with  no 
waste  or  corruption.  That  $82  billion 
equals  more  than  $450,000  for  every 
household  in  New  Orleans  in  2004  and 
more  than  $700,000  for  every  household 
there  now.  The  federal  government 
could  literally  buy  every  family  in  New 
Orleans  a  house  at  far  less  expense.  In 
fact,  many  of  those  families,  who  are 
severely  impoverished  and  permanently 
displaced,  would  be  materially  much 
better  off. 

STEVE  WILLSON  j 
Crystal  Lake,  III. 
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Readers  Say 


Former  money  man  Andrew  Wiederhorn. 

Portland  Payback? 

"Town  Without  Pity"  (June  5,  p.  102)  does 
not  sufficiently  emphasize  the  fact  that 
Andrew  Wiederhorn's  $160  million 
investment  failure — and  his  cover-up  of 
the  fact  that  he  held  a  personal  guarantee 
of  the  individual  who  was  responsible  for 
loaning  Mr.  Wiederhorn's  company  the 
money — was  borne  by  the  now  lost  pen- 
sions and  medical  benefits  of  more  than 
100,000  working  individuals  and  their 
families.  As  these  pensioners'  lead  coun- 
sel, I  can  tell  you  that  in  a  tightly  knit 
community  like  Portland,  Wiederhorn's 
actions  hit  especially  hard,  both  finan- 
cially and  socially.  If  Mr.  Wiederhorn 
really  feels  he  is  being  treated  unfairly,  he 
can  simply  pay  all  the  money  back.  I'm 
sure  those  individuals  and  their  families 
would  be  willing  to  call  it  even. 

STEPHEN  F.  ENGLISH 
Attorney 
Bullivant  Houser  Bailey 
Portland,  Ore. 

Foaming  at  the  Top 

I  was  a  trifle  disappointed  at  your  com- 
ments on  the  difficulty  of  finding  distribu- 
tion for  craft  beers  in  "Money  on  Tap" 
(June  5,  p.  194).  When  a  craft  brewery  has 
to  choose  the  region's  largest  distributor 
for  their  product,  that  brewer,  in  too  many 
cases,  ends  up  as  99th  on  the  distributor's 
list  of  top  100  brands.  There  are  even 
predatory  distributors  who  will  sign  a 


brewery  to  an  exclusive  contract  so  that 
they  have  it  locked  up  and  can  thus 
remove  it  from  competition  with  their 
favored  brands. 

Isn't  it  better  to  be  one  of  the  top  ten 
brands  of  a  craft  beer  distributor  than 
one  of  the  bottom  ten  brands  of  a  large 
commodity  beer  distributor?  It's  a  monu- 
mental struggle  to  grow  a  small  business 
big  enough  to  realize  economies  of  scale. 
If  the  products  you  distribute  are  of  high 
enough  quality  to  command  higher  mar- 
gins, you  will  survive  and  prosper. 

MALCOLM  MONROE 
Senior  Vice  President,  Unique  Beers 
Orlando,  Via. 

Floor  It  for  Froot  Loops 

Your  formula  for  assessing  the  value 
of  race  teams  in  "Racing  For  Sponsors" 
(June  5,  p.  127)  overlooks  an  important 
factor:  Public  perception  of  Nascar  drivers 
strongly  reflect  on  corporate  sponsors.  I'll 
go  out  of  my  way  to  shop  at  Office  Depot 
because  Carl  Edwards  is  a  class  act.  I  buy 
M&Ms  out  of  respect  for  Elliott  Sadler.  I 
will  drive  past  Home  Depot  (Tony  Stew- 
art) and  shop  at  Lowe's  (Jimmy  Johnson). 
I  drank  Miller  Lite  when  Rusty  Wallace 
drove  car  No.  2  and  ate  Kellogg's  cereals 
when  Terry  Labonte  drove  No.  5.  Drivers 
with  positive  public  images  deserve  higher 
multiples. 

MORRIS  DAVIS 
Gainesville,  Va. 

Shards  of  Wisdom 

"Drug  Therapy"  (June  5,  p.  160)  incor- 
rectly described  Medco  Health  Solutions 
as  a  subsidiary  of  Merck;  Medco  is  no 
longer  a  Merck  subsidiary.  "Shattered 
Glass"  (Makers  &  Breakers,  June  19, 
p.  164)  referred  to  Ball  Corp.  as  "glass 
heavy."  In  fact,  Ball  no  longer  makes  glass 
products.  In  "Prospering  in  the  Housing 
Bust"  (June  5,  p.  142)  we  misspelled  the 
name  of  a  former  telecom  sales  manager, 
whom  we  referred  to  as  Michael  Pearl;  his 
name  is  spelled  Perl. 


I  Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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Pact  and  Comment 

By  Steve  Forbes,  Editor-in-Chief 
'With  all  thy  getting  get  understanding." 


Iranian  Crisis  Still  Mushrooming 


["HE  GOOD  NEWS  ON  THE  IRAQ  FRONT  DOES  NOT  IN  ANY  WAY 
iiminish  the  magnitude  of  the  impending  showdown  with  Iran 
wer  its  efforts  to  develop  nuclear  weapons. 

The  diplomatic  skills  of  Secretary  of  State  Condoleezza  Rice 
ire  about  to  be  put  to  the  ultimate  test.  She  persuaded  President 
Ueorge  W.  Bush  that  the  U.S.  should  engage  in  direct  negotia- 
ions  with  the  terrorist-supporting-and-fomenting  mullahs  if 
ran  agreed  to  suspend  its  uranium  enrichment  and  reprocessing 
ictivities.  Predictably,  the  mullahs  responded  that  they  would 
igree  to  no  such  preconditions.  And 
Jmost  as  predictably  China,  Russia  and 
iome  of  our  European  allies  will  eventu- 
illy  hint  that  we  should  back  off  and  sit 
lown  and  talk  without  preconditions. 

The  mullahs,  of  course,  are  de- 
ighted.  As  they  see  it,  our  willingness 
o  talk  increases  their  legitimacy  in  the 
yes  of  the  world.  But  it  also  makes 
hem  more  intransigent.  Their  develop - 
ng  the  bomb  has  been  met  with  conces- 
sion after  concession.  They've  suffered 
10  punishment  whatsoever.  Tehran  is  using  the  prebargaining 
mrgaining  and  any  subsequent  talks  as  a  way  to  buy  time. 

Perhaps  Secretary  Rice  can  swiftly  exercise  Henry  Kissin- 
;eresque  diplomacy  and  cleverly  force  Iran  into  a  corner — with 
iurope,  China  and  Russia  ready  to  apply  serious  sanctions  against 
hese  black-robed  fascists  if  they  don't  drop  their  nuclear  ambitions. 

But  she'd  better  be  quick;  the  showdown  clock  is  ticking  fast, 
rwenty-five  years  ago  in  one  swift  air  raid  the  Israelis  destroyed 
raq's  nuclear  facility.  Iran  has  spread  its  own  nuclear  research 
ind  development  assets  around  the  country.  Many  are  deep 
inderground;  others,  no  doubt,  are  smack  in  the  midst  of  popu- 
ation  centers,  guaranteeing  great-for-TV  "collateral  damage"  if 
lir  strikes  occur.  Iran's  diffusion  efforts  have  recently  been 
tepped  up,  thereby  lessening  the  chances  that  air  raids  can  effec- 
ively  cripple  or  substantially  set  back  its  nuclear  program. 


Can  even  the  formidably  able  Condi  Rice  peacefully 
head  off  Iran's  drive  for  nuclear  weapons? 


The  Israelis  are  not  going  to  sit  idly  by.  To  them  the  mullahs' 
getting  the  bomb  is,  as  certain  officials  put  it,  "an  existential 
issue."  They  know  all  too  well  that  time  is  not  on  their  side.  If  Iran 
is  not  deterred  soon,  Israel  will  act — probably  with  missiles. 

Some  extremist  elements  in  the  Iranian  government  may  actu- 
ally welcome  such  a  strike,  reasoning  that  this  would  make  Iran 
the  effective  leader  of  a  more-militant  Muslim  world.  Iran  would 
certainly  respond  by  launching  rockets  against  Tel  Aviv,  and  a 
handful  might  get  through  before  those  launch  sites  were  disabled. 

The  political,  diplomatic  and  eco- 
nomic repercussions  of  an  Israeli  strike 
would  be  staggering.  Anarchy  would 
rule  in  the  oil  markets,  at  least  initially 
Iran  is  the  fourth -largest  oil  producer 
in  the  world.  The  ability  to  ship  Iraqi 
oil  would  be  questionable  in  the  short- 
term.  Who  knows  what  terrorists 
would  do  to  the  Kuwaiti  and  Saudi  oil- 
fields. International  opinion  against  the 
U.S.  and  Israel  could  become  red  hot. 
We'd  better  be  prepared.  If  these 
would-be  negotiations  don't  work  quickly,  Israel  will  feel  compelled 
to  act.  We  could,  of  course,  prevent  such  a  move  by — unilaterally,  if 
necessary— imposing  a  blockade  against  Iran,  cutting  off  its  critical 
gasoline  imports:  Thanks  to  its  lack  of  refining  capacity,  40%  of 
that  rogue  nation's  gasoline  comes  from  India  and  elsewhere.  We 
also  could  move  far  more  aggressively  against  Iranian  financial 
assets  around  the  world.  We  could,  belated  though  it  may  be,  engage 
in  serious  radio  broadcasting  into  Iran,  just  as  we  once  broadcast 
into  the  Soviet  Union  and  its  satellite  nations  during  the  Cold  War. 

The  White  House  could  also  urge  Ben  Bernanke  and  the  Fed- 
eral Reserve  to  get  more  serious  about  fighting  inflation  by  mop- 
ping up  some  of  the  excess  liquidity  that  he  and  predecessor  Alan 
Greenspan  spawned.  In  a  noninflationary  environment,  oil  prices 
would  be  about  half  what  they  are  today. 

Condi  Rice's  supreme  test  is  coming.  Soon. 


We'd  Better  Understand  This  Beast 


'HANKS  TO  BLUNDERS  BY  THE  FEDERAL  RESERVE,  INFLATION  IS 
»ack  in  the  news.  And  with  it  a  lot  of  misconceptions  that  can 
nislead  investors,  entrepreneurs,  executives  and  policymakers, 
n  the  old  days  kings  and  emperors  "clipped"  coins,  sneakily 
educing  the  amount  of  gold  or  silver  in  them.  The  debased 
oinage,  of  course,  led  to  higher  prices.  Today  the  "clipping"  is 
lone  by  central  banks;  they  simply  create  too  much  money. 
Some  common  fallacies: 


Budget  deficits  cause  inflation.  No  they  don't;  excess  money 
created  by  the  Federal  Reserve  does.  In  the  1980s  Washington's 
deficits  soared  while  inflation  plummeted.  Why?  Because  the  Fed 
turned  off  the  money  spigot. 

Trade  deficits  weaken  the  dollar.  Again,  no.  See  above. 
We  should  focus  on  core  inflation.  Many  economists  say  we 
shouldn't  be  too  worried,  because  if  we  don't  figure  in  "volatile"  prices 
for  food  and  energy,  "core"  inflation  is  still  reasonable.  This  con- 
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cept  is  bogus  and  reminds  one  of  what  the  late  Herb  Stein,  who  served 
as  chairman  of  the  Council  of  Economic  Advisers  under  Presidents 
Richard  Nixon  and  Gerald  Ford,  did  as  inflation  surged  in  the  early 
1970s.  After  the  release  of  a  bad  set  of  statistics,  Stein,  with  a  perfectly 
straight  face,  told  reporters  that  if  you  took  out  all  the  items  that  went 
up  in  price  in  the  index  that  month — inflation  would  actually  go 
down.  Not  many  of  these  often  self-important  journalists  imme- 
diately realized  that  Stein  was  pulling  their  collective  leg. 
There's  no  inflation  until  it 
shows  up  on  various  price  in- 
dexes, such  as  the  Consumer 
Price  Index.  Nonsense.  By  the 
time  prices  start  rising,  the 
disease  has  already  taken  hold. 
It's  like  saying  a  cough  and  con- 
gestion shouldn't  be  treated 
until  they  turn  into  pneumonia. 
Money  supply  numbers  are 
good  indicators  of  inflation. 
Not  always.  You  can't  just  look 
at  supply,  you  must  also  look  at  demand.  The  Fed  may  not  be  print- 
ing a  lot  of  money,  but  if  there's  no  demand  for  money  in  the  econ- 
omy, you  may  well  get  inflation  anyway.  How  quickly  people  use 
money  is  the  key.  In  monetary  terms  that's  known  as  "velocity"  The 
most  dramatic  example  of  velocity  was  the  legendary  hyperinflation 
in  Germany  during  the  early  1920s.  By  late  1923  inflation  was  so  vir- 
ulent it  could  no  longer  be  measured.  Germany's  central  bank  then 
instituted  a  dramatic  and  effective  currency  stabilization  program. 
The  inflation  fever  soon  broke,  yet  the  money  supply  zoomed  as  the 
German  mark  stabilized.  Why?  Because  people  were  willing  to  hold 
the  money,  so  the  amount  of  currency  went  up  like  a  rocket.  In  con- 
trast, during  the  period  of  inflation,  people  got  rid  of  paper  money 
as  soon  as  it  touched  their  fingers.  Velocity  was  almost  infinite. 
The  Fed  is  fighting  inflation  by  raising  interest  rates.  That  ain't 
necessarily  so.  In  the  1970s  interest  rates  reached  catastrophic 
levels — as  did  inflation.  The  Fed  is  guessing  at  what  the  right  level 
of  short-term  interest  rates  is.  It  should  leave  rates  alone — 
and  use  gold  as  its  guide.  Alas,  for  now,  that's  beyond  Ben 
Bernanke's — and  most  other  economists'— understanding. 

The  best  measure  of  a  currency's  true  value  is  its  price  in  gold, 
a  standard  measure  of  wealth  for  4,000  years.  A  rise  in  the  dollar 


Ben  Bernanke  realizes  he's  got  an  inflation  problem.  But  Hank  Paulson 
still  thinks  a  slowly  debasing  dollar  is  good  for  America. 


price  of  gold  doesn't  mean  gold  is  getting  more  "expensive."  It 
means  the  true  value  of  the  dollar  is  going  down.  If  the  central 
bank  creates  too  many  dollars  for  a  period  of  time,  eventually  the 
dollar  price  of  goods  and  services  will  rise. 

Economists,  though,  too  often  confuse  normal  marketplace  price 
changes  with  inflation  and  deflation.  If  some  reputable  agency  or 
study  declared  that  eating  five  apples  a  day  would  prevent  cancer 
and  heart  disease,  the  price  of  apples  would  soar  until  growers  could 

catch  up  with  demand  That's  not 
inflation,  it's  supply  and  demand 
at  work  in  the  marketplace. 
Similarly,  the  plunging  price 
of  computing  power  doesn't 
mean  the  computer  industry 
is  plagued  with  deflation  or  a 
scarcity  of  dollars.  It's  the  result 
of  productivity,  pure  and  simple. 

You  can  pay  a  dollar  or  so 
for  a  burger  at  McDonald's, 
but  a  hamburger  at  New  York's 
"21"  Club  can  set  you  back  more  than  $20.  Is  "21"  suffering  from 
inflation?  Is  it  being  hit  with  an  excess  in  the  money  supply? 

Price  changes  per  se  also  reflect  the  taxes  the  government 
levies.  The  sales  tax  is  the  most  obvious  example.  But  all  those 
other  exactions  are  embedded  in  prices  as  well. 

Inflation  itself  is  purely  a  monetary  phenomenon.  When 
there's  inflation,  the  central  bank  is  creating  too  much  money. 
When  there's  deflation — we  experienced  a  mild  bout  of  it  in  the 
late  1990s  to  2002 — it's  the  opposite:  Not  enough  money  is  being 
created.  Japan  went  through  a  period  of  deflation  that  began  in 
1989  and  continued  until  the  early  part  of  this  decade. 

When  the  Federal  Reserve  creates  inflation,  it's  first  seen  in  com- 
modity prices.  Eventually  it  courses  its  way  through  the  economy,  im- 
pacting prices  and  profits.  It  distorts  economic  decision  making:  Hard 
assets,  such  as  oil,  gold  and  land,  may  look  awfully  good  when  the  cost 
of  living  is  rising  more  than  10%  a  year — which  is  what  happened  in 
the  1970s  and  early  1980s.  But  tew  energy  investors/speculators  looked 
like  geniuses  when  the  price  of  oil  plunged  from  $35  a  barrel  to  $10. 

Bottom  line:  Ignore  most  of  what  most  pundits  spout;  just  look 
at  the  price  of  the  yellow  metal.  That  will  give  you  all  the  informa- 
tion you  need  to  know  about  what  the  Fed  is  actually  doing. 


RESTAURANTS:  GO,  ,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


«  Cafe  d'Alsace— 1695  Second  Ave.,  at  88th  St.  (Tel.:  212-722- 
5133).  Bustling  new  brasserie  exuding  an  energy  that's  hard  to 
resist.  The  food  is  wonderful.  Try  the  petatou  (warm  potato  salad 
appetizer  laced  with  Munster  cheese),  the  roast  chicken,  the  grilled 
trout  with  buttered  spinach  and  a  Riesling  sauce,  and  the  chou- 
croute  garnie  (assorted  sausages  and  pork  over  sauerkraut). 
•  Shelby's  New  York— 41  West  57th  St.  (Tel.:  212-245-2422).  This 
spot  has  recently  reopened  further  east  and  in  somewhat  smaller 
quarters.  There's  no  longer  a  live  jazz  attraction,  but  this  is  as  wor- 


thy a  food  destination  as  ever.  Portions  are  large  and  delicious: 
mountains  of  shellfish,  heaping  platters  of  perfectly  cooked  steaks, 
supersize  baked  potatoes  and  monumental  desserts. 
#  Woo  Lae  Oak — 148  Mercer  St.,  between  Prince  and  Houston 
streets  (Tel.:  212-925-8200).  A  great  place  to  celebrate  with  a 
group  of  friends.  The  fare  is  traditional  Korean,  with  the  excep- 
tion of  the  tasty  desserts.  Barbequed  meats  and  fish  are  the  spe- 
cialty here,  and  the  centerpiece  at  each  table  is  a  small  open  grill. 
Make  it  a  point  to  try  the  tempuralike  calamari:  yummy.  F 
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ALL-WEATHER  PERFORMANCE 


Mutual  Shares  Fund— A  History  of  Strong  Performance  with  Lower  Volatility 


FUNDS 


Mutual  Series  fund  managers  don't  try  to  forecast 
the  market.  Their  disciplined,  deep-value  approach 
to  investing  focuses  on  finding  out-of-favor 
investments  with  significant  upside  potential  and  reduced 
downside  risk.  The  result— historically  solid  long-term  performance 
and  lower  relative  volatility  across  market  cycles. 

Uncovering  opportunities  that  the  market  has  overlooked 
requires  a  unique  perspective.  At  Mutual  Series,  that  comes 
from  over  50  years  of  searching  for  hidden  values  in  all  types 
of  markets.  For  details  on  how  this  perspective  may  benefit 
your  portfolio,  see  your  financial  advisor,  call  1-800-FRANKLIN 
or  visit  franklintempleton.com/mutualseries. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PERSPECTIVE®  > 


MUTUAL  SHARES  FUND 

As  of  3/31/06 

Strong  Performance     Lower  Volatility 

Average  Annual 
otal  Returns- Class  Af  Betat 


1-Year 

10.01% 

0.63 

3-Year 

17.32% 

0.71 

5-Year 

7.56% 

0.59 

10-Year  10.53% 


0.60 


Before  investing  in  Mutual  Shares  Fund,  you  should  carefully  consider  the  fund's  investment 
goals,  risks,  charges  and  expenses.  You'll  find  this  and  other  information  in  the  fund's 
prospectus,  which  you  can  obtain  from  your  financial  advisor.  Please  read  the  prospectus 
carefully  before  investing.  Past  performance  does  not  guarantee  future  results.  Investment 
return  and  principal  value  will  fluctuate  so  that  your  shares,  when  redeemed,  may  be  worth 
more  or  less  than  the  original  cost.  Performance  data  quoted  includes  the  maximum  5. 75% 
initial  sales  charge,  and  represents  past  performance,  which  does  not  guarantee  future 
results.  More  recent  returns  may  differ  from  figures  shown;  for  most  recent  month-end 
performance  figures,  please  visit  franklintempleton.com.  The  fund  may  charge  a  2%  fee  on 
redemptions  within  seven  days. 

Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 


esting  in  companies  involved  in  mergers,  reorganizations  and  liquidations  involves  special  risks.  Foreign  investing  involves  special  risks  including  currency  fluctuations  and 
litical  uncertainty. 

'he  fund  offers  other  share  classes,  subject  to  different  fees  and  expenses,  which  will  affect  their  performance.  Prior  to  11/1/96,  only  a  single  class  of  fund  shares  was  offered 
hout  sales  charge  and  Rule  12r>1  expenses.  Returns  shown  are  a  restatement  of  the  original  class  to  include  both  the  Rule  12r>1  expenses  and  maximum  initial  sales  charge 
though  in  effect  from  the  fund's  inception.  Average  annual  total  returns  represent  the  average  annual  increase  in  value  of  an  investment  over  the  indicated  periods  and  assume 
ivestment  of  dividends  and  capital  gains  at  net  asset  value. 

Beta  is  a  measure  of  a  fund's  volatility  relative  to  the  S&P  500  Index.  A  beta  greater  than  1.00  indicates  volatility  greater  than  the  market's.  Source:  Thomson  Financial  3/31/06. 


Other  Comments  

A  democracy  can  be  distinguished,  if  its  citizens  are  distinguishable;  if  each  has  an  area  of  choice  in 
which  he  really  chooses.  To  keep  that  area  of  choice  as  large  as  possible  is  the  real  function  of  freedom. 

— G.K.  CHESTERTON 


Key  tO  Prosperity  As  former  U.S.  Trade  Representa- 
tive Rob  Portman  recently  said,  "We  must  fight  the  protectionist 
forces  with  the  facts,  which  show  that  benefits  from  trade  are  sub- 
stantial." The  $12  trillion  U.S.  economy  is  bolstered  by  free  trade,  a 
pillar  of  Americas  vitality.  American  exports  support  one  in  five 
U.S.  manufacturing  jobs.  Jobs  directly  linked  to  exports  pay  13% 
to  18%  more  than  other  U.S.  jobs.  Moreover,  agricultural  exports 
hit  a  record  high  in  2005  and  now  account  for  926,000  jobs.  It  is  in 
Americas  economic  interest  to  expand  trade  by  lowering  barriers. 

— DANIELLA  MARKHEIM,  Heritage  Foundation 

Divest  Iran  America  has  an  opportunity  to  bring  more 
than  moral  suasion  to  bear  on  those  who  partner  with  our  ene- 
mies and,  thereby,  help  underwrite  their  threatening  behavior: 
Make  them  choose  whether  they  wish  to  do  business  with  us  or 
with  [them].  [In  April]  the  Louisiana  sheriffs  public  pension  fund 
became  the  first  in  the  nation  to  adopt  such  an  approach  in  the 
form  of  a  terror-free  investment  policy.  Its  portfolio  managers, 
including  T.  Rowe  Price,  have  agreed  that  the  sheriffs'  retirement 
money  will  not  be  invested  in  foreign  energy,  telecommunica- 
tions, banks  and  other  companies  that  engage  in  commercial 
activities  and  investment  in  state  sponsors  of  terror  like  Iran. 

The  U.S.  government  should  encourage  this  model — call  it 
Divest  Iran— to  be  adopted  by  the  scores  of  millions  of  other 
American  investors  whose  decisions  to  hold  or  dispose  of  stocks 
will  probably  have  a  lot  more  influence  with  Iranian-connected 
enterprises  than  will  pleas  from  our  "engagement" -minded  offi- 
cials. Such  a  privatization  of  the  effort  to  end  the  danger  posed  by 
the  Iranian  mullahs  may  not  only  make  for  a  more  coherent  U.S. 
policy.  It  may  even  make  it  possible  to  avoid  the  otherwise  possi- 
bly necessary  use  of  force  against  Iran. 

—FRANK  J.  GAFFNEY  JR.,  president, 
Center  for  Security  Policy,  Washington  Times 


"We  better  not.  My  dad's  warning  level  is  already  at  orange." 


32      FORBES      JULY  3,  2006 


Monetary  Policy  Nirvana  There  are  two  forces 

that  cause  the  economy  to  grow.  One  is  real,  the  other  is  an  illu- 
sion. The  real  force — entrepreneurial  innovation  and  creativity- 
comes  naturally  as  long  as  government  policies  do  not  drive  it  away. 
The  artificial  force  is  easy  money.  An  increased  supply  of  money, 
by  creating  an  illusion  of  wealth,  can  increase  spending  in  the  short 
run,  but  this  eventually  turns  into  inflation.  Printing  money  can- 
not possibly  create  wealth;  if  it  could,  counterfeiting  would  be  legal. 

The  Fed  is  very  close  to  a  neutral  monetary  policy.  Using 
nominal  GDP  as  a  target,  and  looking  back  historically,  a  neutral 
rate  is  likely  close  to  6%.  If  the  Fed  could  get  rates  to  this  level 
soon,  the  economy  could  continue  to  grow  based  on  underlying 
entrepreneurial  activity  and  productivity — a  rate  estimated  to  be 
3.5%  or  4%  per  year.  A  neutral  rate  would  also  put  a  lid  on  infla- 
tion, stabilize  the  dollar  and  cap  commodity  prices,  including  oil. 
A  6%  federal  funds  rate  would  be  monetary  policy  nirvana. 

—BRIAN  S.  WESBURY,  chief  economist,  First  Trust  Advisors, 

Wall  Street  Journal 

Right  Frame  of  Mind  Nothing  great  was  ever 

achieved  without  enthusiasm. 

—RALPH  WALDO  EMERSON 

As  Good  As  It  Gets  Baseball  is  a  perfect  metaphor 
for  hope  in  a  democratic  society.  It  has  to  do  with  the  rules  of  play. 
It  has  to  do  with  the  mode  of  enforcement  of  these  rules.  First,  it's 
the  remarkable  symmetry  of  everything.  All  those  threes  and  mul- 
tiples of  three,  calling  attention  to  the  game's  noble  equality.  Equal- 
ity, that  is,  of  opportunity.  Everyone  is  given  exactly  the  same  chance. 
And  the  opportunity  to  exercise  that  chance  at  his  own  pace.  In 
baseball  there's  no  [time]  clock.  And  with  each  turn  at  the  plate, 
there's  the  possibility  of  turning  the  situation  to  your  favor.  Down 
to  the  very  last  try.  And  then,  to  ensure  that  everything  remains 
fair,  justices  are  ranged  around  the  park  to  witness  and  assess  the 
play.  And  if  the  justice  errs,  an  appeal  can  be  made.  It's  invariably 
turned  down,  but  that's  part  of  what  makes  the  metaphor  so  right. 
Because  even  in  the  most  well-meant  of  systems,  error  is  inevitable. 

And  baseball  is  better  than  democracy  because  baseball  acknowl- 
edges loss.  While  conservatives  tell  you,  "Leave  things  alone  and  no 
one  will  lose,"  and  liberals  tell  you,  "Interfere  a  lot  and  no  one  will 
lose,"  baseball  says,  "Someone  will  lose."  Not  only  says  it — insists  upon 
it!  So  that  baseball  achieves  the  tragic  vision  democracy  evades.  Evades 
and  embodies.  Democracy  is  lovely,  but  baseball's  more  mature. 

— Take  Me  Out,  by  RICHARD  GREENBERG 

Safe  Bet  If  you  want  to  be  safe  on  the  streets  at  night,  carry 
a  projector  and  slides  of  your  last  vacation. 

—HELEN  MUNDIS  F 


If  we  managed  their  contract  workers, 
the  world  would  be  talking  about  "the  Straight  Tower  of  Pisa." 


tact  Lisa  Quattrini,  Executive  Vice  President,  at  1-888-828-2750. 
^xium  International  Company/Certified  MBE.  ensemblemsp.com  Workforce  Solutions. 


Are  your  people  ready? 


Where  do  new  products  come  from?  How  about  new  services?  Or  new  and  better  ways 
of  working?  A  people-ready  business  has  the  answer:  It's  people,  empowered  by  the  right 
software.  Software  that  streamlines  the  creative  process,  organizes  the  production  process, 
and  connects  people  who  have  ideas  with  people  who  can  manufacture,  distribute, 
and  sell  them.  That's  the  foundation  of  a  successful  business.  A  people-ready  business. 
Microsoft?  Software  for  the  people-ready  business'"  microsoft.com/peopleready 


turn  on  imadination 


Microsoft  Corporation.  All  rights  reserved.  Microsoft  and  "Your  potential.  Our  passion."  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 


W" hat's  a  good  corporate  citizen? 
It's  not  about  awards  or  mission 
statements  or  press  releases.  It's  about 
people.  People  who  care  about  what  they 
do  and  how  they  do  it.  And  at  Toyota,  we 
know  these  people  pretty  well,  because 
we  hire  them  every  chance  we  get. 

You  see  it  in  every  vehicle  we  build 
here**  Our  over  32,000  team  members 


take  pride  in  everything  they  do.  Qualit 
teamwork  and  dependability,  that's  what 
they  are  all  about. 

Our  team  members  care  about  doing 
what's  right;  at  work  as  well  as  in  their 
local  communities.  They  really  are  good 
citizens.  Which  in  turn  makes  Toyota  a 
better  corporate  citizen.  Isn't  it  nice  when 
things  work  out? 


TOYOTA 


Current  Events 


By  Paul  Johnson 


Energy  Crisis  Is  America's  Opportunity 


N  THE  PAST  I'VE  PAID  LITTLE  ATTENTION  TO  WORLD  OIL  SHORT- 
iges  and  the  consequent  increases  in  oil  prices  because  they  tend 
:o  end  naturally,  when  supply  catches  up  with  demand.  But  in  the 
:urrent  instance  no  such  rectification  by  the  market  has  taken 
place,  so  more  fundamental  remedies  must  be  studied. 

As  the  worlds  biggest  consumer  of  energy— as  well  as  the  one 
power  with  the  technical  resources,  capital  and  experience  in 
eadership  to  apply  bold  measures — the  U.S.  has  a  duty  to  think 
pn  the  largest  possible  scale.  It  should  contemplate  becoming  the 
world's  supplier  of  electricity  generated  by  nuclear  reactors. 

The  world's  biggest  technical  failure  over  the  last  half-century 
las  been  the  refusal  to  make  full  use  of  nuclear  power.  Following 
he  explosion  of  the  two  atomic  bombs  in  Japan  in  August  1945, 
'.  recall  vividly  the  speculation  that  the  peaceful  use  of  nuclear 
mergy  would  replace  the  world  s  dependence  on  fossil  fuels  with 
i  cheaper,  cleaner  and  inexhaustible  source  of  power.  But  this  has 
lot  happened.  It's  not  because  the  technology  or  the  capital 
•esources  are  lacking  but  because  public  opinion  has  been  stam- 
peded into  the  antinuclear  camp  by  scare  tactics,  helped  along  by 
i  minor  accident  in  the  U.S.  at  Three  Mile  Island  and  a  major  one 
n  the  old,  inefficient,  corrupt  and  careless  U.S.S.R.  at  Chernobyl, 
n  fact,  for  the  long  term  nuclear  energy  is  by  far  the  cheapest, 
:leanest  and  most  trustworthy  way  to  produce  power.  The  safety 
procedures  for  nuclear  energy  can  be  improved  upon  indefi- 
litely,  while  the  risks  involved  in  continuing  dependence  on  fos- 
;il  fuels  are  intrinsic. 

Return  to  Nuclear  Energy 

Hie  present  oil  crisis— the  longest  on  record — is  forcing  the  gov- 
:rnments  of  many  nations  to  drop  their  craven  deference  to  the 
intinuclear  lobbies  and  tread  the  path  of  realism.  France,  thanks 
o  the  foresight  of  President  Valery  Giscard  d'Estaing,  has  always 
;tuck  with  the  nuclear  option.  Finland,  at  one  time  thoroughly 
;haken  by  Chernobyl,  is  now  following  suit.  Britain  has  just 
iecided  to  build  a  score  of  new  nuclear  power  plants. 

I'd  like  to  see  the  U.S.  not  only  building  many  more  nuclear 
power  plants  but  also  taking  a  leap  forward  in  the  game,  to 
>ecome  a  major  supplier  of  nuclear-generated  energy  to  the 
vhole  world.  The  U.S.  was  the  first  nuclear  power  and  is  still  well 
ihead  of  other  countries  in  nuclear  technology.  It  is  capable  of 
puilding  nuclear  generators  on  a  scale  hitherto  undreamed  of  and 
:oncentrating  them  in  remote  areas  that  would  provide  the  max- 


imum geographical  safeguards  and,  in  the  unlikely  chance  of 
attack,  allow  for  antimissile  defenses  to  be  set  up. 

This  is,  of  course,  a  long-term  plan  that  would  involve  colos- 
sal capital  expenditures  and  extensive  work  to  produce  entirely 
new  supergenerators  and  long-range  distribution  systems.  But 
the  U.S.  has  shown  itself  to  be  capable  of  thinking  big,  for  its 
own  sake  and  for  that  of  humanity.  The  Manhattan  Project  is  a 
case  in  point. 

That  project  was  conducted  under  wartime  conditions  of 
secrecy,  or  it  might  otherwise  never  have  been  accomplished.  The 
doubters,  the  faint-of-heart  and  the  safety- obsessed  are  always 
noisier  than  are  the  innovators  and  visionaries.  Yet  even  under 
conditions  of  public  debate,  great  engineering  feats  can  be 
accomplished.  Witness  the  way  in  which  the  U.S.  built  its  first 
transcontinental  railroad  and  the  Panama  Canal,  or  how  Britain, 
even  in  the  Depression-riddled  1930s,  built  the  first  national  elec- 
tricity grid. 

Meeting  Russia's  Challenge 

Russia,  a  nearly  third-rate  economic  power  a  decade  ago,  has 
leapt  back  into  the  race  through  its  large-scale  export  of  natural 
gas  and  oil.  The  U.S.  could  consolidate  its  superpower  status  with 
a  Global  Nuclear  Energy  Supply  System,  which,  in  time,  would 
not  only  solve  the  world's  energy  problems  but  would  also  gener- 
ate unimaginably  vast  export  earnings,  thereby  providing  a  per- 
manent solution  to  America's  balance-of-payments  deficit. 

It's  worth  remembering  that  the  U.S.  has  not  entirely  ne- 
glected the  potential  of  large-scale  use  of  nuclear  energy.  Its  fleets 
of  aircraft  carriers  and  submarines,  which  form  the  core  of  its 
capacity  as  the  world's  only  superpower  and  are  the  means  of 
making  its  global  military  outreach  a  reality,  are  almost  entirely 
powered  by  nuclear  reactors.  These  have  performed  over  many 
decades  with  spectacular  efficiency  and  superb  safety  records. 

It's  already  clear  that  the  U.S.  will  have  to  take  to  the  nuclear 
road  again.  I  hope  that  President  Bush  and  Congress  will  have 
the  intellectual  gallantry  and  long-term  willpower  to  do  so  on  a 
gigantic  scale,  one  that  will  once  again  put  the  U.S.  a  generation 
ahead  of  others  in  what  is  perhaps  the  single  most  important  field 
of  economic  activity. 

Given  a  decisive  lead  from  the  White  House  and  Capitol  Hill, 
the  American  people  can  be  trusted  to  respond  with  energy  and 
enthusiasm.  F 


Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan  Yew,  minister  mentor  of  Singapore;  and  Ernesto  Zedillo, 
director,  Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico,  rotate  in  writing  this  column.  To  see 
past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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Digital  Rules 

By  Rich  Karlgaard,  Publisher 


Populist  Phonies,  Right  and  Left 


CAN  A  SOCIETY  LIKE  OURS  HAVE  ITS  CAKE  AND  EAT  IT,  TOO? 
Can  we  generate  robust  economic  growth,  social  mobility  and 
enough  income  and  wealth  equality  to  stay  the  hand  of  populist 
levelers?  Lets  hope  so.  But  heading  into  the  fall  2006  election 
cycle,  I  wonder.  Support  for  the  supply- side  revolutions  of  Ronald 
Reagan  and  Margaret  Thatcher  is  thinning— and  not  just  on  the 
left,  where  it  existed  for,  oh,  about  six  months  during  the  late 
1990s  when  hippie  geeks  learned  they  could  get  rich.  Listen  to  the 
refrains  now  blaring  from  the  right's  radio  talk  shows:  middle 
class  destruction  . . .  rage  against  high  salaries  . . .  rage  against 
unrestricted  trade  and  global  money  flow.  Rage,  rage,  rage. 

One  would  think  the  economy  was  at  deaths  door.  But  its 
chugging  along.  Despite  a  muted  second  quarter,  growth  for 
2006  will  clock  in  around  3.5%.  American  profit  margins  and 
cash  balances  have  never  been  higher. 

Productivity  has  boomed,  creating  new  jobs  like  crazy.  Our 
friend  Jerry  Bowyer  writes  last  month:  "The  federal  governments 
Job  Openings  and  Labor  Turnover  Survey  [reports  that]  job  open- 
ings hit  the  highest  level  since  the  recession.  Before  the  Presidents 
tax  cut  of  2003,  there  were  slightly  more  than  2.5  million  unfilled 
jobs  in  the  country.  Now  there  are  over  5  million." 

Why,  then,  are  so  many  politicians  so  quick  to  paint  the  black- 
est picture?  I  believe  they  are  cleverly  twisting  a  natural  fear  of 
economic  change.  For  the  past  few  years  I've  argued  that  we  are 
living  in  the  midst  of  the  most  turbulent  period  of  business  change 
that  any  generation  has  seen.  Businesses  that  once  generated  profit 
and  jobs — heavy  manufacturers,  hub-and-spoke  airlines,  travel  agen- 
cies, newspapers  dependent  on  classified  ad  sales — can  suddenly 
tumble.  The  consulting  firm  McKinsey  &  Co.  says  that  corpora- 
tions (now  versus  30  years  ago)  have  a  tripled  chance  of  slipping 
out  of  "top  quintile"  leadership  over  any  five-year  period. 

This  era  of  "extreme  competition"  is  only  beginning.  Cheap  tech- 
nology tools  and  Internet  marketplaces  guarantee  a  proliferation  of 
startups  worldwide.  The  age  of  permanent  change  and  disruption  is 


upon  us.  Populist  pols  are  determined  to  save  America  from  change. 

Right-wing  populists,  an  emergent  majority  of  House  and 
Senate  Republicans,  want  to  stop  immigration  and  trade.  This  is 
part  of  their  overall  prescription  for  quelling  disorder  (as  they  see 
it)  and  slowing  the  pace  of  change,  both  economic  and  social . . . 
until  the  "people  in  charge"  (them)  can  sort  it  all  out.  Today's 
right-wing  populists,  such  as  Senator  Lindsey  Graham  (S.C.) 
and  Representatives  James  Sensenbrenner  Jr.  (Colo.)  and  Tom 
Tancredo  (Wis.),  are  spiritual  heirs  of  a  Republican  President, 
Herbert  Hoover,  and  a  Republican  senator  and  congressman, 
Reed  Smoot  and  Willis  C.  Hawley,  respectively. 

Hoover,  Smoot  and  Hawley!  There's  an  economic  team  for  you. 

Left-wing  populists  offer  a  variety  of  prescriptions.  Most 
want  more  steeply  progressive  taxes  on  income  and  wealth.  Old- 
style  left-wing  populists,  such  as  Senator  Charles  Schumer  (N.Y.), 
are  prounion  and  locked  into  the  old  divide  of  owners  versus 
workers.  They  are  protectionist  to  their  toenails,  and  they're 
against  any  incentives  that  reward  ownership  and  productivity 
(low  taxes,  dividends  and  capital  gains). 

The  newer  generation  of  leftist  populists,  whose  attitudes  were 
formed  in  the  1960s,  are  a  comical  lot.  They  are  college-educated — 
usually  with  multiple  degrees — and  live  in  blue-state  enclaves  like 
Boston,  New  York,  Silicon  Valley  and  Hollywood.  Picture  John 
Kerry  duck  hunting  or  Howard  Dean  at  a  Nascar  race — pop- 
ulism as  a  pose.  The  newest  and  richest  category  of  populist  lefty 
is  the  Gulfstream  Green.  Think  of  Arianna  Huffington  jetting  to 
Michigan  to  lecture  factory  workers  on  the  evils  of  SUV  ownership. 
Or  Al  Gore  jetting  to  Cannes  to  warn  of  carbon  emissions- caused 
global  warming.  (Personally,  if  I  ever  reach  the  point  of  owning  a 
Gulfstream,  I'll  proudly  tattoo  its  tail  number  on  both  arms.) 

Scratch  a  political  populist  and  you'll  find  a  phony,  every  time. 
The  very  word,  populist,  implies  trusting  the  people  with  their  deci- 
sions. But,  in  practice,  every  political  populist  advocates  the  oppo- 
site: More,  not  less,  control  over  your  life.  They  must  be  defeated. 


What  Does  the  Stock  Market  Want? 


Price  stability.  Alan  Greenspan  left  Ben  Bernanke  holding  the 
inflation  bag.  Our  friend  Brian  Wesbury,  chief  economist  at  First 
Trust  Advisors,  wishes  Bernanke  would  hike  the  Fed  funds  rate 
to  6%,  sooner  rather  than  later.  Wesbury  says  the  market  will 
boom  when  gold  starts  heading  back  down  toward  $500  ...  a  sig- 
nal of  Fed  neutrality  and  price  stability. 

Better  Bernanke  leadership.  As  Bear  Stearns  chief  economist  David 
Malpass  says:  "[Bernanke's]  latest  presentation  of  the  inflation  prob- 
lem is  not  confidence- inspiring.  We  think  it's  important  to  sepa- 
rate inflation  from  growth  in  making  monetary  policy,  but  the  Fed 


continues  to  link  the  two.  The  impression  (though  this  isn't  explicit) 
is  that  the  Fed  connects  growth  and  higher  capacity  utilization  with 
inflation  rather  than  blaming  dollar  weakness  and  past  monetary 
accommodation.  This  creates  an  unfavorable  environment  for 
equities,  implying  either  a  slowdown  or  inflation — or  both." 

Malpass  is  dead  right.  Growth  doesn't  cause  inflation.  Too 
much  money  does.  F 


Forbes 


Read  Rich  Karlgaard's  daily  blog  at 
http://blogs.forbes.com/digitalrules  or  visu 
his  home  page  at  www.karlgaard.com. 
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1  Profits  reported  before  taxes.  $  profit  before  tax  figures  have  been  converted  using  the  average  $/£  exchange  rate  for  the  year  ending  12/31, 
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Barclays  is  now  one  of  the 

WORLD'S  FASTEST  GROWING 

INVESTMENT  BANKS. 


lile  outpacing  other  investment  banks  in  terms  of  profit,1  we've  helped  our  clients 
)sper  by  focusing  on  innovative  approaches  to  risk  management  and  financing 
i  can  think  of  little  else  that  would  have  us  worked  up  to  such  a  degree 
rtake  in  the  excitement  at  quietlyconquering.com 
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Option  This  Case 

Sharon  E.  Vaughn,  mother  of 
actor  Vince  Vaughn  and  owner 
of  a  once  top-ranked  money 
management  firm,  has  voluntar- 
ily given  up  a  federal  investment 
adviser  license  after  evidently 
falling  for  a  fraudulent  scheme 
promising  huge  risk-free  returns. 
Vaughn,  who  ran  Directors 
Financial  Group  from  her  Lake 
Forest,  111.  home,  also  agreed  to 
be  barred  from  much  of  the  reg- 
ulated investment  industry  and  to 
cough  up  $809,000.  In  consent 
decrees,  Vaughn  neither  admitted  nor  denied  being  the  dumbest 
money  manager  out  there. 

Vaughn,  64,  has  long  experience  in  real  estate,  insurance  and 
investments;  Bloomberg  Wealth  Manager's  annual  list  of  high-end 
personal  money  managers  ranked  her  tiny  outfit  as  high  as 
105th.  But  filings  by  the  Securities  &  Exchange  Commission  and 
other  agencies  resemble  a  treatment  for  a  cheesy  comedy  movie. 
Vaughn  was  approached  by  something  called  American  Trading 
Industries,  which  was  offering  a  program  to  invest  in  discounted 
fixed-income  instruments  overseen  by  "the  Fed"  with  a  10% 
monthly  return.  It  was  the  old  prime-bank- instrument  scam 
(featuring  nonexistent  securities),  long  the  subject  of  regulatory 
warnings.  Yet  Vaughn  put  in  her  hedge  fund's  $25  million,  which 
included  $2  million  of  her  own  assets.  The  money  went  to  a  bank 
in  Italy  and  then  into  the  accounts  of  a  promoter. 

Like  much  out  of,  say,  Hollywood,  this  tale  has  a  jazzy  ending. 
Undergoing  an  audit,  Vaughn  went  to  authorities,  then  secretly 
taped  conversations,  which  led  to  arrests  and  in  March  a  fraud 
indictment  against  one  promoter,  who  has  pleaded  not  guilty. 
Vaughn  herself  escaped  prosecution,  but  the  SEC,  appalled  by 
what  might  politely  be  called  her  poor  investor  disclosure  and 
inattention  to  detail,  pursued  two  civil  proceedings  against  her. 


Memory  Problems 

With  shares  surging  to  a  recent  $5.18,  MedeFile  enjoys  a 
market  cap  of  $925  million.  That's  certainly  robust  for  a 
firm  fresh  off  a  reverse  merger  that  has  nil  revenues,  a 
negative  net  worth  and  a  going-concern  warning  in  its 
latest  quarterly  filing.  The  Cedar  Knolls,  N.J.  outfit  has 
sported  three  names  in  eight  months.  Its  major  product:  a  ■ 
generic  USB  drive  to  hold  patient  records.  Could  the  public 
be  confusing  MedeFile  with  more-established  firms  like 
Medictag  or  Med-lnfoChip?  A  company  rep  says  investors 
simply  find  the  MedeFile  story  appealing.  — Matthew  Rand 


In  another  plot  twist,  authorities  were  able — amazingly — to 
recover  the  money.  A  Chicago  federal  judge  approved  $21  million 
in  restitution  to  27  investors.  Public  records  list  the  recipients  only 
by  number.  Could  this  group  include  Vaughns  36-year-old  film- 
star son  (Swingers,  Wedding  Crashers,  The  Break-Up)  or  any  of  his 
Tinseltown  friends,  like  Jennifer  Aniston?  The  SEC  won't  say,  and 
Sharon  Vaughn  declines  comment.  — Carrie  Coolidge 

Nice  Timing,  Comrade 

While  Fidel  Castro  fumes  to  the  world  that  he's  a  pauper  (and 
that  our  $900  million  net  worth  estimate  is  a  fiction),  his 
tightly  controlled  Cuban  government  is  building  a  five-star 
hotel— in  China.  The  28-story  Shanghai  Xintian  Havana  is 
scheduled  to  open  by  year's  end  in  the  heart  of  Shanghai's 
ritzy  Lujiazui  district,  where  hotel  rooms  start  at  $300  a 
night — the  average  Cuban's  income  for  two  months.  A  Chi- 
nese-language sign  erected  in  front  of  the  site  calls  it  Cuba's 
largest  overseas  investment  project.  A  joint  venture  with 
China's  Suntime  Group,  the  $120  million  hotel  will  sit  on  the 
Huangpu  River  overlooking  the  historic  Bund,  a  magnet  for 
luxury-goods  outlets.  Nearby  property  owners  include  Asian 
billionaires  Li  Ka-shing  and  Robert  Kuok.  The  decidedly 
unbourgeois  establishment  should  benefit  from  the  economic 
boom  in  Shanghai  and  events  like  the  2008  Summer  Olympics 
and  the  2010  World  Expo.  —Russell  Flannery 


The  Office  of  the  Director  of  Corporate  Enforcement  in  tiny  Ireland  swings  a  big  stick  pursuing  company 
wrongdoing,  but  the  punishments  are  modest.  Here  are  some  of  the  many  cases  in  2005.  — William  P.  Barrett 


NAME 


ALLEGATIONS  INCLUDE 


SANCTION 


Liam  Butler 


serving  as  an  auditor  while  unqualified    $1,560  penalty 


Joseph  and  Linda  Calien 

failing  to  keep  proper  books 

$1,260  penalty 

j  Joseph  M.  Casey 

furnishing  false  data  as  an  auditor 

$3,480  penalty 

William  Coleman 

acting  as  a  director  while  barred 

$1,560  penalty  f 

Nigel  D'Arcy 

aiding  tax  evasion  by  bank  customers 

ten-year  corporate-office  ban  ^ 

John  and  Maeve  McCoy 

running  a  firm  that  became  insolvent 

five-year  corporate-office  ban  i! 

Anthony  McGreevey 

operating  a  company  while  bankrupt 

$1,580  penalty 

Patrick  and  Paul  Rogers 

"lack  of  commercial  probity" 

five-year  corporate-office  ban 

Sources:  Office  of  the  Director  of  Corporate  Enforcement  (Ireland),  Annual  Report  2005;  www.odce.ie. 
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By  Clotaire  Rapaille,  chairman  of  Archetype  discoveries  worldwide  and  author  of  The  Culture  Code, 

PUBLISHED  THIS  MONTH  BY  BROADWAY  BOOKS' 

Marketing  to  the  Reptilian  Brain 

Pry  away  the  slick  answers  of  a  focus  group  and  get  to  the  instincts 

buried  beneath. 


WHAT'S  THE  BIGGEST  PROBLEM 
with  traditional  market  research? 
You  can't  believe  what  people  say. 

It's  not  that  people  intention- 
ally lie  during  surveys  and  focus 
groups;  it's  that  they  try  too  hard 
to  please.  When  asked  about  their 
interests  and  preferences,  they 
tend  to  give  answers  they  believe 
the  questioner  wants  to  hear.  This 
is  because  people  respond  with 
their  cerebral  cortexes,  the  part  of 
the  brain  that  controls  intelli- 
gence, rather  than  emotion  or 
instinct.  Their  answers  are  the 
product  of  deliberation.  In  most 
cases,  however,  they  aren't  saying 
what  they  feel.  One  of  the  great- 
est focus-group  flops  of  all  time: 
New  Coke,  the  overly  sweet  bever- 
age Coca-Cola  introduced  in 
1985.  General  Motors'  late-'90s 
Cadillac  line  is  another  example. 
Relying  on  traditional  market 
research,  GM  introduced  a  series 
of  plain  Caddies  with  improved 
gas  mileage  and  high  safety  ratings.  They  barely  sold. 

When  Chrysler  decided  to  offer  a  new  sedan  model  to  the 
American  market,  it  had  already  done  a  great  deal  of  research 
that  suggested  American  consumers  wanted  high  gas  mileage, 
excellent  safety  ratings  and  good  prices. 

The  problem  was  that  those  sedans  were  designed  with  the 
cortex  in  mind,  when  buying  decisions  are  strongly  influenced 
by  the  reptilian  brain,  which  is  made  up  of  the  brain  stem  and 
the  cerebellum.  Only  accessible  via  the  subconscious,  the  reptil- 
ian brain  is  the  home  of  our  instincts.  It  programs  us  for  two 
major  things:  survival  and  reproduction.  In  a  three-way  battle 
between  the  cortical,  the  limbic  (home  of  emotion)  and  the  rep- 
tilian areas,  the  reptilian  always  wins,  because  survival  comes 
first.  When  you  tap  into  the  reptilian  brain,  you  learn  what  a 
product  means  to  a  consumer  at  its  most  fundamental  level. 

I  have  learned  to  do  this  through  extended,  decidedly  nontra- 
ditional  sessions  designed  to  glean  what  I  call  a  "Code,"  the 
unconscious  meaning  people  give  to  a  particular  product,  service 
or  relationship.  In  the  first  hour  participants  engage  their  cortexes 


People  respond  to  surveys 
by  deliberating  intelligently, 

but  buying  decisions  are 
 governed  by  instinct.  


when  an  interviewer  takes  the  role 
of  a  "visitor  from  another  planet," 
asking  participants  to  help  the 
visitor  understand  the  product  in 
question.  In  the  second  hour  par- 
ticipants use  their  limbic  systems  to 
tell  stories  about  the  products.  In 
the  third  hour  they  tap  their  reptil- 
ian inner  selves.  Lying  on  pillows 
with  the  lights  dimmed,  they  first 
go  through  a  relaxation  exercise. 
Then  they  write  about  their  first 
experiences  with  the  product, 
expressing  what  was  imprinted  into 
their  subconscious. 

For  Chrysler,   this  process 
demonstrated  that  cookie-cutter 
sedans  are  "off-Code."  This  informa- 
tion led  to  the  creation  of  the  PT 
Cruiser,  introduced  in  2000.  The  car's 
highly  distinctive  design  made  it  one 
of  the  most  successful  American  car 
launches  in  recent  memory.  For  the 
first  12  months  U.S.  unit  sales  totaled 
132,000.  (The  car  is  still  popular,  with 
sales  of  135,000  in  the  last  year.) 
Of  course,  sometimes  companies  just  go  on  gut  instinct  and 
come  up  with  a  hit.  Witness  the  popularity  of  Apple's  sleek  white 
iPod.  That  device's  design  and  function  fit  perfectly  within  the 
American  Code  for  technology — magic. 

Discovering  Codes  can  lead  to  marketing  success  with  all 
sorts  of  products.  In  the  realm  of  food,  Americans  view  their 
bodies  as  machines.  Food  serves  as  fuel  to  keep  that  machine 
running  smoothly.  Thus  Taco  Bell's  marketing  campaign  for  its 
99-cent  menu,  in  which  delighted  patrons  announce,  "I'm  full!" 
worked  beautifully.  As  does  Red  Bull's  advertising,  which  claims 
that  its  drink  "gives  you  wings."  Think  of  the  success  of  Power- 
Bars,  which  are  directly  on-Code. 

For  food  companies  selling  dinner  products,  it  helps  to  recog- 
nize that  Americans  see  dinner  as  a  time  to  form  a  circle  around 
a  plate  set  in  the  middle  of  the  table.  Kraft  has  successfully 
exploited  this  Code  with  the  catchphrase  "Gather  around"  and  an 
animated  Kraft  logo  that  morphs  into  a  family  surrounding  a 
dinner  table.  It  takes  much  more  than  a  standard  focus  group  to 
crack  these  Codes.  F 
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P  A  R  i  S 


L'OREAC 


PARIS 


ACTIVE  DEFENSE  SYSTEM 


VITA  LIFT  SPF15 
anti-wrinkle  &  firming 

Moisturizer  with 
uva/uvb  sunscreen 

REDUCES  WRINKLES,  FIRMS  FACE  AND  NECK 
N0l\K3REASY.  HYDRATES  SKIN 


Profits  Up 
Wrinkles  Down 


NEW 

VITA  LIFT  SPF  15 

Anti-wrinkle  &  Firming 
Moisturizer  with 

uva/uvb  sunscreen 

Now  L'Oreal  invents  a  moisturizer  with 
sunscreen  that  reduces  the  signs  of  aging 


>  vtsibly  reduces  wrinkles  in  4  weeks 
>  firms  face  and  neck 
>  keeps  skin  hydrated  (but  not  greasy)  for  24  hours 
>  protects  skin  with  SPF  1 5  sunscreen 


ones 


?84H' 


d  in  the  shaving  aisle  of  chain  drug,  food  and  mass  market  retailers, 
it  www.lorealmen.com  to  learn  more  about  your  skin. 


L'OREAL 

PARiS 

men's  expert 


16  L'Oreal  USA,  Inc. 


Lenovo  recommends  Windows*  XP  Professional. 


Centrind 

Duo 


I  NEED  A  NEW  NOTEBOOK. 

NOT  A  NEW  TOv 


This  is  no  toy.  It's  the  ultraportable  12"  wide- 
screen,  designed  specifically  for  the  way  you 
work.  It's  a  serious  small  business  machine 
(that  just  happens  to  play  movies). 

Introducing  the  Lenovo  3000  V1 00. 

It  has  a  virus  recovery  button* 

It  has  a  fingerprint  reader. 

It's  4  lbs  of  elegant  design. 

It's  an  inch  and. a  quarter  thin. 

It's  got  IntsT  Centrino'  Duo  Mobile  Technology. 

It's  got  a  keyboard  to  die  for. 

It's  got  a  built-in  camera. 

It's  a  new  kind  of  computer 
for  a  new  kind  of  world. 
New  World.  New  Thinking." 


Find  out  more  at  lenovo.com/3000 


follow-Through 


JULY  4,  2005 

Bigger  Ben 

Last  year  in  our  annual  Celebrities  issue  we 
wrote  that  Pittsburgh  Steelers  rookie 
quarterback  Ben  Roethlisberger  had  made  a 
bundle  from  local  endorsement  deals  but 
hadn't  cashed  in  nationally.  That  changed  in 
February  when  Roethlisberger,  then  23, 
became  the  youngest  quarterback  to  win  the 
Super  Bowl.  Though  he  played  a  subpar  game 
Roethlisberger  doubled  his  endorsement 
deals  to  $8.5  million.  He  shaved  his  beard  with 
Gillette's  Fusion  razor  on  the  Late  Show  with 
David  Letterman,  hawked  memorabilia  on 
QVC  and  laid  the  groundwork  for  his 
charitable  foundation,  aimed  at  helping 
underprivileged  children.  Coming  this  fall:  Campbell's  soup  commercials,  in  which 
Roethlisberger  will  appear  with  his  mother.  One  worry:  At  press  time,  Roethlisberger 
was  in  the  hospital  after  a  motorcycle  crash  in  Pittsburgh.     — Monte  Burke 


Going  national:  Ben  Roethlisberger. 


FLASHBACKS 


JULY  25,  2005 


Early  Bird  Gets  Burned 


William  Kaye,  manager  of  the  $140  million  Greater  Asian  Hedge  Fund, 
looked  smart  calling  the  end  of  the  raging  bull  market  in  South  Korea  and 
the  Philippines.  Except  he  did  so  last  year.  Korea's  benchmark  Kospi  Index 
has  plummeted  1 1%  in  the  last  month,  but  it's  still  up  20%  since  Kaye  recommended 
shorting  it.  The  Philippine  Stock  Exchange  Index  has  followed  a  similar  trajectory. 
Kaye  concedes  he  made  some  early  calls  but  maintains  that  South  Korea  is  "an  acci- 
dent waiting  to  happen."  He  did  better  with  his  picks  than  his  pans.  All  of  the  individ- 
ual stocks  he  recommended  rose  smartly.  — Deborah  Orr 

FEBRUARY  16,  2004 


Played  Out? 


Two  years  ago  PortalPlayer  was  flying  high  off  sales  of  chips  for  Apples  iPod,  which  rep- 
resented 90%  of  revenue.  Nine  months  after  our  story  ran,  the  company  went  public.  This 
spring  PortalPlayer  announced  that  Apple  would  not  be  using  its  chips  in  the  new  iPod 
Nanos,  sending  PortalPlayer's  stock  tumbling  55%  to  a  recent  $10.  PortalPlayer  thinks  Apple 
will  still  use  its  technology  in  its  current  video  iPod.  But  analysts  say  a  new  video  iPod 
version  looms  and  that  Apple  probably  won't  tap  PortalPlayer.  But  don't  count  the  seven- 
year-old  chipmaker  out.  PortalPlayer  is  working  with  Apple  archrival  Microsoft  on  a  way 
to  display  calendar  appointments  and  e-mails  on  laptop  lids.        — Chaniga  Vorasarun 


DECEMBER  12,  2005 

Tying  the  Knot 

When  we  last  left  TheKnot.com  the  wedding-planning  site  was  fighting  a  patent- 
infringement  suit  from  WeddingChannel.com,  which  handles  Bloomingdales  online 
registry.  Since  then  the  two  sites  have  gone  from  antagonists  to  newlyweds.  The  Knot 
is  buying  its  rival  for  $78  million  in  cash  and  stock.  Shares  in  The  Knot  have  risen 
from  $  1 1  when  our  story  ran  to  a  recent  $  18.  —Allison  Fass 


85  YEARS  AGO  IN  FORBES  |  JULY  9,  1921 

This  Land  Is  Your  Land  Did 

you  ever  devote  five  minutes  to  thinking 
of  how  well  off  we  Americans  are?  If 
you  haven't  lived  or  journeyed  in  other 
lands  and  seen  life  at  close  range  there, 
probably  you  have  never  given  a 
thought  to  the  abundance  of  your  daily 
blessings.  The  vast  majority  of  families 
in  this  land  have  enough  food,  enough 
clothing,  enough  shelter.  More  poor 
people  become  well-to-do  or  wealthy  in 
America  than  in  any  other  country. 


Carnival  recently  cut  its  profit  targets 
because  of  concerns  about  weak 
bookings  and  high  fuel  prices. 

15  YEARS  AGO  IN  FORBES  |  MAY  27,  1991 

Dressing  Down  at  Sun  From 

the  beginning,  Sun  Microsystems  Chief 
Scott  McNealy  has  run  Sun  more  like  a 
frat  house  than  like  a  multibillion-dollar 
high-tech  company.  There  are  beer 
blowouts.  Every  April  Fool's  Day 
employees  try  to  top  last  year's  pranks. 
(For  1991  they  moved  a  vice  president's 
entire  office  into  an  aquarium.)  Not 
surprisingly,  McNealy  believes  that  the 
tie  is  "one  of  the  most  dysfunctional 
articles  of  clothing  ever  invented."  He 
adds:  "The  only  dress  code  we  have  is 
that  you  must." 

Sun  recently  announced  plans  to  lay  off 
5,000  employees. 
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THE  ALL-NEW  CAMRY  HYBRID. 
FOR  THE  NICHE  MARKET  CALLED  EARTH. 


Planet-pleasin'.  People-pleasin'.  Pocketbook-pleasin! 
Meet  the  all-new  2007  Camry  Hybrid.  Engineered  to 
squeeze  up  to  an  unheard-of  600  miles  from  a  single 
tank  of  gas'  -  practically  twice  the  mileage  of  a 
regular  mid-size  sedan  -  while  simultaneously 
cutting  smog-forming  emissions  to  almost 
non-existent  levels. 

It's  a  feat  that  some  claim  is  still  years  away. 
And  without  Toyota's  Hybrid  Synergy  Drive®  it  would  be 
But  the  hybrid  system  is  real,  it's  here,  and  it's  available 
now  on  the  all-new  Camry. 

The  technology  combines  a  highly  efficient, 
gasoline-powered  engine  with  a  self-charging 


performance  and  fuel  economy.  Which  means  you'll 
use  less  gas.  And  less  gas  equals  fewer  emissions  - 
80%  fewer  to  be  exact.2  Bottom  line,  the  best-selling 
car  in  America3  is  now  the  best  car  for  America. 
Now,  doing  your  part  for  the  world  of 
tomorrow  -  and  saving  money  in  the  process  - 
should  make  you  feel  pretty  good.  But  the  new 
Camry  Hybrid's  filled  with  features  designed  to 
make  you  feel  even  better.  Like  a  Plasmacluster~Mi  air 
ionizer  that  helps  reduce  airborne  germs  inside  the 
cabin.  Or  an  MP3-ready  audio  system  created 
to  enhance  your  mood,  derived  from  the 
latest  in  the  field  of  psychoacoustics.  And 


electric  motor.  These  two  powerplants  work       Despite  its  unique  technology,      to  help  keep  your  mind  at  ease,  an  array  of 

the  Camry  Hybrid  drives  just 
like  a  regular  car. 


side-by-side,  linked  by  a  tiny  computer  that 
continuously  monitors  road  and  driving 
conditions.  So  whether  you're  speeding  up, 
slowing  down  or  idling  at  a  stop- 
light, the  Camry  Hybrid  knows 


standard  safety  features  -  including  seven 
interior  airbags  (even  one  for  the  driver's 
knees).3  For  more  information  on  the  car 
that's  as  good  for  you  as  it  is  the 
environment,  visit  toyota.com. 


THE  ALL-NEW  2007  CAMR\  jm&m 


the  precise  mix  of  engine  and 


The  2007  Camry  Hybrid.  When 


motor  to  generate  optimum      ®  toyota  I  moving  forward  >     a  car  b  ecomes  more. 


©2006  Toyota  Motor  Sales,  U  S.A..  Inc.  Vehicle  shown  with  available  equipment.  'Based  on  EPA-estimated  39  mpo,  combined  and  < 
average  new  vehicle.  :Based  on  R.  L.  Polk  I  Co.  total  U.S.  new  pass 

driver,  front  passenger,  front  seat-mounter,  side  airbags.  driver's  knee  airbag  and  side  curtain  airbags.  please  visit  toyota.com. 


Now  would  be  a  good  time  to  introduce  ourselves. 


You  might  not  know  us  yet,  but  you  soon  will. 

We're  TD  Bank  Financial  Group  -  one  of  North 
America's  ten  largest  banks.  And  for  the  past  150  years, 
we've  prided  ourselves  on  our  commitment  to  the  highest 
level  of  customer  service. 

Now  with  our  investment  in  TD  AMERITRADE, 
a  leading  financial  firm 
dedicated  to  helping 
independent  minded  investors,  investors  can  find  guidance, 
tools  and  straightforward  pricing  to  help  them  thrive 
with  confidence. 


AMERITRADE 


Banknorth 


We  also  offer  TD  Banknorth's  straight  talking 
and  truly  hassle  free  approach  to  banking.  And  with 
over  600  branches  and  m 
growing,  TD  Banknorth  B 
gives  you  easy  access  to  better  serve  your  needs. 

Add  all  this  up  and  TD  Bank  Financial  Group  is 
even  better  positioned  to  pay  serious  attention  to  what 
counts  -  you. 

If  you'd  like  to  find  out  more,  ask  one  of  our 
14  million  customers.  Better  yet,  visit  us  online  at 
www.td.com  to  learn  more. 


www.tdameritrade.com 


www.tdbanknorth.com 


"ID  Bank  Financial  Group 


TO  AMERITRADE,  Inc.,  member  SIPC,  is  a  wholly  owned  subsidiary  of  TD  AMERITRADE  Holding  Corporation.  TD  Bank  Financial  Group  investment  is  in  TD  AMERITRADE  Holding  Corporation.  Investment  products  held  in 
TD  AMERITRADE  brokerage  accounts  are  NOT  FDIC INSUREO/NOT  BANK  GUARANTEED/MAY  LOSE  VALUE.  TD  AMERITRADE  is  a  trademark  owned  jointly  by  The  Toronto-Oominion  Bank  and  Ameritrade  IP  Compony,  Inc. 
TD  Banknorth,  Ni.  -  Member  FDIC.  TD  and  the  TD  Logo  are  registered  trade-marks  of  The  Toronto-Dominion  Bank. 


Outfrontl 


WWW.FORBES.COM 


WONDERFUL  WORLD  OF  WIRELESS 


Tomorrowland 

Anaheim  is  about  to  turn  on  the  first  Wi-Fi  network  to  blanket  an  entire  city.  Has 
Earthlink's  Garry  Betty  finally  found  a  way  to  make  a  mint  selling  Internet  access? 
By  Scott  Woolley 


■  n  the  past  decade  carry  betty 
I  has  experimented  with  just  about  every 

■  possible  way  of  connecting  his  customers 
to  the  Internet — and  wiped  $1  billion  of  his 
shareholders'  capital  off  the  balance  sheet  in 
the  process.  But  now  the  chief  executive 
of  Earthlink  says  he  sees  a  way  to  take  his 
revenge  on  the  giant  rivals  who  have  long 
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beaten  him  bloody. 

In  Anaheim,  Calif.  Earthlink  has  attached 
little  white  boxes  to  1 ,500  traffic  lights.  At  the 
end  of  the  month  Anaheim  Mayor  Curt 
Pringle  will  cut  a  ceremonial  wire,  turning  on 
those  boxes  and  powering  up  Americas  first 
big-city  Wi-Fi  network,  which  will  offer  res- 
idents high-speed  wireless  Web  access  across 
Anaheim  for  $22  per  month. 

While  many  cities  have  fought  bitter 
public  battles  over  building  urban  Wi-Fi 
networks — phone  and  cable  companies 
loathe  the  idea  of  the  cut-rate  competi- 
tion— Anaheim  is  about  to  become  the 
first  major-league  city  to  do  it. 

The  49-year-old  Betty  hopes  to  repeat 
Anaheim  across  the  nation,  turning  Earth- 
link into  the  leader,  by  far,  in  building  and 
running  urban  Wi-Fi  networks.  He  has  won 
contracts  to  build  networks  in  Philadelphia 
and  New  Orleans,  both  of  which  will  go  live 
in  the  last  quarter  of  this  year.  He  hopes  to 
finalize  similar  contracts  with  Honolulu,  Min- 
neapolis, Arlington,  Va.  and,  with  help  from 
Google,  San  Francisco.  Dozens  more  cities  are 
eyeing  Anaheim  before  deciding  to  sign  up. 

Its  a  sweet  moment  for  Betty,  who  has 
spent  most  of  the  past  decade  trying  to  beg, 
borrow  or  buy  access  to  the  networks  owned 
by  big  phone  and  cable  companies.  His  larger 
rivals  had  no  interest  in  letting  him  turn  a 
profit  selling  dial-up  or  high-speed  access 
using  their  wires.  Government  efforts  to  force 
them  to  share— which  Betty  lobbied  for — did 
little  to  create  real  competition. 

"For  the  first  time  I  don't  have  to  go  crawl- 
ing on  my  hands  and  knees  asking  for  a  bet- 


Garry  Betty:  Earthlink's  chief 
sees  Wi-Fi  everywhere. 


Starting  in  Anaheim,  wireless  Internet  networks  will  soon  go 
up  in  big  cities  across  the  U.S.,  mostly  built  by  Earthlink. 

CITY 

NETWORK  BUILDER 

WHEN  IT  GOES  LIVE 

Anaheim 

Earthlink 

June  29,  2006 

Philadelphia 

Earthlink 

04  2006 

New  Orleans 

Earthlink 

Q4  2006 

San  Francisco 

Earthlink,  Google 

20072 

Honolulu 

Earthlink1 

20072 

Grand  Rapids,  Mich.  IBM  &  AT&P 

20072 

Houston 

TBD 

2007--082 

Chicago 

TBD 

2007-082 

'One  of  severai  bidders. 

Estimate.  Sources:  Earthlink;  cities. 

ter  deal,"  says  Betty. 

Earthlink,  based  in 
Adanta,  has  spent  $5  million 
building  the  Anaheim  net- 
work and  expects  that  it  can 
earn  a  decent  return  on  that 
cash  once  15%  to  20%  of 
Anaheim's  100,000  homes 
sign  up.  The  monthly  $22 
buys  a  customer  access  at 
1  megabit  per  second.  That's 
not  as  fast  as  cable  or  DSL, 
but  it's  cheaper  and,  unlike 
most  Internet  connections, 
is  accessible  from  a  car  or  a 
park  bench  as  well  as  home. 

That's  just  the  start,  says  Betty.  Last  year 
Earthlink  and  South  Koreas  SK  Telecom 
launched  their  jointiy  owned  high-speed 
wireless  service  called  Helio.  Helio  buys  min- 
utes on  Sprint's  broadband  cellular  network 
and  resells  them.  Betty  plans  to  offer  Helio 
customers  new  phones  that  can  sense  Earth- 
link's Wi-Fi  networks  and  shunt  calls  off  the 
cellular  network  and  onto  Wi-FL  The  Wi-Fi 
option  has  the  potential  of  offering  clearer 
calls  at  cheaper  rates,  by  letting  callers  pay 
for  smaller  monthly  buckets  of  cellular  min- 
utes. While  cell  phone  companies  don't  have 
much  incentive  to  let  their  own  subscribers 
use  such  phones,  Helio  has  plenty. 

Another  potential  new  market  is  lower- 
income  Anaheim  residents  who  can't  afford 
broadband  or  a  standard  cell  phone.  Betty 
expects  to  offer  them  unlimited  calling  from 
anywhere  in  Anaheim  to  anywhere  in  the 
U.S.  for  around  $25  per  month. 

Betty  dreams  of 
creating  new  wireless 
markets  that  don't 
exist:  tracking  cop 
cars  and  fire  trucks; 
reading  electricity, 
parking  and  gas 
meters;  monitoring 
inventory  and  break- 
downs in  soda-  and 
candy-vending  ma- 
chines. He  figures  he 
can  make  a  fine  profit 
charging  the  likes  of 
Coca-Cola  a  few  pen- 
nies a  day  per  ma- 
chine. "Prior  to  this 


they  could  never  afford  to 
connect  all  those  machines, 
but  for  a  buck  a  month  they 
will,"  Betty  says. 

Bettys  initial  capital  out- 
lay works  out  to  $50  per 
home  within  the  territory 
(Le.,  $250  per  customer,  if  he 
achieves  that  hoped-for  20% 
market  penetration),  and  he 
thinks  that  price  will  fall  to 
close  to  $20  per  home 
passed  as  volumes  ramp  up. 
Within  the  next  two  to  three 
years  Earthlink's  antennas 
could  be  upgraded  at  mini- 
mal cost  to  speeds  of  5  to  10  megabits  a  sec- 
ond, says  Donald  Berryman,  the  Earthlink 
executive  in  charge  of  building  the  networks. 

Cellular  data  networks  offer  vastly  greater 
coverage  areas,  but  installing  cellular  towers 
and  licensing  cellular  airwaves  cost  far  more 
per  customer.  Last  year  U.S.  carriers  spent 
$23  billion  upgrading  their  networks  to  "3G." 
Telcos  are  spending  $ 1 ,000  and  up  per  home 
passed  to  lay  capacious  fiber  in  the  ground. 
Betty  is  happy  to  cherry-pick  the  urban  areas 
that  are  the  cheapest  to  serve  with  Wi-FL 

It  is  too  soon  to  say  how  many  cities  will 
qualify.  Earthlink  chose  to  start  in  Anaheim 
because  it  is  blessed  with  friendly  geography. 
The  city  is  mosuy  flat  (hills  block  Wi-Fi  sig- 
nals) and  studded  with  slender  palm  trees 
(leafier  trees  damp  signals);  the  tallest  build- 
ing in  the  center  of  town  happens  to  be  city 
hall  (so  the  Wi-Fi  antennas  around  town  can 
beam  their  data  back  to  one  central  location). 

The  $1  billion  of  shareholders'  money 
that  F^arthlink  spent  over  the  last  decade  has 
left  it  with  1 .6  million  broadband  and  3.6  mil- 
lion dial-up  Internet  subscribers.  That  cus- 
tomer base  produced  $188  million  in  cash 
last  year,  but  is  atrophying  as  dial-up  cus- 
tomers disappear.  Revenue  fell  7%,  to  $1.4 
billion  last  year,  and  building  out  cities  with 
Wi-Fi  will  eat  up  a  big  chunk  of  the  cash  flow 
the  remaining  subscribers  throw  off. 

Betty  had  to  assiduously  cut  costs  to 
bring  the  company  to  profitability  in  2004. 
It  earned  $143  million  last  year.  Betty 
thinks  citywide  Wi-Fi  won't  produce  mean- 
ingful revenue  this  year  or  next  "But  by  2008 
or  2009,"  he  says,  "it  could  be  a  really  big 
number."  F 


52      FORBES      JULY  3.  2006 


lutomation  &  control  •  building  technologies  •  energy  &  power  •  financial  services  •  hearing  solutions  •  home  appliances  •  informa 
ighting  •  material  handling  •  medical  solutions  •  transportation  •  water  technologies  ,~^k 


Vho  is  helping  to  i 

in  hospitals  throughout  the  nation? 

y\/^^    ^  1^"^^  •  Innovations  from  Siemens  can  be  found  everywhere.  We  provide  US  hospitals 
with  the  tools  to  improve  patient  care,  while  helping  to  lower  costs  thanks  to 
our  "digital  hospital"  solutions.  And  we're  working  with  numerous  healthcare  providers  to 
build  health  networks  that  connect  telecommunications,  IT,  medical  systems  and  building 
technologies  in  ways  never  before  accomplished.  This  means  less  waiting,  decreased  costs 
and  enhanced  care  for  patients.  At  Siemens,  our  innovations  help  turn  dreams  into  reality. 


SIEMENS 


Global  network  of  innovation 


TAX  GAMES 


Pigeon  Drop  Budgeting 

When  Congress  hunts  for  revenue,  anything  goes. 

By  Janet  Novack 

B 


UFFALO  SUPPLY  EARNS  SOMETHING 
shy  of  4%  pretax  on  the  $46  million 
a  year  in  hospital  supplies  it  sells, 
mostly  to  the  Departments  of  Veterans  Af- 
fairs and  Defense.  But  beginning  in  201 1  the 
government  will  withhold  3%  of  its  pay- 
ments to  Buffalo,  as  an  advance  against  in- 
come taxes  that  Buffalo's  owner  might  owe 
on  the  company's  profits.  That  withholding 
rate  is  twice  the  tax  that  will  probably  be 
owed.  Eventually,  the  Lafayette,  Colo,  com- 
pany will  get  the  excess  taxes  back.  But 
meanwhile,  it  may  have  to  borrow  to  fund 
operations,  complains  Buffalo  President 
Harold  Jackson.  "We  don't  like  the  idea  of 
having  to  borrow  money  to  loan  it  to  the 
government  interest  free,"  he  says. 

No,  Buffalo  isn't  a  tax  delinquent  deserv- 
ing special  heavy-handed  treatment  The  3% 
withholding  will  apply  to  all  for-profit  sup- 
pliers to  federal,  state  and  larger  local  gov- 
ernments. Nor  does  it  provide  much  more 
than  a  temporary  boost  to  federal  revenues, 
since  excess  withholding  is  eventually  re- 
funded. A  Republican-controlled  House- 
Senate  conference  committee  stuck  the 
withholding  tax  provision  into  the  bill 
passed  in  May  to  extend  lower  tax  rates  on 
capital  gains  and  dividends. 

God  forbid  passing  anything  that  could 
be  called  a  tax  increase.  So  Congress  is 
adopting  a  series  of  "revenue  raisers"  like 


Buffalo's  that  it  can  package  as  "loophole" 
closers  or  enforcement  measures.  It's  a  nod 
to  the  budget  deficit  and  is  also  intended  to 
help  pay  for  the  extension  of  existing  tax 
goodies.  But  some  of  these  revenue  raisers 
aren't  likely  to  raise  much  revenue.  For  in- 
stance, the  3%  rule  looks  really  effective  on 
paper,  producing  a  $6.1  billion  windfall  in 
201 1 .  But  that's  almost  all  a  timing  gimmick, 
accelerating  tax  collections  without  altering 
anybody's  cumulative  tax  bill. 

Here's  another  _ _ 
iffy  revenue  raiser:  a 
measure  to  raise  $2.1 
billion  over  ten  years 
with  a  tax  hike, 
retroactive  to  Jan.  1, 
2006,  on  Americans 
working  abroad.  It 
could  suffer  the  same 
fate  as  a  similar 
measure  Congress 
passed  in  1976— and 
then  repealed  after 
an  outcry. 

Or,  consider  this 
gem:  In  an  offer  in 
compromise,  a  tax- 
payer asks  the  Inter- 
nal Revenue  Service 
to  settle  for  less  than 
he  owes,  on  the 


grounds  that  he  can't  pay  it  all  and  is  com- 
ing up  with  cash  that  the  IRS  wouldn't  get 
otherwise — say  from  his  relatives  or  retire- 
ment account.  In  the  new  law,  Congress  re- 
quires that  a  taxpayer  submitting  an  offer 
make  a  nonrefundable  20%  deposit  of  what 
he  proposes  to  pay  Since  the  IRS  accepts  only 
a  fifth  of  offers,  this  sounds  like  the  old 
"pigeon  drop"  scam,  in  which  a  mark  is 
asked  to  post  "good  faith"  money  to  share 
in  a  larger  nonexistent  fortune. 

Whod  fall  for  this?  Maybe  the  same  folks 
who  believe  the  Joint  Tax  Committee's  pro- 
jection that  it  will  raise  $2  billion  over  the 
next  decade.  "There  is  no  money  in  this.  It 
is  bogus.  It  will  kill  offers  from  the  middle 
class,"  laments  IRS  National  Taxpayer  Advo- 
cate Nina  E.  Olson.  F 


WALL  STREET 


Could  Small  Mean  Big? 

Why  regional  exchanges  are  heating  up. 

By  Emily  Lambert 


THE  PROPOSED  MERGER  OF  THE 
New  York  Stock  Exchange's  parent 
company  and  Euronext  NV  to  create 
an  international  trading  powerhouse  is 
drawing  a  lot  of  attention  lately.  At  the 


same  time,  a  group  of  small  regional 
exchanges  is  drawing  something  even 
better — money. 

Stock  exchanges  in  Chicago,  Boston  and 
Philadelphia  have  gotten,  or  are  close  to  get- 


ting, investment  from  the  likes  of  Fidelity, 
Citibank,  Merrill  Lynch  and  Bear  Stearns. 
Hedge  fund  Citadel  Derivatives  Group  put 
$4  million  into  the  Philadelphia  Stock 
Exchange,  which  has  gobbled  up  $34  million 
(a  45%  stake)  from  firms  including  Morgan 
Stanley,  UBS  and  Credit  Suisse. 

Most  of  these  exchanges  are  shadows 
of  themselves,  beaten  down  by  electronic 
trading  and  communications  in  the  1990s. 
That's  chiefly  the  reason  broker- dealers 
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LESS  TIME  GETTING  THERE  MEANS 

MORE  TIME  BEING  THERE. 


V.  V 


Having  a  great  place  to  go  doesn't  mean  much  without 
time  to  enjoy  it.  A  Netjets  fractional  share  gives  you  more  time 
to  spend  where  you  like  best.  Call  your  dedicated  Owner 
Services  Team,  and  you  can  be  on  your  way  anytime,  even  on 
short  notice.  With  over  600  jets  and  14  aircraft  types,  we  can 
accommodate  you  and  all  your  closest  friends.  Or  just  the  two 
of  you.  To  make  Netjets  part  of  your  life,  call  1-877-356-0754 
or  visit  www.netjets.com. 

NETJETS" 

Make  every  moment  count'" 


©  2006  Netjets  Inc.  |  Netjets  is  a  Berkshire  Hathaway  company. 
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are  throwing  money  at  them:  They  want 
these  exchanges  around — and  healthy — to 
ensure  competition  against  the  NYSE.  That 
would  keep  trading  fees  down  for  them 
and  for  investors.  "There's  sort  of  concern 
in  the  industry  that  if  you  had  only  one  or 
two  players  in  the  marketplace,  that  some 
of  the  pricing  competitiveness  wouldn't  be 
there,"  says  Boston  Stock  Exchange  Chair- 
man Michael  Curran. 

Next  year  a  Securities  &  Exchange 
Commission  rule  should  take  hold, 
requiring  that  all  stock  trades  be  executed 
at  the  best  quoted  price.  The  proponents 
of  this  rule  will  tell  you  that  it  levels  the 
playing  field  and  thus  makes  the  market 
more  competitive.  This  could  rejuvenate 
the  smaller  exchanges,  if  they  can  rival 
their  big  competitors  in  technology. 


Staying  alive:  Wall  Street  firms  are  investing  in 
regional  exchanges  (Boston,  above,  and 
Philadelphia)  to  keep  them  healthy. 

"'Regional'  is  a  misnomer,"  says  Meyer  S. 
Frucher,  chief  executive  of  the  Philadel- 
phia Stock  Exchange.  "It's  a  different 
world."  One  in  which  software  trumps 
geography. 


bucks  the  old-fashioned  way.  Investors 
who  have  bought  in  cheap — one  Philly 
source  says  the  stock  exchange  has  doubled 
in  value  since  last  year — could  be  hoping 
to  sell.  If,  that  is,  an  NYSE  or  a  Nasdaq  comes 


But  Wall  Street  could  always  make  a  few    looking  to  buy. 


How  Not  to  Run  a  Sports  Franchise 

It  seems  that  billionaire  and  Microsoft  cofounder  PAUL  ALLEN  has  had  enough  of  the  Portland  Trail  Blazers.  His 
holding  company,  Vulcan,  has  effectively  put  the  NBA  team  up  for  sale;  the  owner  of  the  Blazers'  arena  has  also  erected  a 
for-sale  sign.  Both  can  be  yours  for  $300  million  or  so,  with  the  team  accounting  for  three-fourths  of  the  combined 
price.  That's  a  mediocre  return  on  Allen's  $70  million  purchase  price  in  1988 — far  less,  at  any  rate,  than  he  could  have 

made  investing  in  additional  Microsoft  shares.  What  can  we  all  learn 
from  his  disappointment?  —Kurt  Badenhausen 

Stick  to  a  budget:  The  Blazers  spent  wildly  on  players  beyond 
what  their  small-market  revenues  could  support.  Operating  losses 
were  $200  million  over  the  past  five  years,  probably  setting  a  record 
for  a  sports  team. 

Avoid  criminals:  The  NBAs  most  supportive  fans  (a  league  record 
of  814  consecutive  sellouts  ended  in  1995,  after  18  years)  got  tired 
of  seeing  the  "Jail  Blazers"  more  often  on  the  police  blotter  than  at 
All-Star  games.  Charges  included  marijuana  possession,  assault  and 
dogfighting. 

Don't  give  away  the  store:  When  Allen  gave  up  ownership 
rights  to  the  Rose  Garden  in  2004  he  forfeited  arena  revenue 
streams  from  luxury  suites  and  ad  signage.  A  sports  franchise  can't 
survive  on  ticket  revenue  and  TV  contracts  alone. 

Sell  at  the  top:  The  Blazers  were  the  NBAs  fourth-most-valuable 
team  five  years  ago.  But  the  $227  million  estimated  value  today  is 
down  20%,  ranking  the  Blazers  29th  in  the  30-team  league.  F 
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Florida  Guardian  ad  Litem  Saw  the  Future  of  Child  Advocacy. 

Citrix  Provided  Access. 


"Custody  rulings.  Foster  care.  Adoptions.  Our  founding  vision  was  to  give  every  abused 
and  neglected  child  in  Florida  a  strong  advocate  in  court.  Two  years  later,  we're  well  on 
our  way.  Today,  program  staff,  attorneys  and  over  5,000  volunteers  represent  more 
than  27,000  children.  Instead  of  information  in  file  drawers  scattered  all  over  the  state, 
Citrix  software  gives  advocates  secure  access  to  our  case  management  system  from 
anywhere.  Resources  are  precious,  so  we  must  apply  them  wisely,  not  waste  time 
chasing  data.  These  kids  depend  on  us.  That's  why  we're  depending  on  Citrix  to  take 
us  the  rest  of  the  way  to  advocate  every  Florida  child  in  need. " 

JOHNNY  C.  WHITE 

CIO 

Florida  Guardian  ad  Litem  Program 


Access  your  future  today  at 
citrix.com. 
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Board  Games 

Corporate  scandals,  shareholder  activism  and  Sarbanes-Oxley  have  led  to  a  bumper  harvest  of  new  faces  on  company 
boards,  says  Liberum  Research,  a  firm  that  tracks  boardroom  changes.  Out  of  favor  in  the  boardroom,  according  to 
the  Corporate  Library,  which  monitors  corporate  governance:  company  insiders,  directors  who  sit  on  too  many 
boards  and  folks  with  potential  conflicts  of  interest.  But  not  all  companies  have  gotten  the  message.  Here  are  five  that 
run  counter  to  trends  for  improved  corporate  governance.  Sara  Lee,  the  only  company  to  respond,  says  it  complies 
with  guidelines  of  Institutional  Shareholder  Services,  a  proxy  and  governance  group.  —Michael  K.  Ozanian 


COMPANY 

NEW  BOARD  MEMBER 

GOVERNANCE  CONCERN 

CNA 

CNA  Financial 

Andrew  Tisch 

Along  with  brother  James  also  sits  on  boards  of  Loews  and  Carolina  Group. 

R.H.  Donnelley 

R.  Hubbard,  M.  Connors,  A.  de  Nicola 

Each  is  on  at  least  three  boards  and  latter  two  are  not  independent. 

Lance 

Jean-Paul  Bolduc 

SEC  said  W.R.  Grace  &  Co.  cooked  books  while  he  was  its  CEO. 

Sara  Lee 

Virgis  Colbert 

Former  longtime  Delphi  board  member  now  sits  on  four  boards. 

jer.  on 

Verizon  Communications 

Clarence  Otis  Jr. 

Sits  on  compensation  committee — and  he's  a  CEO  (Darden  Restaurants). 

Source:  Corporate  Library's  Board  Analyst  Database. 

PERCEPTION/REALITY 

Teflon  Toyota 

Consumers  don't  seem  bothered  by  a  rash  of  recalls. 

By  Joann  Muller  and 
Jonathan  Fahey 


HERE'S  A  QUIZ:  A  CARMAKER  LAST 
month  recalled  1  million  vehicles 
worldwide.  In  2005  it  recalled  2.2  mil- 
lion vehicles  in  the  U.S.,  10%  of  its  total  num- 
ber of  cars  on  the  road  here  and  twice  the 
number  it  recalled  the  year  before.  Who  is 
this  bumbling  manufacturer?  No,  not  Gen- 
eral Motors,  but  Toyota,  whose  vehicles  jump 
off  the  lot  because  consumers  swear  by  their 
quality.  Just  a  few  weeks  ago  Toyota  again 
dominated  consumer  polls  in  the  annual  J.D. 
Power  &  Associates  initial  quality  study. 
Why  this  disconnect?  The  answer  says 


something  about  the  nature  of 
recalls  and  how  Toyota  handles 
them.  For  one  thing,  the 
l^y^  spike  in  recalls  stems 
from  Toyotas  own 
^  efficiency.  Rather 
than  reengi- 
neering  parts, 
it  shares  com- 
ponents among 
many  models, 
when  something 
wrong,  as  it  did 
recently  with  the  steering  shaft  on  the  Prius 
and  ten  other  (non-U.S.)  models,  the  recall 
number  is  high. 

Toyota,  moreover,  has  perfected  the  art 
of  detecting  and  fixing  quality  problems 
early,  often  before  customers  even  notice 
them.  "What  we  tend  to  see  is  that  if  a  cus- 
tomer receives  a  recall  notice  before  their 
car  exhibits  any  symptoms,  they  don't  see  it 
as  a  problem,"  says  Chance  Parker  of  J.D. 
Power.  It  counts  as  a  recall,  for  sure,  but  the 
Power  surveys  are  gauging  consumers'  level 
of  satisfaction.  And  Toyota  knows  how  to 


keep  customers  satisfied.  It  gives  its  dealers 
plenty  of  leeway  to  fix  customer  com- 
plaints even  postwarranty — by  some 
accounts  as  much  as  $3,000  per  vehicle. 

Despite  the  headlines,  it's  not  clear  that 
Toyotas  recall  numbers  are  any  worse  than 
those  of  the  other  carmakers.  The  amount  it 
spends  making  good  on  warranties  is  1.2% 
of  revenues  versus  2.4%  for  GM  and  2.3%  for 
Ford  Last  year  when  Toyota  had  12  recalls, 
covering  2.2  million  vehicles  in  the  U.S.,  GM 
had  30,  covering  5.1  million,  and  Ford  had 
17,  covering  6  million  (see  story,  p.  102). 

No  question  that  Toyotas  remarkable 
growth  has  hit  some  bumps.  Consumer 
Reports  dropped  the  reliability  rating  on  its 
newly  redesigned  Avalon  from  "much  bet- 
ter than  average"  to  "average."  Even  Toyota 
management  wonders  whether  it  has  the 
bench  to  guide  its  growth.  But  for  now  qual- 
ity doesn't  seem  to  be  an  issue.  F 


Toyota  is  second  among  the  big  com- 
panies in  recalls,  by  this  benchmark. 

COMPANY 

2005  RECALLS  AS  A  % 
OF  VEHICLES  IN  OPERATION 

FORD 

11.7% 

TOYOTA 

10.1% 

GM 

6.8% 

HONDA 

4.0% 

CHRYSLER 

2.5% 

Sources:  R.L  Polk  &  Co.;  National  Highway 
Traffic  Safety  Administration. 
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Challenge  the  ordinary. 


Be  E  Hraordinary 


E*TRADE's  Exclusive  Intelligent  Optimizers 


NEW  INTELLIGENT 

LENDING 

OPTIMIZER 


NEW 


INTELLIGENT 
INVESTING  OPTIMIZER 


EXCLUSIVE 
INTELLIGENT 

CASH 

OPTIMIZER1 
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1-800-398-7854  etrade.com/switchtoday  — FINANCIAL 


[,  The  Intelligent  Cash  Optimizer  is  available  to  all  qualified  customers  with  $50,000  or  more  in  combined  E*TRADE  Securities  and  E*TRADE  Bank  accounts  or  who  average  10  or 
nore  stock  or  options  trades  per  month  (30  trades  per  quarter).  It  is  a  unique,  dynamic  cash  management  modeling  tool  that  illustrates  the  earning  potential  for  uninvested  cash, 
iystem  response  and  account  access  times  may  vary  due  to  a  variety  of  factors,  including  trading  volumes,  market  conditions,  system  performance,  and  other  factors. 
Securities  products  and  services  are  offered  by  E*TRADE  Securities  LLC,  Member  NASD/SIPC. 
5  2006  E*TRADE  FINANCIAL  Corp.  All  rights  reserved. 


Outfront 


amous  §> 


So  you  really  think  those  celebrity  photos  just 
happen?  Inside  a  hot  retail  store  that  plays  the 
exploitation  game  to  the  hilt  j  By  Dorothy  Pomerantz 

TWO  WEEKS  BEFORE  HER  MOVIE  JUST 
My  Luck  hit  theaters  in  May,  pop  pup 
Lindsay  Lohan  just  happened  to  drop 
in  at  Kitson,  on  Robertson  Boulevard,  a  hip 
apparel  and  accessories  store  in  Beverly  Hills. 
When  she  came  out,  she  was  carrying  little 
clover-shaped  mirrors  that  stick  on  cell 
phones.  The  wrapping  displayed  Just  My  Luck 
promotional  packaging.  We  know  all  this  be- 
cause shots  of  Lohan  and  her  cell  phone  ac- 
cessories soon  hit  the  Internet  and  celebrity 
magazines.  The  mirrors  were  featured  in  Peo- 
ple, and  Kitson  sold  hundreds.  It  was  a  triple 


hit — for  Lohan,  for  the  movie  and  for  Fraser 
Ross,  the  founder  of  Kitson. 

Ross  has  made  a  synergistic  art  of  suck- 
ing up  to  celebrities,  movie  studios  and  mag- 
azines. Kitson  is  now  one  of  the  hottest  places 
for  young  stars  to  promote  their  flicks  and 
be  photographed  for  celeb  "sightings."  Ross 
works  both  sides  of  the  street.  He  cultivates 
relationships  with  reporters  at  the  celebrity 
glossies,  including  Life  &  Style  Weekly  and  Us 
Weekly.  When  celebrities  come  in,  he  makes 
sure  the  magazines  get  nice  shots  of  the 
stars — with  his  merchandise.  He  even  has  an 


Totally  spontaneous:  Fraser  Ross  has  built 
the  hip  store  Kitson  by  playing  the  celebs. 

investment  in  a  photog  outfit  called  Sunset 
Photo  &  News. 

Occasionally  celebs  make  an  appearance 
to  garner  some  G-rated  coverage.  Britney 
Spears  was  photographed  coming  out  of  the 
store  several  times  during  her  last  pregnancy 
when  she  was  shopping  for  Kitson's  baby 
clothes.  The  exposure  temporarily  took  the 
spotlight  off  her  marriage  woes. 

Ross  opened  the  5,000-square-foot  store 
six  years  ago  when  he  moved  to  L.A.  from 
Toronto,  where  he  ran  a  similar  shop.  In  2002 
Halle  Berry  (hot  off  her  Oscar  win)  walked 
out  of  his  store  with  an  initial  bag.  The 
paparazzi  followed.  When  the  magazines 
called  to  see  if  she  had  bought  it  at  Kitson,  Ross 
broke  a  boutique  taboo  and  said  yes.  The  bag 
became  a  hit,  and  so  did  Kitson,  whose  sales 
this  year  will  total  $24  million — a  20%  in- 
crease, says  Ross  (middle  name:  Kitson). 

"This  is  a  very  needy  town,"  says  Ross, 
42.  "And  everyone  wants  to  know,  'How  can 
you  help  me?'" 

The  publicity  has  turned  Kitson  into  one 
of  the  nations  hottest  purveyors  of  overpriced 
items,  including  a  $50  Kitson-branded  coin 
purse  and,  to  promote  the  new  film  Super- 
man Returns,  $900  Swarovski  crystal- 
encrusted  "S-shield"  clutches.  In  his  main 
store  (a  kids'  shop  is  nearby),  $200  trucker 
caps  are  stacked  atop  jewelry  cases  with  $2,000 
necklaces.  Now,  you  don't  have  to  go  to  L.A. 
to  gawk  Many  Nordstrom  and  Macy's  stores 
will  be  selling  Kitson-branded  sneakers  and 
flip-flops.  Ross  gets  roughly  an  8%  cut  F 


NIGHTLIFE 


Club  Wars 


Why  Nicky  Hilton,  Kelly  Monaco  and  Kevin 
Federline  get  money  and  freebies  to  show  up  at 
Las  Vegas  nightclubs  ]  By  Matthew  Miller 

■  N  THE  EARLY  HOURS  OF  SATURDAY,  MAY  20,  KELLY  MONACO  WAS  CELEBRATING 
I  her  30th  birthday  at  the  Las  Vegas  nightclub  Jet  at  the  Mirage.  Amid  the  strobe 
I  lights  and  pulsating  hip-hop  in  a  roped-off  VIP  section  right  behind  the  deejay, 
the  star  of  soap  operas  and  ABC's  Dancing  With  the  Stars  was  grinding  with  friends. 
Outside,  hundreds  of  clubgoers  negotiated  with  the  doormen  for  the  right  to  drop 
$1,000  on  a  few  bottles  of  Grey  Goose  and  catch  a  glimpse  of  the  B-lister. 

Monaco  wasn't  a  paying  guest.  On  the  contrary,  she  was  paid  to  be  there.  In 
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CFO  &  CIO 

So  happy  together 


TOSHIBA'S  ENCOMPASS™  brings  harmony  inro  the  boardroom.  Number  crunchers  love  the  fact 
that  they  can  save  up  to  $350  per  employee  per  year  by  eliminating  unnecessary  equipment.  Tech  geeks 
drool  over  the  digital  control  they  get  when  they  can  track  everything  with  the  click  of  a  button. 
Its  not  world  peace,  but  it's  a  start.  Let  the  Harmony  Begin.com 


TOSHIBA 

Don't  copy.  Lead. 


Outfront 

exchange  for  letting  Jet  advertise  her 
birthday  party  at  the  club  in  mass  e-mails 
and  on  Web  sites,  Monaco  and  her 
entourage  of  eight  were  given  first-class 
airfare  from  Los  Angeles  to  Las  Vegas, 
rooms  at  the  Bellagio,  free  booze  and  a 
few  thousand  in  chips  to  gamble.  The  deal 
was  worth  maybe  $10,000. 

"Everyone  pays  celebrities  to  come  to 
their  clubs,"  says  Andrew  Sasson,  co-owner 
of  Jet,  as  well  as  Light  at  the  Bellagio.  "It's  all 
part  of  the  marketing  in  this  business.  Any- 
one who  tells  you  they  don't  is  lying.  The 
question  is:  Do  you  pay  with  cash,  or  pro- 
vide a  jet,  a  meal,  drinks  and  hotel  rooms?" 

The  presence  of  celebs  is  especially  valu- 
able in  drawing  younger  people  in  the  wee 
hours  when  gambling  is  slow.  Venetian  Presi- 
dent Robert  Goldstein  says  a  new  $30  mil- 
lion club  called  Tao  draws  a  "younger, 
hipper  demographic,"  who  have  a  "material 
impact"  late  night  at  the  casino.  To  the  club 
owners,  it's  cheap  marketing.  On  any  given 
Friday  night  as  many  as  5,000  people  party 
at  the  nightclub  Pure  at  Caesars  Palace  casino. 
Roughly  half  pay  a  $40  cover  charge.  At  that 
rate  the  club  can  sometimes  cover  the  cost 
of  a  celebrity  before  selling  a  drop  of  booze. 

Nicky  Hilton  and  her  boyfriend,  Kevin 
Connolly,  were  paid  $75,000  each  to  host 
Pure's  New  Year's  Eve  party.  Fergie,  a  singer 
in  the  pop  group  The  Black  Eyed  Peas,  was 
paid  $50,000  to  have  her  birthday  party  at 
the  club.  Britney  Spears'  husband,  Kevin 
Federline,  got  $30,000  to  show  up. 

The  competition  over  stars  can  get 
rough.  A  few  months  ago  Pure  was  rumored 
to  have  offered  the  five  stars  of  HBOs 
Entourage  $ 1 5,000  each  to  have  a  wrap  party 
after  shooting  an  episode  in  Sin  City.  The 
party  was  reportedly  called  off  after  the  Hard 
Rock  Hotel  &  Casino  complained  it  was  de- 
serving of  the  exposure  since  it  had  put  the 
cast  and  crew  up  at  the  hotel. 

George  Maloof  Jr.  started  the  Hollywood 
trend  in  Vegas  in  2001  with  his  Palms  casino 
resort  just  off  the  Strip.  Maloof  courted  stars 
like  Britney  Spears  and  Shaquille  O'Neal,  and 
his  clubs  Rain  and  Ghostbar  flourished 

Victor  Drai,  managing  partner  of  Tryst 
at  Wynn  Las  Vegas,  finds  the  trend  ridicu- 
lous: "I  don't  pay  celebrities  anything.  And 
if  they  want  to  drink  here,  they're  going  to 
pay.  They're  stars.  They  can  afford  it"  F 


Q&A 


The  Science  of  Flops 

Sure,  Americans  invented  the  Internet  and  24-hour  cable  news,  but  let's  not  for- 
get that  we  also  came  up  with  some  pretty  dumb  ideas — like  the  leisure  suit  or 
having  Jimi  Hendrix  open  for  the  Monkees.  In  a  somewhat  arbitrary  list, 
authors  Martin  J.  Smith  and  Patrick  J.  Kiger  recount  these  embarrassments  in  their 
new  book,  Oops:  20  Life  Lessons  from  the  Fiascos  That  Shaped  America  (Collins).  The 
authors  display  some  sympathy  for  the  people  they  profiled  because  they,  at  least, 
tried.  FORBES  talked  to  the  authors  recendy.  —David  Serchuk 


You  devote  a  chapter  to  the  Dodge  La 
Femme,  a  failed  car  of  the  1950s — with 
pink  upholstery  and  such  accessories  as 
matching  raincoats  and  lipstick  tubes — 
that  was  supposed  to  appeal  to  women. 
Smith:  This  was  not  a  car  built  for  the 
woman  of  1955.  It  was  built  for  Liberace. 
Kiger:  Chrysler  missed  a  great  marketing  op- 
portunity. Women,  they  knew,  were  involved 
in  more  than  half  the  purchasing  decisions 
for  cars.  If  they  had  done  their  homework 
and  talked  to  women  and  developed  a  car 
that  suited  their  needs,  something  I  think 
U.S.  automakers  could  still  do  better,  they 
might  have  changed  the  course  of  the  au- 
tomotive industry. 
Give  another  case  of  "What  were 
they  thinking?" 

Smith:  Ten-cent  Beer  Night,  when  the 
Cleveland  Indians  baseball  team  offered 
10-cent  beers  to  fans  in  1974  and  it  erupted 
into  a  riot.  Hey,  let's  feed  25,000  people  all 
the  beers  they  want 
to  drink  and  see 
what  happens! 
Did  any  failure 
lead  to  positive 
change? 

Kiger:  The  leisure 
suit  in  the  1970s 
was  a  step  in  a  pos- 
itive way — even 


though  it  was  a  pretty  dopey  step.  It  was 
a  way  of  addressing  a  change  occurring 
in  society,  men  chafing  against  suits  and 
ties  at  work  And  we  have  that  today,  with 
business  casual. 
No  one  ever  went  broke 
underestimating  the  taste  of  the 
American  consumer,  right? 
Smith:  Wrong. 
XFL,  the  ex- 
treme football 
league,  lasted  a 
year.  The  idea 
was  to  take 
football  to  the 
next  level  with 
violence  and 
sex.  It  had  no 
redeeming  qualities  whatsoever.  It  was  an 
episode  where  the  American  football  fan 
proved  him-  or  herself  more  intelligent 
than  the  idea  for  this  new  league. 
Which  fiasco  had  the  most 
profoundly  negative  impact? 
Smith:  Thomas  Midgley  Jr.  invented  two 
things  that  ended  up  being  the  two  most 
high-impact  environmental  cataclysms 
of  the  20th  century.  One,  leaded  gaso- 
line, solved  the  problem  of  engine  knock. 
Unfortunately,  what  he  created  were  mil- 
lions and  millions  of  aerosolizers  for  one 
of  the  most  deadly  substances  known  to 
man.  And  similarly  with  CFCs  [chloro- 
fluorocarbons].  It  took  many  years  for 
scientists  to  realize  the  damage  CFCs  were 
doing  to  the  ozone  layer. 
It  seems  most  of  the  people 
responsible  for  the  failures  in 
your  book  escaped  the  fallout. 
Kiger:  America  is  a  place  where  you  can 
do  something  really  dumb  and  have  a 
second  act  F 
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Presenting  Tata  Consultancy  Services,  TCS,  the  creator  of  the  Network  Delivery  Model  for 
software  development.  For  over  35  years  TCS  has  been  the  provider  of  choice  for 
hundreds  of  customers  around  the  globe,  including  seven  of  the  top  ten  FORTUNE  100* 
companies.  TCS,  with  revenues  of  $2.97  billion  in  FY  2005/06,  serves  its  customers  with 
over  63,000  expert  associates  from  53  countries  around  the  globe,  including  10,000 
employees  in  50  locations  throughout  the  U.S. 

It's  time  you  got  to  know  the  biggest  I.T.  company  you've  probably  never  heard  of.  For  a 
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SPORTS  TECHNOLOGY 

Blame  Your  Racket 

MACGREGOR  GOLF  SAYS  THAT  ITS  NEW  DRIVER,  THE  MACTEC  NVG2,  WILL 
change  the  game.  Its  Cup  Face  360  technology  attaches  the  club  face  without 
welds,  thereby  increasing  the  sweet  spot  by  30%  over  normal  drivers.  Every 
shot  "feels  like  you  hit  it  dead-center,"  says  the  company.  Sounds  great,  right?  And 
maybe  it  is.  But  history  says  that  equipment  that  promises  to  change  a  sport  has  a  way 
of  coming  up  short.  —Monte  Burke 

Product:  Snauwaert  Ergonom  tennis  racket  (1984) 

Promise:  This  funky-looking  object,  designed  in  Belgium,  had  a  head  tilted  42  degrees  from 
the  grip,  supposedly  aligning  the  sweet  spot  with  the  path  of  the  balL  It  was  heavy,  caused 
sniggers  at  the  club  and  went  away.  "Pretty  much  a  novelty  item,"  says  David  Sorin,  who 
owned  Snauwaert  America. 
Product:  Rossignol  Monoski  (1992) 

Promise:  Obviously,  hitting  the  slopes  on  one  board  was  a  good  idea:  Witness  the  snow- 
board With  the  Monoski,  both  feet  faced  forward,  said  to  be  great  for  moguls.  It  was  also 
great  for  face  plants  in  lift  lines. 
Product:  Grip's  in-line  skate  handheld  brake  (1993) 

Promise:  Similar  to  an  automotive  drum  brake,  it  was  intended  to  make  braking  easier  for 
in-line  skaters.  It  worked,  sort  of.  But  users  had  better  things  to  do  with  their  hands. 
Product:  Dimpled  baseball  bat  (1994) 

Promise:  Then  MIT  aerodynamics  instructor  Jeffrey  C.  DiTullio  pressed  dimples  into  wooden 
and  aluminum  bats.  The  result  reduced  aerodynamic  drag  and  added  an  extra  15  feet  to  a 
300-foot  fly  ball.  They  were  never  produced  commercially.  Major  League  Baseball  balked, 
instead  opting  to  increase  home  runs  by  ignoring  the  use  of  steroids  by  its  players. 
Product:  Hydro  Bronc  (1998) 

Promise:  To  replace  rafts  and  kayaks  in  white  water,  this  geodesic  dome  had  seven  tar- 
paulin air  bladders  and  allowed  fun-seekers  to  literally  walk  on  water  as  if  in  a  hamster 
wheel.  The  $3,500  craft  was  the  subject  of  a  profile  on  Dateline  NBC.  But  it  never  took 
off.  "We  were  too  specialized  to  make  a  buck,"  says  co-inventor  Philip  Chauvet 
Product:  TaylorMade  InerGel  golf  ball  (1999) 

Promise:  The  golf  club  manufacturers  first  foray  into  balls  was  sidelined  quickly  when  new 
technology  easily  accomplished  what  their  weird  packaging  did — it  kept  balls  fresh  and  light 
Pulled  the  plug  after  a  year  and  a  half.  F 
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NBC's 

Idolizing 

Ways 


We've  seen  Taylor  Hicks.  He's  no  Taylor 
Hicks:  Finland's  Lordi  rock  group. 

After  seeing  their  once  glorious 
network  fall  from  first  to  fourth 
place  in  prime-time  ratings  over 
the  past  few  years,  the  executives 
at  NBC  are  desperate — perhaps 
too  desperate — to  find  a  lucrative 
hit  like  the  television  phenome- 
non American  Idol. 

They  are  developing  World 
Vision:  An  American  Anthem, 
patterned  after  the  European 
Broadcasting  Unions  long- 
running  Eurovision  Song  Contest. 
It's  also  patterned,  according 
to  a  lawsuit  against  NBC,  after 
another  guy's  idea.  Maurice 
Fraser,  principal  of  Scottish 
American  Media,  a  California 
company,  claims  that  in  2004  he 
pitched  a  "Battle  of  the  States" 
music  contest  show  to  NBC  and 
its  producing  partner,  reality  TV 
expert  Reveille  LLC.  Fraser  says 
NBC  and  Reveille  owe  him  "tens 
of  millions"  for  stealing  his  idea. 
NBC  denies  ripping  off  the  idea 
but  does  not  deny  that  its  execu- 
tives heard  Frasers  pitch  two 
years  ago.  Must  have  been  in  the 
wrong  key.  — Brett  Pulley 


Another  reason  to  consider  T.  Rowe  Price 


Five  funds  on 
MON  EYe  magazine  s 
"65  Best"  list. 


Choose  from  over  90  no-load  funds  including 

five  on  the  MONEY  65®  "Best": 

Equity  Income  Fund  (PRFDX) 

Blue  Chip  Growth  Fund  (TRBCX) 

Invests  mostly  in  dividend-producing  stocks. 

Invests  in  large  and  medium-sized 

New  Era  Fund1  (PRNEX) 

blue  chip  companies. 

Invests  primarily  in  natural  resource  companies. 

International  Discovery  Fund2  (PRIDX) 

Invests  primarily  in  small  to  mid-size, 

New  Horizons  Fund  (PRNHX) 

rapidly  growing,  non-U.S.  companies. 

Invests  in  smaller,  fast-growing  companies. 

Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses,  and  other 
information  that  you  should  read  and  consider  carefully  before  investing.  All  mutual  funds  are  subject  to  market  risk, 
including  possible  loss  of  principal.  Tactors  such  as  natural  disasters,  market  illiquidity,  or  political  instability 
in  commodity-rich  nations  can  have  a  negative  impact  on  the  fund,  international  investing  has  special  risks, 
including  currency  fluctuations. 


FiveT.  Rowe  Price  mutual  funds  were  recently  included  on  MONEY  magazine's  list  of  the  "world's  best  mutual 
funds."*  MONEY  made  its  selections  based  on  consistent  investment  approach,  low  expenses,  and  a  history  of 
management  integrity.  MONEY  said  these  "low-cost,  well-managed  funds"  can  be  "the  ideal  foundation  of  a 
well-diversified  portfolio." 

AtT.  Rowe  Price,  we  apply  the  same  disciplined  investment  approach  to  every  fund  we  manage.  And  we  offer  funds 
with  no  loads,  no  commissions  or  sales  charges,  and  below-average  expense  ratios.  We  have  more  actively  managed 
equity  funds  on  the  MONEY  list  than  any  other  firm.  To  find  out  which  is  right  for  you,  call  our  Investment  Guidance 
Specialists  or  visit  our  Web  site. 


troweprice.com/start  1.800.366.1  785 

T.Rowefirice 

INVEST  WITH  CONFIDENCE 

"Source:  MONEY'  magazine.  The  funds  on  the  MONEY  65'  were  carefully  selected  using  the  collective  experience  and  knowledge  of  the  staff  ol  MONEY  magazine.  Some  of  the 
criteria  included  consistent  investment  approach,  low  expenses,  and  a  history  of  integrity  on  the  pari  of  the  management.  The  publication  dale  of  the  MONEY  article  was  3/06 
MONEY  and  MONEY  65  are  registered  trademarks  of  Time  Inc.  Used  with  permission. 

T.  Rowe  Price  Investment  Services,  Inc..  Distributor.  MPMON073920 


SOFTWARE 

What  the  Traffic  Will  Bear 

DemandTec  is  teaching  retailers  that  much  of  what  they  knew  about  pricing  was 
wrong.  An  iPod  at  10  a.m.  may  soon  sell  for  less  than  one  at  7  p.m. 
By  Victoria  Murphy  Barret 

DUANE  READE  HAD  A  DIAPER 
dilemma  three  years  ago. 
The  pharmacy  chain  that 
blankets  New  York  City  was 
struggling  to  boost  sales  of 
one  of  its  most  basic  products.  Competi- 
tors were  outselling  it,  and  discounts  and 
coupons  failed  to  move  the  diapers  faster. 
Duane  Reade  went  looking  for  help.  It 
dumped  its  historical  sales  data  into  a 
new  software  program  that  would  sug- 
gest how  to  price  diapers  so  theyd  fly  out  J 
of  the  stores. 

After  a  few  minutes  of  calculations 
the  computer  suggested  Duane  Reade 
do  what  it  had  never  done  before:  make 
the  markup  on  the  diapers  a  function 
of  the  child's  age.  For  example,  make 
the  newborn  sizes  more  expensive,  and 
the  big-kid  pull-ups  cheaper.  After  a 
year  an  increase  in  diaper  sales  helped 
boost  baby  care  revenue  by  27%  even  as 
the  category's  gross  margin  rose  2  per- 
centage points. 

The  software,  produced  by  a  Silicon 
Valley  firm  called  DemandTec,  gleaned 
from  the  data  an  insight  that  retailing 
mavens  missed:  Parents  of  newborns  are 
far  less  price-sensitive  than  parents  of 
toddlers.  "It  was  a  eureka  moment,"  says 
Gary  Charboneau,  Duane  Reade's  head 
of  sales  and  marketing  and  a  37-year 
retail  veteran.  "There's  no  way  we 
could've  spotted  that.  We'd  been  dumping 
our  numbers  into  Excel  and  scratching 
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Technology 


our  heads  for  a  few  months." 

Duane  Reade  now  has  Demand- 
Tec's  algorithms  spitting  out  prices  for 
two-thirds  of  the  items  it  sells.  The 
prices  of  some  cough  medicines  are  up. 
(Sick  people  don't  shop  around.)  The 
per-pill  price  of  the  50  pill  bottles  of 
certain  pain  relievers  used  to  be  lower 
than  on  the  24-pill  bottle.  Now  it's 
higher.  The  kind  of  people  who  buy 
jugs  of  pills  are  a  bit  less  sensitive  to  a 
higher  unit  price. 

DemandTec's  math  models  are  influ- 
encing pricing  strategy  at  Best  Buy, 
Longs  Drugs,  Safeway  and  RadioShack, 
making  the  little  company  a  big  player  in 
a  budding  technology  called  retail  opti- 
mization. While  retailers'  tech  budgets 
are  inching  up  4%  a  year,  price-optimiza- 
tion software  sales  will  probably  climb 
30%  to  $195  million,  says  Gartner. 

DemandTec  expects  that  its  sales  will 
double  this  year,  to  $50  million.  Investors 
Crosspoint  Venture  Partners,  Cargill  Ven- 
tures, Altos  Ventures  and  Athena  Tech- 
nology Ventures  have  put  $45  million  into 
the  firm,  which  has  yet  to  go  public. 

Oracle  acquired  an  optimization 
firm  called  ProfitLogic  last  July  for  $240 
million,  and  SAP  acquired  Khimetrics  in 
January  for  $170  million.  NCR,  through 
its  Teradata  division,  launched  pricing 
tools  last  year.  SAS  Institute  has  seven 
big  retailers  using  its  three-year-old 
pricing  software.  "I  call  this  fact-based 
retailing,"  says  Best  Buy  technology  chief 
Robert  Willett. 

DemandTec's  45-year-old  chief 
executive,  Dan  R.  Fishback,  sees  a  shift 
in  retailing  away  from  a  real  estate 
game— duplicating  stores  to  follow  pop- 
ulation growth — to  a  tailored  approach 
for  every  neighborhood.  Wal-Mart 
recently  announced  such  plans.  "Markets 
aren't  homogenous,  and  pricing  should 
reflect  that,"  he  says.  Fishback  thinks  he 
can  expand  the  concept  to  financial 
services  firms,  cellular  carriers  and 
manufacturers. 

DemandTec  was  founded  in  1999  by 
Hau  Lee,  a  professor  of  operations  research 
at  the  Stanford  Graduate  School  of  Business, 
and  Michael  Neal,  a  former  consultant.  It 
took  53  engineers  and  scientists  two  years  to 
create  the  math  models  plotting  ihe  relation- 


IpFtWARESAYS 

How  three  retailers  used  price  optimization 
to  boost  sales  and  profit  margins. 

DRUGSTORE 

BEFORE:  Store  was  ^ 
selling  tooth-whitening  ^fgf 
chewing  gum  with  all  the  JMt 
other  gum. 


Put  the 

whitening  gum  with  the  whitening  toothpaste 
and  strips. 

RESULT:  Store  sold  more  whitening  gum 
because  it  sat  with  products  that  were  often 
in  the  same  basket. 


ELECTRONICS 
RETAILER 
BEFORE:  Sold  four  tiers 
of  27-inch  televisions. 
Toshiba  was  the  prici- 
est, then  Philips,  Sharp 
and  Sansui. 


SOFTWARE  SAY   Increase  price  of  the  Sansui 
set  and  slightly  lower  price  of  the  Sharp. 
RESULT:  Demand  rose  for  the  Sharp,  the  more 
expensive  (and  more  profitable)  TV  set. 

HARDWARE 

BEFORE:  Its  bestselling 

item  was  a  $1  paint-  W^^^r^m 
brush.  A  new  Wal-Mart    ■||fT"  """""^f 
offered  the  same  jMllL       ft  /M 

paintbrush  for  $1,  potentially  stealing  sales. 

SOFTWARE  SAYS  Discontinue  the  $1  brush. 
RESULT:  Store  lost  no  ground  in  brush  sales 
and  profits  went  up.  Why?  Sales  of  paint 
determined  brush  sales,  not  price. 


ship  between  price  and  sales. 

The  mathematics  of  Froot  Loops  can 
get  pretty  hairy.  One  grocery  chain  with 
1,940  stores  entered  all  of  its  breakfast 
foods  sales  data  into  DemandTec's  soft- 
ware The  software  generated  134  million 
coefficients  connecting  sales  volumes  to 
triggers  such  as  price  changes,  promo- 
tions, time  of  year  and  shelf  position. 
DemandTec  then  figures  in  the  grocer's 
goals,  like  revenue  growth,  sales  volume 
and  margins,  and  ironclad  rules  such  as 
always  pricing  2%  lower  than  competitors 
or  charging  more  for  national  brands  than 
store  brands. 

All  told,  72  million  equations  create 
a  menu  of  suggested  optimal  prices  for 


breakfast  foods.  If  a  product  is  new, 
DemandTec  infers  how  it  might  sell  at 
different  prices,  based  on  historical 
information  about  similar  products. 

The  company  struggled  early  on, 
landing  its  first  customer,  Longs  Drugs, 
in  October  2001.  "It  was  a  big  science 
experiment.  I  was  brought  in  to  make 
this  a  business,"  says  Fishback,  who 
spent  the  tech  boom  at  Ariba  spreading 
the  vision  of  online  marketplaces. 

In  the  fall  of  2004  Best  Buy  loaded 
three  years  of  sales  trends  into 
DemandTec  servers  in  San  Jose,  Calif. 
Prior  to  using  DemandTec's  software, 
Best  Buy  planners  at  the  company's 
Minneapolis  headquarters  pored  over 
spreadsheets  of  very  recent  sales  data, 
tweaking  prices  to  match  competitors' 
or  to  manage  their  corporate  margins. 

"We  used  to  push  prices  out  to 
stores,"  says  Best  Buy's  tech  chief,  Willett. 
"Now  we're  pulling  data  from  each  store 
to  determine  its  pricing  levels."  Planners 
can  get  to  their  DemandTec  data  via  the 
Web  and  play  with  price  combinations 
for  most  items  in  a  store. 

Best  Buy  says  its  margins  have 
increased  significantly  thanks  to 
DemandTec's  software.  It  may  soon 
start  asking  it  to  figure  out  how  cus- 
tomers would  respond  if  prices  were  to 
change  within  a  24-hour  stretch.  Would 
a  shopper  who  picks  up  a  digital  cam- 
era after  work  pay  more  than  one  who 
walks  in  at  10  a.m.  on  a  Wednesday? 
"We  believe  the  awareness  of  what  an 
item  sells  for  is  quite  minimal  to  a  lot  of 
people,"  says  Willett. 

DemandTec's  software  doesn't  consider 
outside  events,  like  a  low-carb  craze  or  the 
opening  of  a  Wal-Mart  down  the  street.  Says 
Gary  Buder,  chief  of  technology  at  grocery 
chain  Brookshire:  "You  still  need  an  intel- 
ligent person  watching  trends." 

And  stores  frequently  disregard  its 
suggestions.  At  one  drugstore  chain,  De- 
mandTec software  noticed  that  cold  suffer- 
ers often  bought  tissues,  cough  remedies 
and  chicken  soup  in  the  same  visit.  So  why 
not  move  some  soup  and  tissues  to  the  cold 
aisle?  The  product  manager  in  charge  of 
cough  remedies,  who  had  no  incentive  to 
boost  chicken  soup  sales,  ignored  the  sug- 
gestions. Silly  humans.  F 
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SHARP 


Keep  the  CEO's  dream  of  growth  from 
becoming  the  ClO's  integration  nightmare. 


INTRODUCING  THE  SHARP  MX-SERIES.  Sharps  Open  Systems  Architecture 
delivers  the  first  truly  customizable  multifunction  product.  With  its  seamless  integration,  Sharp 
OSA  offers  a  broad  array  of  value-added  functionality.  It  also  gives  you  unparalleled  control, 
right  at  the  LCD  screen.  All  of  which  makes  the  MX-Series  a  powerful  resource  that  grows  with 
your  business.  It's  no  wonder  Sharp  won  the  BLI  award  for  "IT  Friendliness"  and  the  BERTL  5-Star 
Exceptional  rating  for  product  usability.  To  learn  more,  visit  sharpusa.com/documents 


COLOR 


PRODUCTIVITY 


SCALABILITY 


As  an  ENERGY  STAR* 
Panner,  Sharp  has 
determined  that  this 
product  meets  the 
ENERGY  STAR'  tjuidelmes 
tor  energy  etlictency 


Digital  Tools 


Stephen  Manes 


WiPod 


THE  $300  MUSIC  GREMLIN  ISN'T  SKINNY,  AND  ITS 
black  rubber-on-plastic  looks  would  be  sexy  only  in 
some  postpunk  industrial  dystopia.  But  it's  the  first 
portable  music  player  in  ages  that  comes  off  as  more 
than  an  iPod  wannabe. 
The  news  is  in  two  features  that  play  well  together:  wireless 
connectivity  and  subscription  content.  Whenever  you  want  a 
new  tune,  you  order  it  right  from  your  Gremlin  whenever  you're 
in  Wi-Fi  range  and  play  it  back  right  away — instant  gratification, 
no  computer  required.  Once  you've  signed  up  for  a  $15  monthly 
subscription,  you  can  download  most 
tracks  at  your  whim;  50  Cent's  oeuvre 
won't  cost  you  an  extra  nickel  as  long  as 
you  keep  paying  the  monthly  fee.  Want 
keepers  you  can  burn  to  CD?  Fork  over 
the  usual  99  cents. 

You  can  browse  MusicGremlin's 
2-million-odd  song  list  and  listen  to 
tracks  you've  already  downloaded 
whether  you're  connected  or  not.  If  the 
unit's  out  of  range  when  you  order,  it'll 
get  what  you  want  the  next  time  it  con- 
nects. The  device  comes  with  8  gigabytes 
of  storage,  enough  for  2,000  songs. 

When  you're  away  from  the  unit,  you 
can  order  tunes  via  the  company's  Web 
site,  which  is  often  easier  to  navigate.  The 
site  also  lets  you  order  an  album  at  a 
time;  for  now  the  Gremlin  makes  you  do 
it  track  by  track.  From  the  Web,  but  not 
the  device,  you  can  also  order  a  track  for 
the  Gremlin  and  a  duplicate  for  your  PC. 
But  the  site  cries  out  for  more  informa- 
tion about  the  music  and  better  search. 
Community  is  a  cute  new  wrinkle 


Want  tunes  right 


with  the  Gremlin.  You  can  see,  right  from  your  device,  what 
songs  strangers  and  buddies  with  connected  Gremlins  are  play- 
ing at  the  moment— and  browse  through  their  collections.  It's  a 
reciprocal  deal:  To  peek  into  others'  devices,  you  have  to  show 
them  yours,  though  you  can  block  people  whose  tastes  annoy 
you.  You  can  even  send  subscription  content  to  any  other  all- 
you-can-eat  subscriber — after  all,  you've  both  paid  for  it.  Each 
time  you  send  a  track,  a  message  asks  recipients  if  they're  willing 
to  accept  that  song  from  you. 

The  device  also  lets  you  order  prepared  "Gremlists,"  typically 
about  ten  songs  each  in  more  than  30  categories  like  "Nonstop 

80s"  and  "New  York  State  of 
Rhyme."  If  you  subscribe  to  a 
list,  new  content  magically 
nOW?  ThlS  playGr     appears  on  the  device  every 

lets  you  order       { got  about  7>/2  hours  of 

One  OVer  the  continuous  battery  life  with 

■       .  Wi-Fi  enabled,  somewhat  less 

air  and  listen  juice  than  a  modern  iPod 

In  SeCOndS  delivers.  The  company  says  to 

expect  about  ten  hours  if  you 
shut  down  wireless  (as  you  would  when  on  a  plane)  or  when  no 
Wi-Fi  signal  is  available.  For  now  you  can  connect  only  to  fully 
open  networks  and  those  that  are  WEP-encrypted  and,  if  you 
have  an  account,  to  T- Mobile's  fee-based  system  and  a  few  others. 
Networks  encrypted  with  the  newer  WPA  standard  won't  work  as 
yet,  and  neither  will  those  that,  as  in  some  hotels,  require  you  to 
use  a  browser  to  enter  a  password. 

The  user  interface  is  serviceable 
but  needs  a  design  czar.  The  many 
rough  edges  and  navigational  incon- 
sistencies can  be  tricky  until  you 
learn  the  unit's  peccadilloes.  There 
are  a  few  audio  stumbles:  When  you 
fast-forward  through  a  track,  you 
can't  hear  what's  going  on;  when  you 
jump  to  the  next  one,  you  often  hear 
a  brief  pop  before  the  music  begins. 

But  this  is  one  device  designers 
can  fix  on  the  fly,  since  they  can 
refresh  the  software  over  the  air- 
waves. Some  desirable  features  not 
yet  available,  like  the  ability  to  push 
playlists  from  the  Web  site  to  the 
device,  are  promised  for  the  near 
future,  no  extra  charge,  and  the  com- 
pany plans  to  offer  clever  new  ways 
of  delivering  the  tunes. 

Devices  that  depend  on  the 
continued  existence  of  a  new 


MusicGremlin:  2  million  songs  via  Wi-Fi, 
no  computer  required. 
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NO  VIRUSES. 
NO  SPAM. 
NO  DOWNTIME. 
EMAIL  DONE  RIGHT. 


No  one  can  promise  complete  email  security  and  availability.  We  don't  live  in  that  kind  of  world. 
Yet  one  company  has  earned  a  worldwide  reputation  for  making  email  as  secure  and  available  as 
it  is  important.  A  company  that  not  only  screens  out  viruses,  spam  and  spyware,  but  also  provides 
solutions  for  speedy  recovery  in  case  of  system  failure.  A  company  that  reduces  storage  costs 
by  archiving  to  secondary  storage  and  blocking  unwanted  emails.  A  company  that  provides 
management  tools  for  efficient  email  retention  and  fast  email  discovery.  A  company  that  does 
email  right.  Symantec.  Because  we  know  it's  not  just  email,  it's  your  business.  For  more 
information  visit  www.symantec.com/esa  or  call  800-745-6054  g  JT  FEARLESS. 


Technology 


service  tend  to  make  me  nervous.  But  even  if  something  bad 
happened  to  the  company  and  nobody  chose  to  continue  the 
service,  the  MusicGremlin  itself  would  not  become  a 
high-tech  doorstop.  It  would  still  be  a  music  player  that 
could  transfer  and  play  MP3  and  Windows  Media  files  from 


a  computer  via  the  included  USB  cable. 

And  this  first  WiPod  looks  like  a  decent  placeholder  while  we 
wait  for  slimmer,  sexier  versions — and,  come  to  think  of  it,  a 
phone  version  .'Cutting  out  the  middleman,  middlecomputer  and 
middledevice  is  ultimately  what  MusicGremlin  is  all  about.  F 


NOT  BIG  ENOUGH 


Hope  springs  eternal  for  a  useful  featherweight  full-fledged  PC.  Among  the  first  in  the  U.S.  was  the  14-ounce  OQO  (FORBES,  Nov.  1, 
2004),  which  had  too  many  compromises  for  comfort.  Now  comes  Sony's  Vaio  UX180R  an  $1,800  1.2-pounder  that  ships  with  its 
own  belt  holster— a  big  one — and  packs  even  more  technology  into  one  little  two-fisted  unit. 

Wi-Fi?  Bluetooth?  They're  in  there,  along  with  EDGE  midspeed  cellular  data  circuitry  you  can  activate  with  Cingular.  A  fingerprint 
reader  lets  you  protect  the  data  inside.  There's  a  bright  4.5-inch  1024x600  screen  with  plenty  of  ways  to  navigate:  You  can  use  the 
stylus  or  a  finger  on  the  touchscreen  or,  even  better,  peck  at  the  keyboard  that  slides  out  from  under  it.  Grab  the  unit  with  both 
hands,  and  a  pointing  stick  fits  under  your  right  thumb,  mouse  buttons  under  your  left. 

There's  one  USB  port,  a  Memory  Stick  Duo  slot,  and  a  headphone  jack.  A  docking  station  gives  you  extra  USB  ports  for  mouse  and 
keyboard,  a  video  port  for  a  monitor  and  a  standard  Ethernet  port  if  you  prefer  cable  to  wireless.  But  the  outboard  CD  or  DVD 
drive  you'll  need  to  install  programs  is  an  optional  outboard  extra. 

The  whole  thing  runs  plain-vaniila  Windows  XP  and  looks  like  some  retro-futuristic  sci-fi  device.  It  also  has  some  leftovers  from 
earlier  Sony  minimodels,  like  a  camera — two,  actually,  one  facing  forward  for  videoconferencing  and  primping,  the  other  for 
views  of  the  outside  world — but  their  respective  0.3-  and  1 .3-megapixel  resolutions  are  no  thrill. 

The  screen  is  terrifically  sharp,  but  small  fonts  can  be  hard  to  read.  Dedicated  buttons  let  you  zoom  in  but  fuzz  up  the  image  and 
force  you  to  use  the  touchscreen  to  pan  around  to  what  you  want  to  see. 

The  keyboard  makes  or  breaks  this  class  of  device,  and  this  one's  too  small  for  fingers,  too  wide  for  thumbs.  Almost  flush  with  the 
base,  the  keys  don't  give  enough  tactile  feedback  to  let  you  know  whether  you've  depressed  one  or  not.  Having  the  arrow  keys 
usually  missing  from  phone  keyboards  is  great  for  moving  around  the  screen,  but  life  is  too  short  to  type  on  this  thing  for  long. 
And  you  won't  be  able  to,  anyway:  The  battery  lasted  only 


2'A  hours  in  my  tests. 

Then  there's  Origami.  Microsoft  got  a  brief  flurry  of  atten- 
tion when  it  used  that  charming  code  name  for  a  new 
"lite"  design.  But  the  galumphing  official  acronym,  UMPC, 
for  "Ultra-Mobile  PC,"  is  more  appropriate  for  what  turns 
out  to  be  a  miserably  halfhearted  reworking  of  the  com- 
pany's Tablet  PC  design  into  feckless  devices  that  weigh 
about  1  3U  pounds,  have  batteries  that  last  about  2  V2  hours 
and  dispense  with  keyboards  and  optical  drives. 

The  most  visible  model,  Samsung's  $1,100  Q1,  is  the  single 
worst  PC  device  I  have  seen  in  years,  thanks  to  ludicrous 
custom  software  and  the  total  absence  of  a  usable  pointing 
device.  A  better  design,  TabletKiosk's  $900  Eo,  includes  the 
dedicated  pointing  stick  and  mouse  buttons  that  Samsung 
omits  and  does  a  better  job  of  working  with  the  stylus.  But 
the  company  has  had  trouble  filling  orders  for  the  unit. 

Besides,  the  UMPC  is  a  loser  by  design.  The  grainy  800x480  7-inch  screen  has 
too  few  pixels  to  handle  some  Web  pages  and  adds  to  the  Tablet  PC's  failings 
with  new  features  like  a  comically  unusable  onscreen  fan-shaped  thumbboard 
"I'm  already  using  a  tablet  as  my  everyday  computer,"  Bill  Gates  declared  at 
the  November  2001  Comdex  trade  show.  "Within  five  years  it  will  be  the  most 
popular  form  of  PC  sold  in  America."  Nope.  And  the  UMPC  won't  help. 

Sony  makes  great  little  under-3-pound  notebooks  that  manage  to  cram  in  a 
decent  keyboard  and  screen  along  with  a  DVD  drive.  Maybe  it's  time  to  call 
those  featherweight  and  move  on.  — S.M. 


The  keyboard  is  on  the 
screen:  TabletKiosk  Eo. 


The  keyboard  is 
under  the  screen: 
lio  UX180P. 


Forbes 


Stephen  Manes  (smanes@forbes.com)  is  cohost  of 

PC  World's  Digital  Duo,  which  appears  weekly  on  public 

television.  Visit  his  home  page  at  www.forbes.com/manes. 
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Simply  the  Best  of  the  best 


-Robb  Report,  June  2006 


MASERATI  ONCE  AGAIN  TAKES  ROBB  REPORT'S  TOP  HONOR  FOR  A  LUXURY  SEDAN,  this  year 
with  the  new  Quattroporte  Sport  GT.  Despite  stiff  competition  from  Bentley,  BMW  and  others,  one  car 
stood  apart  as  the  most  beautiful  and  engaging,  and  the  most  fun  to  drive,  according  to  the  hard-to-impress 
Robb  Report  editors.  With  its  400  hp  Ferrari-derived  4.2-liter  V8,  front-mid-engine  design  and  Fl-inspired, 
6-speed  transmission,  the  editors  quickly  discovered  that  "the  Q-Porte's  priority  is  performance,. . .  putting  the  sport  in  sport  sedan." 
They  went  on  to  call  the  Quattroporte  Sport  GT  a  "styling  masterpiece,"  with  a  classic  Pininfarina  shape  that  "will  continue  to  turn 
heads  when  other  sedans  have  become  yesterday's  styling  fad."  Quattroporte  models  start  at  around  $108,000*  To  discover  for 
yourself  why  Robb  Report  chose  the  Quattroporte  Sport  GT  as  the  Best  of  the  Best  sedan  for  2006,  visit  maseratiamerica.com/bestfb 


'  "ST 
■ 

MASERATI 


e  base  MSRP  for  Quattroporte;  MSRP  for  Sport  GT  shown  $116,850.  MSRP  includes  destination,  dealer  prep  fees  and  gas  guzzler  tax.  Other  taxes  and  optional  equipment  not  included.  Pnce  subject  to  change  without  prior  notice.  Individual  deafer  prices  may  vary.  ©2006 
th  America,  Inc.  All  rights  reserved.  Maserati  and  the  Trident  logo  are  registered  trademarlcsof  Maserati  SpA.  Maserati  reserves  the  right  to  modify  colors,  designsand  technical  features  at  any  time  and  without  prior  notice.  See  your  local  authorized  Maserati  Dealers  for  further  details. 


SAS  gives  Aetna 

HE 

OWER 

TO  KNOW 

how  to  use  predictive  analytics  to  improve  patient  outcomes 
and  head  off  high  medical  costs. 

More  than  14  million  people  rely  on  Aetna,  one  of  America's  leading  health  insurance  providers.  Aetna, 
in  turn,  relies  on  SAS  for  a  healthy  dose  of  innovation.  Using  SAS  analytic  software.  Aetna  can  review  its 
member  population  and  make  accurate  predictions  about  costly  medical  and  disability  events  -  before 
they  happen.  Aetna  then  shares  that  information  with  care  managers  in  a  simple,  easy-to-use  format 
that  allows  them  to  make  an  impact  on  medical  outcomes.  As  a  result,  care  managers  can  offer  at-risk 
individuals  the  facts  they  need  to  make  more  informed  choices  that  can  help  improve  quality  outcomes 
and  reduce  healthcare  costs.  Learn  more  about  Aetna  and  other  SAS  success  stories,  or  view  our  free 
on-demand  Webcasts. 


www.sas.com/aetna 


Entrepreneurs 


ENTERTAINMENT 


Showtime 


Michael  Hong  saw  a  U.S.  audience  for  Pan-Asian  fare. 

But  he's  racing  against  costs— and  a  bigger  rival  |  By  Helen  Coster 


FROM  HIS  MANHATTAN  OFFICE 
on  the  fringes  of  Times  Square, 
Michael  Hong  can  see  a  future 
in  bright  lights.  The  39-year- 
old  chief  executive  of  Imagin- 
Asian  TV,  a  24-hour  channel  aimed  at 
the  12  million  ethnic  Asians  in  the  U.S., 
thinks  he's  capable  of  producing  and 


distributing  for  the  big  screen  as  well. 

It's  an  audacious  goal  for  a  company  that 
bought  its  first  and  only  film,  the  Korean 
drama  Green  Chair,  in  January.  And  for  one 
whose  TV  channel  faces  a  well-capitalized 
rival  that's  targeting  much  the  same  audience. 
But  Hong,  who  was  born  in  South  Korea  and 
came  to  New  York  when  he  was  4,  is  trying 


Ready  for  the  big  screen: 
Michael  Hong  is  hoping  to  create 
the  Miramax  of  Pan-Asian  films. 

to  move  fast.  Since  2003,  when 
the  former  sales  exec  started  the 
company  with  $250,000  from 
family  and  friends,  Hong  has 
put  ImaginAsian  on  basic  cable 
in  ten  U.S.  markets,  including 
New  York  and  Los  Angeles.  In 
all,  it's  now  available  in  4.4  mil- 
lion homes. 

The  company  isn't  yet  prof- 
itable and  now  burns  through 
$700,000  a  month— a  total  of 
$18  million  since  its  incep- 
tion— from  what  he  insists  is  the 
same  (flush  and  faithful)  coterie 
of  investors.  Last  year  Imagin- 
Asian brought  in  $250,000  in 
advertising  revenue  from  com- 
panies like  Honda  and  Citi- 
group. Hong  says  he  can  triple 
that  figure  this  year. 

U.S.  cable  already  has  vari- 
ous targeted  ethnic  pay  chan- 
nels— Zee  TV  for  South  Asians, 
MBC  for  Koreans  and  TFC  for 
Filipinos.  But  Hong  wanted  to 
establish  a  wider  base.  "The  key 
for  us  is  that  we  don't  position 
ourselves  as  the  Asian  equiva- 
lent of  BET  [Black  Entertain- 
ment Television]  or  Univision 
[for  Hispanics],"  says  Hong. 
"We  wanted  to  be  more  like  MTV  or  the 
Food  Network,  which  target  a  very  broad 
audience."  Hong's  goal  was  to  offer  a  mix  of, 
for  example,  Bollywood  films,  Japanese 
anime  and  Korean  thrillers. 

Meantime,  the  International  Channel, 
owned  by  big  Comcast  and  reaching  14  mil- 
lion homes,  repositioned  itself  to  show 
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BEEFEATER 
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rhis  summer, 
savor  the  subtle 
totes  of  citrus  and 
ruit,  the  spice  of  coriander  and  the 
•arthiness  of  angelica  root.  A  tropical 
east,  perhaps?  No,  this  sensation  is  from 
.ondon.  It's  found  in  the  complex  yet 
>alanced  character  of  BEEFEATER® 
.ondon  Dry  Gin.  BEEFEATER*  refreshes 
vith  the  same  optimal  blend  of  botanicals 
nd  grains  that  company  founder  James 
Surrough  perfected  in  1820. 


3EEFEATER®  &  Tonic 

iere's  all  the  proof  you  need  that  some  of  the 
nost  refreshing  things  in  life  are  the  simplest: 
.  Pour  ice  into  a  highball  glass. 
.  Mix  in  one  part  BEEFEATER*  gin  and  two 

parts  tonic  water. 
.  Top  with  a  wedge  of  lime. 
.  Relax  and  enjoy. 


:ldd:l=W!IUr< 

)in  and  tonics  were  originally  con- 
;umed  for  medicinal  purposes.  The 
luinine  in  tonic  water  was  used  as  a 
ireventive  againsi  illness.  The  gin, 
leedless  to  say,  made  the  concoction 
ar  more  pleasurable. 


renei 

entirely  Asian  fare;  it's  now  called  AZN  Tele- 
vision, No  matter,  Hong  says.  "One  24/7 
Asian  channel  is  not  enough  in  the  biggest 
markets.  The  competition  forces  us  to  get 
even  better  content." 

William  Georges,  a  senior  vice  president 
at  AZN,  agrees.  "Our  focus  is  the  Asian- 
American  audience,  and  theirs  is  using 
Asian  culture  to  create  a  mass- market 
channel,"  he  says. 

Asian  films  have  caught  on  in  America. 
Three  years  before  Hong  started  Imagin- 
Asian,  Crouching  Tiger,  Hidden  Dragon  had 
become  the  most  successful  non- English- 
language  film  ever.  It  won  four  Academy 
Awards  and  grossed  $  1 28  million  in  the  U.S. 
and  Canada.  Hong  Kong  actor  Jackie  Chan 
showed  he  had  a  U.S.  following  with  films 
like  Rush  Hour  2  (2001),  which  in  North 
America  grossed  $226  million.  By  contrast, 
Oscar- nominated  Farewell  My  Concubine ; 
a  1993  release,  grossed  only  $5  million  and 


ImaginAsian  covers  Pan-Asian  life  in  Asia 
and  the  Asian  experience  in  America,  too." 
In  September  the  feed  began. 

Time  Warner  Cable  of  New  York  and 
New  Jersey,  in  a  more  dominant  market 
position,  was  an  even  harder  sell.  In  July 
2004  Hong  leased  a  300-seat  cinema  in 
midtown  Manhattan  with  the  aim  of 
exhibiting  films  imported  from  Asia  and 
thus  showcasing  his  cable  company.  Six- 
teen months  later  ImaginAsian  showed  up 
on  Time  Warner  Cable's  channel  560  in 
New  York.  "If  ImaginAsian  was  just  a 
channel,  I  don't  think  we  would  have  got- 
ten the  deal,"  Hong  says.  Covering  the  lease 
payments  with  ticket  sales  ($9  for  adults) 
will  be  a  challenge.  He  won't  say  what  the 
rent  is,  but  at  an  estimated  $55  a  square 
foot,  and  allowing  52%  of  the  box  office 
take  to  be  swallowed  up  by  film  rentals,  he 
would  have  to  sell  2,100  tickets  a  day  to 
break  even.  He's  averaging  only  140. 


'The  NFL  was  in  here  yesterday  and 
said  the  same  thing,  and  I  said  no.  What 
makes  you  th'"k         ■+  i#nn?,f 


Ran,  a  1985  Kurosawa  classic,  even  less. 

Hong's  first  challenge  was  to  round  up 
enough  affordable  fare  to  fill  airtime  and  the 
equipment  and  engineers  to  format  it  for 
digital  cable,  the  new  standard.  Then  he 
needed  to  get  his  network  squeezed  into  the 
crowded  band  the  operators  have  for  basic- 
package  programming.  "When  we  first 
met  with  the  president  of  Time  Warner 
Cable  in  Los  Angeles,  he  asked  us  what  plat- 
form we  were  targeting,  and  we  said,  'Basic 
digital,'"  says  Hong.  "He  had  a  smirk  on  his 
face  and  said,  'The  NFL  was  in  here  yester- 
day and  said  the  same  thing,  and  I  said  no. 
What  makes  you  think  I'll  give  it  to  youV" 

A  few  meetings  and  countless  phone 
calls  later,  Hong  had  a  deal.  No  money 
changed  hands;  Time  Warner  gave  Imagin- 
Asian airtime  in  return  for  two  minutes  of 
every  hour  for  its  own  commercials.  "The 
reason  we  decided  to  air  ImaginAsian  is 
because  more  than  10%  of  southern  Cal- 
ifornia is  Asian,"  says  Deane  Leavenworth, 
a  vice  president  of  the  cabler.  "Among  that 
population  there's  diversity  as  well,  and 


ImaginAsian  has  a  deal  in  hand  to 
market  films  from  Palm  Pictures,  an  inde- 
pendent film  distributor  in  New  York  City 
whose  biggest  hit  so  far  is  the  somewhat 
racy  Sex  and  Lucia.  By  the  end  of  next 
year  Hong  hopes  to  release  7  feature  films 
in  theaters  across  the  country  and  up  to 
15  on  home  video,  at  an  average  acquisi- 
tion cost  of  $25,000  apiece  or  less.  As  for 
his  TV  programming,  37:  hours  a  week  of 
which  is  original,  he  finds  that  only  a 
fourth  is  of  the  quality  that  he  wants.  He 
maintains  that  once  ImaginAsian  is  in  20 
million  homes,  ad  revenue  will  leap  and 
the  company  will  have  more  money  to 
buy— or  make— better  content.  It  has 
been  launching  in  a  new  market  every 
month  or  two,  but  for  now  audiences  are 
too  tiny  for  Nielsen  ratings. 

"If  at  the  end  people  can  tell  the  differ- 
ence between  Korean-Americans  and 
Chinese- Americans,  I  [will]  consider  that 
a  major  victory,"  says  Hong.  In  the  mean- 
time he  will  have  to  hope  that  his  backers 
stay  friendly — and  flush.  F 
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Entrepreneurs 


Clothes  make  the 
woman:  Cooke 
and  Gall  of  Isis. 


In  This  Together 

Poppy  Gall  and  Carolyn  Cooke  knew  just  what  the 
sportswear  market  needed,  but  their  venture  was 
still  an  uphill  climb  |  By  Helen  Coster 


PENELOPE  (POPPY)  GALL 
decided  to  risk  losing  her  shirt 
because  she  was  tired  of  losing  her 
pants.  "One  afternoon  I  was  doing 
telemark  ski  turns,  which  require 
deep  knee  bends,"  says  Gall,  48,  an  avid  down- 
hiller  who  lives  in  Vermont.  "I  was  wearing 
mens  ski  pants  because  they  had  the  techni- 
cal details  that  I  like.  But  they  didn't  fit  well 
and  kept  dropping  lower  and  lower  off  my 
waist  with  each  turn."  On  the  chairlift  up,  she 
complained  to  her  friend  Carolyn  Cooke,  45, 
who  had  the  same  problems  with  her  gear. 
That  day  they  decided  to  launch  a  line  of  out- 
erwear to  cater  to  active  women:  jackets  with 
fleece  collars  to  protect  against  chin  chafing; 
nylon  ski  pants  with  zippers  for  quick  pit  stops; 


waterproof  pockets  for  tissues,  cell  phones  and 
the  like — in  sizes  ranging  from  petite  extra 
small  to  16,  priced  from  $25  for  a  fleece  hat 
to  $275  for  three-layer  waterproof  pants. 

Eight  years  later  Isis  (after  the  Egyptian 
mother  goddess)  is  pulling  in  $4  million  a 
year  and  is  close  to  profitability.  The  two 
women  already  had  40  years  of  industry 
experience  between  them:  Gall  owned  a 
winter  hat  business  in  the  1980s,  then 
worked  as  a  clothing  designer;  Cooke  was 
vice  president  of  sales  at  Karhu  USA,  a 
manufacturer  of  skis  and  outdoor  apparel. 
And  yet,  after  collecting  $90,000  from  sav- 
ings, family  and  friends,  they  fell  prey  to 
one  costly  miscalculation  after  another. 
Since  setting  up  shop  in  a  restored  wool 


mill  in  Burlington,  Vt.,  the  company  has 
lost  a  cumulative  $1.8  million.  Still,  the 
founders  have  learned  from  their  mistakes. 

First  problem:  the  company  name.  The 
duo  had  chosen  "Juno,"  after  the  Roman 
goddess,  but  got  hit  with  a  cease-and-desist 
letter  from  a  plus-size  women's  clothing 
outfit  of  the  same  name.  Turned  out  the 
company  hadn't  paid  the  $1,000  to  see  if 
the  name  was  trademarked.  The  snafu  cost 
$25,000  in  legal  and  design  fees. 

Isis  borrowed  a  total  $450,000  in  a  cou- 
ple of  term  loans  that  stretched  out  two 
years.  Repayment  terms  were  out  of  whack 
with  the  sales  season,  during  which 
months  may  elapse  between  the  deadline 
for  paying  the  factory's  bill  and  the  day  that 
stores  pay  up.  The  cash  crisis  forced  Gall 
and  Cooke  to  rely  on  purchase-order 
financing — in  essence,  factoring  receiv- 
ables before  they  are  even  receivable.  "We 
financed  our  inventory  at  ridiculously  high 
interest  rates  and  shipped  like  crazy  to  get 
the  invoices,"  recalls  Cooke.  Worse,  Isis 
relied  on  just  a  winter  line  for  its  first  three 
years,  missing  out  on  a  spring  season  that 
could  have  smoothed  financial  bumps 
considerably.  It  also  hurt  brand  recogni- 
tion; shoppers  had  fewer  opportunities  to 
see  the  Isis  name  in  small  specialty  stores 
that  carried  the  line.  The  entrepreneurs 
delivered  a  full  spring  line  only  in  2003. 

Isis  was  initially  stuck  placing  orders 
that  exceeded  demand,  since  the  fabric  was 
sold  in  bulk  lots.  "The  minimum  order  is 
400  or  800  units,"  says  Cooke.  "So  if  we 
only  sold  150  units,  we  would  have  to  sell 
everything  above  that  at  40%  off' 

But  she  and  Gall  worked  off  most  prob- 
lems. Cutting  out  the  middleman  at  the  fac- 
tory in  China  saved  10%  on  their  finished 
garments.  And  as  demand  for  its  pants, 
tank  tops  and  rainwear  grew,  Isis  cut  better 
deals  with  the  plants.  It  also  replaced  term 
loans  with  revolving  lines  of  credit  to  suit 
the  seasonal  fluctuations.  With  the  hiring  of 
more  sales  reps  the  list  of  retail  oudets  grew 
from  50  in  1999  to  a  current  360,  including 
Title  IV  Sports  and  REI;  since  fiscal  2000, 
ended  June  30,  sales  have  grown  57%,  on 
average,  each  year.  During  that  period  the 
gross  profit  margin  rose  from  29%  to  40%. 
Next  challenge:  taking  on  Nike  and 
Columbia  Sportswear.  F 
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is  Win 


Yes,  there  is  life  beyond  the  hotspot.  Wireless  broadband  and  up 
to  16  hours  of  battery  life*  with  our  internal  and  Ultra  Capacity  Battery. 
Together  they  let  the  HP  Compaq  nc6400  Business  Notebook  with 
Intel  Centrino  Duo  Mobile  Technology  take  you  very,  very  far. 

And  it's  all  backed  by  our  unrivaled  HP  Total  Care  services, 
for  every  stage  of  your  computer's  life. 


Visit  hp.com/personal,  call  1-800-799-MYHP 
or  visit  your  local  reseller.  Starting  at  $1,579. 
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or  150  years,  people  have  been  coming  to  Northwestern  Mutual  to  put  their  minds  at  ease.  ■W  Northwestern  Mutual 

the  quiet  company* 
insurance  /  investments  /  ideas™ 


SK-Korea's  leading  company 

is  soaring  upward  with  a  new  look. 

For  Many  Years,  We  have  led  Korea  in  energy  •  chemicals 
and  telecommunications  sectors. 

In  particular,  SK  Telecom,  the  flagship  of  SK,  became  the  world's  first  to 
commercialize  CDMA  and  launch  satellite  DMB  service. 
A  pioneer  in  the  international  telecommunications  market,  SK  Telecom  is  now 
contributing  towards  making  the  world  "ubiquitous"-more  unified  and  better  connected 

Now  SK,  along  with  its  global  partners,  is  poised  to  take  off  and  soar  with  its  new  look, 
"Wings  of  Happiness. 


6<fSK 


Marty  Whitman 


Working  for  Third  Avenue's  cranky  chief  was  once 
an  ordeal.  But  at  81  the  value  guru  has  mellowed  so  much  that 
his  deputies  have  broadened  his  outlook  j  By  Michael  Maiello 


UTUAL  FUND  GRAND  MASTER  MARTY  WHITMAN  HAS  A  WELL-DESERVED  REP 
as  an  obstinate  and  cantankerous  cuss.  For  the  fidgety  Whitman,  sitting  still  in  a 
chair  while  a  subordinate  delivers  a  subpar  financial  analysis  is  impossible.  Failing 
to  follow  Whitmans  value-investing  dicta  would  earn  the  poor  slob  a  humiliating 
dressing-down.  No  one  dared  to  second-guess  Marty.  Whitman's  ability  to  out- 
think  anyone  has  long  been  a  fearsome  thing.  No  one  to  this  day  can  keep  up  with  his  lickety-split 
ability  to  read  and  analyze  a  company's  10-K  filing. 

But  Martin  J.  Whitman  has  mellowed.  At  81  he  is  cutting  back  somewhat;  he  and  his  wife  just 
bought  an  apartment  in  Paris.  He  says  he  will  keep  working  as  long  as  he  is  physically  and  mentally 
able,  but  he  has  finally  chosen  a  successor,  Curtis  Jensen,  43,  his  co-chief  investment  officer  and 
manager  of  one  of  his  funds.  The  question  for  investors:  Does  this  unique  value  manager  have  in 
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place  talented  apprentices  who 
can  carry  on  after  him? 

The  answer,  from  David 
Barse,  44,  chief  executive  of  Whit- 
man's Third  Avenue  Manage- 
ment, is  yes.  Barse  says  Whitman 
today  is  "comfortable"  that  his  17 
managers  and  analysts  have 
learned  the  Whitman  Way. 
Indeed,  the  boss'  emboldened 
lieutenants  have  changed  him, 
moving  him  into  areas  he  had 
ignored,  didn't  understand  or  dis- 
dained— into  real  estate,  tech  and 
international  stocks.  So  Whitman  has 
added  three  funds  to  be  wingmen  to  his 
storied  Third  Avenue  Value  Fund. 

All  four  Whitman  funds  have  beaten 
the  S&P  500  since  their  inception.  Whit- 
man's flagship  and  oldest  fund,  Third 
Avenue  Value,  was  begun  in  1990  when 
he  was  65,  and  he  still  manages  it.  Third 
Avenue  Value  has  returned  12.2%  annual- 
ized over  the  past  five  years,  when  the 
market,  with  dividends  reinvested,  was 
close  to  dead  even.  FORBES  rates  Third 
Avenue  Value  Fund  a  B  in  both  up  and 
down  markets. 

Jensen's  Third  Avenue  Small-Cap 
Value  has  clocked  a  near-match  12.1% 
over  that  period,  and  Michael  Winer's 
Real  Estate  Value  has  dazzled  with 
18.6%,  amid  a  surge  in  property  stocks 
that  finally  is  cresting.  The  newest  port- 
folio, International  Value,  another  hot 
area  of  late,  has  been  around  for  four 
years.  With  Amit  Wadhwaney  as  man- 
ager, it  has,  at  32.7%  annually,  done  the 


Third  Avenue's  Market  Beaters 

All  four  of  Whitman's  mutual  funds  have  outpaced  the  S&P  500  since  their  launches.  And  in 
2006's  problematical  market,  they're  still  doing  better. 


FUND  INCEPTION 

ANNUALIZED  RETURN 
SINCE  INCEPTION   VS.  S&P  500 

YEAR  TO 
DATE 

Third  Avenue  International  Value1    Dec  2001 

22.9%  18.8% 

9.9% 

Third  Avenue  Real  Estate  Value2     Sept  1 998 

19.1  14.6 

5.0 

Third  Avenue  Small-Cap  Value1       Apr  1 997 

12.6  5.2 

4.0 

Third  Avenue  Value                    Nov  1 990 

16.7  5.0 

4.7 

S&P  500 

2.6 

Performance  through  May  31.  'Closed  to  new  investors.  2Closed,  reopens  July  1.  Source:  Upper. 

best  of  the  quartet  over  three  years.  The 
funds  are  no-load,  with  below-average 
costs.  Still,  the  business  hauls  in  hand- 
some revenue  for  its  owners;  Third 
Avenue  collected  an  estimated  $19  mil- 
lion over  the  last  year  in  management 
fees  from  its  funds. 

Alas,  not  everyone  can  take  advan- 
tage of  these  offerings.  Only  the  flagship 
is  open  to  new  investors.  The  rest,  beset 
with  a  rush  of  new  investments,  closed 
over  the  past  year,  although  they  still  can 
be  bought  if  offered  via  a  401  (k)  plan.  The 
Real  Estate  Fund  will  reopen  July  1. 

The  Whitman  Way  means  a  reverence 
for  deep-value  investing  in  unappreciated 
names  with  strong  balance  sheets  and 
good  long-term  potential.  Whitman 
treasures  a  generalist's  approach,  which 
weds  him  to  no  one  industry.  Another 
hallmark:  He  likes  purchasing  bonds  in 
distressed  companies  with  rebound 
potential.  A  big  example  is  Nabors  Indus- 
tries. Whitman  bought  bonds  in  the  oil- 


drilling  company,  which  then  filed  for 
bankruptcy  protection  in  1987.  A  year 
later  the  company  emerged  and  the  bond- 
holders' debt  was  converted  into  equity. 
Nabors  is  still  going  strong  with  Whitman 
on  its  board.  Third  Avenue  Value  owns 
1  million  shares. 

Stocks  or  bonds,  Whitman  keeps 
securities  for  a  long  stretch  unless  they  go 
irretrievably  sour.  He  owns  up  to  losers  by 
taking  the  hit  and  getting  a  capital  loss 
useful  at  tax  time.  Winners  ride.  Forest 
City  Enterprises,  a  real  estate  developer, 
has  been  held  since  1990.  A  Whitman 
fund  is  more  likely  to  close  out  a  winning 
position  by  selling  it  in  a  takeover  than  by 
selling  it  in  the  open  market.  Example: 
Fairmont  Hotels  &  Resorts,  which  Colony 
Capital  and  Kingdom  Hotels  International 
bought  in  May. 

With  low  turnover  (and  the  occasional 
realized  loss)  comes  relatively  low  capital- 
gains  taxes  for  Third  Avenue  investors.  The 
low  turnover  takes  some  of  the  sting  out  of 


A  Whitman's  Sampler 

Third  Avenue's  largest  holdings  tend  to  be  cheap  and  well-performing.  Each  has  a  special  extra  attraction  for  the  value  guru. 


COMPANY/BUSINESS 

RECENT 
PRICE 

P/E 

PRICE/ 
BOOK 

THE  VALUE  STORY 

I  BEL  INTERNATiONAL/travel  services 

$0.84 

19 

1.3 

Assets  worth  more  than  market  cap. 

BROOKFIELD  ASSET  MANAGEMENT/fmancial  services 

41.72 

10 

3.4 

20%  return  on  equity  for  five  years  running. 

I  MAVERICK  TUBE/oilfield  services  and  equipment 

47.64 

9 

3.1 

Largest  tubing  provider,  good  acquirer. 

PROLOGIS  TRUST/real  estate  investment  trusts 

51.70 

24 

2.5 

Big  in  European  commercial  building. 

1  ST.  JOE/real  estate  development 

44.99 

33 

7.0 

Owns  830,000  undervalued  Florida  acres. 

j  TOYOTA  INDUSTRiES/auto  parts 

39.29 

31 

0.9 

Owns  5.5%  of  Toyota  Motors. 

1  WHITING  PETROLEUM  o  1  and  gas  production 

37.58 

10 

1.3 

Trades  at  a  discount  to  NAV. 

ZINIFEX/metals 

7.87 

14 

3.6 

One  of  the  world's  lowest-cost  zinc  producers. 

Prices  as  of  June  6.  P/E  12-month  trailing.  Sources:  Reuters  Fundamentals  and  Worldscope  via  FactSet  Research  Systems. 
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At  UBS,  we  dedicate  our  resources  to  solving  the  financial  issues  that  really  matter. 
Yours.  Our  teams  around  the  world  research  markets  in  depth.  And  our  financial 
advisors  devote  the  time  it  takes  to  understand  your  financial  needs  and  goals  in 
wealth  management,  asset  management  and  investment  banking.  Then  we  connect 
the  dots.  It's  a  rigorous  approach.  But  your  financial  issues  demand  nothing  less. 
You  &  Us.  www.ubs.com 
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GOOD  DYNAMICS. 
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master  them  all.  with 
microsoft  dynamics: 

Staying  on  top  of  the  dynamics  in 
your  business  takes  more  than  the 
right  software.  It  takes  the  right 
information.  So  Microsoft  Dynamics 
and  Forbes  have  teamed  to  present 
www.forbes.com/dynamics,  a  new 
center  full  of  timely  information  for 
people  who  run  growing  businesses. 
There  are  infinite  dynamics  in  business. 
To  master  them,  start  here. 

Forbes 


-Microsoft  Dynamics 

Financial  Management 

Customer  Relationship  Management 

Supply  Chain  Management 


©  2006  Microsoft  Corporation.  All  rights  reserved.  Microsoft, 
Microsoft  Dynamics,  and  the  Microsoft  Dynamics  logo  are 
either  registered  trademarks  or  trademarks  of  Microsoft 
Corporation  in  the  United  States  and/or  other  countries. 
The  names  of  actual  companies  and  products  mentioned 
herein  may  be  the  trademarks  of  their  respective  owners. 


the  funds  tax  bills.  Still,  with  all  those  em- 
bedded gains,  the  flagship  fund  rates  a  poor 
five  on  our  tax-efficiency  scale  of  one  to  five. 
Whitman  maintains  large  wads  of  cash,  5% 
to  10%  of  assets,  as  ammo  for  buying  and 
also  as  a  downturn  cushion. 

Whitman,  sure  of  himself  on  matters 
great  and  small,  has  a  professorial  man- 
ner on  constant  display.  With  little 
provocation,  he  will  launch  into  a 
learned  disquisition  on  finance.  For  the 
past  34  years  he  has  been  an  adjunct 
business  prof  at  Yale.  (Jensen  was  his 
student  there.)  At  Syracuse,  from  which 
he  graduated  magna  cum  laude,  the  B- 
school  is  named  after  him.  After  a  series 
of  Wall  Street  jobs,  primarily  as  an 
analyst,  he  founded  his  own  firm  in  1974. 
In  addition  to  mutual  funds,  it  manages 
private  accounts  and  a  hedge  fund. 

These  days  Whitman  still  presides 
over  weekly  staff  meetings  where  portfo- 
lios and  possible  buys  and  sells  are 


well  with  small  stocks  in  the  past.  Jensen,  a 
tall,  soft-spoken  fellow  and  mainstay  of  the 
firm's  basketball  team,  detected  a  special 
energy  in  small-scale  semiconductor- 
equipment  makers  like  Electro  Scientific 
Industries.  His  picks — with  their  large  cash 
stashes,  solid  balance  sheets  and  low 
price/earnings  multiples— were  in  accord 
with  the  Whitman  Way. 

This  took  some  convincing  of  Whit- 
man, who  admits  tech  is  not  his  strong 
suit.  "At  the  time  Marty  didn't  even  know 
what  a  semiconductor  company  did," 
says  Chief  Executive  Barse.  Today  tech 
stocks  make  up  a  mere  4%  of  Third 
Avenue  Value,  while  Jensen's  Small-Cap 
Value  has  10.5%  in  tech.  Right  now 
Jensen  has  a  robust  presence  in  low-P/E 
energy  stocks. 

Similarly,  Whitman  resisted  overseas 
companies,  whose  accounting  he  found 
suspect.  Wadhwaney,  52,  who  ran  his  own 
international  hedge  fund,  showed  Whit- 


"At  the  time  Marty  didn't  even  know 
what  a  semiconductor  company  did/' 


weighed.  In  the  firm's  midtown  Manhat- 
tan conference  room,  with  a  thrilling  view 
of  office  towers  stretching  to  the  East 
River,  Whitman  listens  to  underlings  with 
his  customary  restlessness. 

One  young  analyst,  Ian  Lapey,  tenta- 
tively touts  a  small  oil-and-gas  company 
with  good  fundamentals.  Since  $70  oil  is 
not  something  a  value  investor  can  count 
on,  Lapey  genuflects  to  the  Third  Avenue 
philosophy  by  suggesting  that  the  firm 
wait  to  buy  until  the  soaring  stock  dips. 

Whitman,  his  hands  and  arms  oddly 
hidden  within  the  recesses  of  his  Syra- 
cuse sweatshirt,  its  sleeves  dangling,  sits 
jittering  in  his  chair,  his  reaction 
inscrutable.  Then  he  surprises  the  young 
man  by  saying  they  should  start  buying 
the  shares.  The  funds  already  own  even 
pricier  energy  stocks,  he  reasons.  Lapey 
had  been  even  more  conservative  than 
his  mentor. 

Nine  years  ago,  when  the  firm  only  had 
Third  Avenue  Value,  Jensen  convinced 
Whitman  that  they  needed  to  start  a  sepa- 
rate small-cap  fund  since  Jensen  had  done 


man  that  good  outfits  could  be  found  if 
analysts  traveled  to  them  for  some  on-the- 
scene  sleuthing.  He  convinced  Whitman 
to  buy  Japanese  insurers  in  the  late  1990s. 
Now  Toyota  Industries  is  Third  Avenue 
Value's  largest  holding. 

Winer,  50,  used  to  manage  distressed 
real  estate  in  California  on  behalf  of  Can- 
tor Fitzgerald.  He  wanted  to  launch  a 
Third  Avenue  real  estate  portfolio,  but 
Whitman  was  leery,  arguing  that  running 
a  sector  fund  was  contrary  to  his  general- 
ist  approach.  Winer  countered  by  analyz- 
ing Third  Avenue  Value's  holdings  back 
from  its  beginning  to  show  that  real  estate 
had  long  dominated  the  portfolio— and 
that  a  property  fund  would  be  a  good 
exception  to  the  Whitman  Way  rule.  "I 
proved  to  Marty  he'd  always  been  a  real 
estate  investor,"  says  Winer.  St.  Joe  Co., 
now  a  Florida  real  estate  developer,  has 
been  in  Whitman's  portfolio  since  1990. 

It's  a  tribute  to  how  Whitman  has 
evolved  that  he  can  admit  he  "steals 
shamelessly"  from  his  lieutenants.  "I  get 
half  my  ideas  from  them,"  he  says.  F 
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REAL  ESTATE 


IT'S  A  TALE  OF  TWO  SITES.  BOTH  OLD.  BOTH  IN  NEED  OF 
repair.  The  owners,  set  to  unload  them,  had  two  ways  to 
go.  One  wanted  the  most  money  possible  and  got  it  from 
a  builder  bent  on  tearing  down  the  old  domicile  to  erect 
something  bigger  and  better.  The  second  wanted  to  keep 
the  place  intact  for  posterity's  sake,  no  matter  who  ended  up 
owning  it. 

The  first  case:  When  Sherrill  Crumbaugh's  mother  turned  81 
and  moved  to  a  swanky  retirement  complex,  Crumbaugh  took 
on  arranging  the  sale  of  the  family  home,  a  100-year-old  stucco 
American  foursquare  in  Hinsdale,  111.  She  figured  she  could  get 
more  selling  it  to  a  teardown-minded  builder  than  to  someone 
who  wanted  to  live  there. 

But  getting  the  right  real  estate  broker  for  the  job  proved 
daunting.  Brokers  were  leery  about  traffic  from  a  new  church 
parking  lot  across  the  street.  One  suggested  listing  it  for  $1.2  mil- 
ion  (minus  a  5%  cut).  Then  Crumbaugh  tried  dealing  directly 


SAVED.  The  Hodgson  house  in  New  Canaan,  Conn.,  protected  forever,  is  for  sale  as  art,  not  as  a  McMansion  site. 


Trash 

It? 


DEMOLISHED.  A  builder  snapped  up  this 
American  foursquare  in  Hinsdale,  III. 


Two  strategies  for 
an  old  place  you're 
shedding:  Sell  it  to 
be  torn  down  or  preserve  it  and 
get  a  tax  break  By  Ashlea  Ebeling 


with  a  developer,  who  offered  her  $1.25  million.  Crumbaugh 
thought  that  was  too  low.  Maybe,  she  figured,  an  auction  among 
builders  would  work.  But  that  would  be  a  hassle  and  a  half. 

Then  she  heard  about  something  called  Xchange  Properties, 
a  Chicago  brokerage  that  specializes  in  marketing  teardown 
properties  and  charges  sellers  a  2%  commission.  Last  summer  it 
shot  e-mails  to  targeted  buyers  from  its  private  database,  and 
within  a  week  the  house  was  sold  to  a  builder  for  $  1 .4  million.  "It 
was  a  cool  old  house,  if  you're  into  old  houses,"  Crum- 
baugh admits.  "But  I  wasn't  wedded  to  it." 

The  second  case:  In  New  Canaan,  Conn,  four  chil- 
dren inherited  a  stunning  (if  somewhat  worn)  brick, 
steel  and  glass  modernist  house  designed  by  Philip 
Johnson,  the  famous  architect  who  died  in  2005.  They 
wanted  to  sell  the  55-year-old  home,  where  they'd 
grown  up,  yet  a  look  around  the  neighborhood  was  dis- 
quieting. Other  modernist  homes  had  a  way  of  chang- 
ing hands  and  then  disappearing  to  make  way  for 
larger  homes.  The  Johnson-designed  home  sat  on  a 
precious  5-acre  parcel  in  a  ritzy  part  of  town. 
Their  solution  was  to  get  what's  called  a  conservation  ease- 
ment to  save  the  house  from  a  future  owner's  wrecking  ball.  "This 
was  a  decision  to  preserve  what  we  view  as  a  piece  of  art  and  an 
important  part  of  our  lives,"  says  one  of  the  children,  Morgan 
Hodgson,  an  employment  lawyer  in  Washington,  D.C.  "It's  a 
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The  four  corners  of  the  world. 
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management  solution  from  Ricoh  can  help.  Our  seamless  global  network  enables  us  to  assess,  design  and 
implement  equipment  and  systems,  as  well  as  provide  ongoing  management  and  support  to  optimize 
your  document  workflow.  So  your  entire  enterprise,  no  matter  how  far-reaching,  can  be  on  the  same  page. 

Create,  share  and  think  as  one. 


To  learn  more  about  Ricoh,  go  to  ricoh.com/thinkasone 


RICOH 


Moneyftlnvesting 


great  memory  for  us  and  a  great  tribute  to  our  parents."  reeks  of  history.  Customarily  your  building  must  be  more  than 

The  family  donated  the  easement  to  the  National  Trust  for  50  years  old  and  listed  on  the  National  Register  of  Historic  Places 
1 1 .  ',nc  Preservation,  which  owns  Johnson's  famous  Glass  House  to  qualify  for  a  federal  tax  break  on  an  easement  donation.  State 
estate  across  the  street.  The  Trust  will  monitor  any  proposed  and  local  preservation  organizations,  including  community  land 
changes  to  th<-  house  or  landscape.  A  new  owner  can  update  the  trusts,  hold  easements  on  thousands  of  houses.  Many  of  these 
kitchen,  but  can't  add  an  attached  garage,  for  example.  aren't  significant  on  their  own  but  are  inside  a  historic  district. 

Obviously,  this  strategy  is  best  for  people  who  don't  care         Warning:  Congress  is  investigating  easement  promoters  who 

use  inflated  appraisals  to  value  a  tax 
deduction,  so  make  sure  your  donation 
would  withstand  Internal  Revenue  Service 
scrutiny.  "People  have  to  be  careful  about 
trying  to  take  a  deduction  without  a  good, 
strong  appraisal  that  supports  it,"  says 
Thompson  Mayes,  deputy  general  coun- 
sel at  the  National  Trust. 

Other  tax  gimmes  may  help  the  case 
for  selling  your  house  as  a  keeper.  Most 
states  offer  generous  personal  income  tax 
National  I  rust  for  Historic  Preservation  put  "Teardowns  in  credits  for  rehab  work  on  historic  homes.  North  Carolina's 
I  Ir.ioi  ic  Neighborhoods"  on  its  list  of  Americas  1 1  Most  Endan-  credit  equals  30%  of  the  cost  of  the  rehab  work,  with  no  cap. 
icred  Htotorii  Placet.  The  report  said  Hinsdale  was  at  the  Regional  preservation  groups  like  Chicago's  Bungalow  Initia- 
c  l»K  t-ntri  ol  the  (  raze,  having  lost  20%  ot  its  houses  in  15  years,  tive  offer  special  mortgages,  saving  homeowners  20%  of  their 
half  (it  them  historic .  and  it  decried  the  loss  of  classic  modernist  annual  mortgage  interest  for  the  life  of  the  loan,  and  rehab 
homes  m  New  Canaan.  grants  up  to  $5,000. 

Well,  sine,  not  every  house  is  built  by  a  famous  architect  or         Some  cities  even  offer  property-tax  abatements  for  historic 


about  making  the  biggest  profit.  The 
I  lodgson  children  could  get  a  substantial 
$700,000  tax  deduction  for  the  easement 
donation  J  hat's  be<  a  use  the  house  r  listed 
for  VI  1  million,  arid  without  the  easement 
it  could  have  been  marketed  for  $5  million 
as  two  building  lots,  a  Realtor  estimates. 
(An  easement  appraisal  is  pending.) 

While  it  has  no  doubt  eased  a  bit  with 
the  softening  Oi  the  real  estate  market,  the 
teardown  i  raze  was  so  hot  in  2002  that  the 


Tax  gimmes  may 
help  the  case 
for  selling  your 

house  as 

a  keeper,  


PENDING  DEMOLITION.  This  1959  Bryn  Mawr,  Pa 
split-level  was  the  first  on  its  block  to  go. 


properties.  Owners  of  a  La  Jolla,  Calif, 
home,  circa  1935,  just  got  their  annual 
taxes  reduced  from  $32,000  to  $7,200 
when  they  signed  a  ten-year  renewable 
preservation  contract  with  the  city. 

On  the  other  hand,  let's  say  you 
want  to  get  rid  of  the  house.  Call  your 
home  builders  association  and  ask  if 
any  brokers  specialize  in  teardowns. 
Xchange  Properties,  which  sold  the 
Hinsdale  house,  has  offices  in  Chicago; 
Westport,  Conn.;  Rancho  Santa  Fe, 
Calif.;  and  Annapolis,  Md.  A  competi- 
tor in  Chicago  is  Valueinland.com,  a  Web  site  where  sellers 
can  list  for  free  and  buyers,  usually  builders,  pay  the  l%-to-3% 
commission. 

Take  a  field  trip  to  your  towns  planning  and  zoning  office 
and  confirm  for  yourself  what  is  your  property's  highest  use — 
that  is,  what  is  the  most  that  can  be  built  on  it.  Don't  count  on  a 
broker  to  get  this  information.  When  Gandhi  Ireifej  interviewed 
brokers  to  list  his  family's  2,200-square-foot  ranch  in  Greenwich, 
Conn.,  they  said  they'd  list  it  at  $1.3  million,  after  he  fixed  base- 
ment water  problems  and  a  fractured  concrete  walk  as  well  as 
repainted  a  bedroom  where  the  roof  leaked. 

Yet  Ireifej  had  done  the  buyer  a  favor  by  getting  planning  and 


zoning  approval  for  an  8,800-square- 
foot  replacement  house.  Xchange  Prop- 
erties saw  that  permit  as  an  asset  and 
sold  his  property  for  $1,775,000  in 
February  to  a  builder. 

Finally,  don't  jump  to  the  conclu- 
sion that  your  house  is — or  isn't — a 
teardown.  If  there  have  been  no  other 
teardowns  in  your  neighborhood, 
gauging  your  home's  potential  may  be 
tricky.  You  might  find  out  that  it's  a 
teardown  only  after  the  fact. 

That's  what  happened  to  Kenneth 
LeFevre,  a  giftware  executive,  who  listed  a  split-level  his  parents 
built  in  Bryn  Mawr,  Pa.  in  1959  with  Prudential  Fox  and  Roach 
(with  a  6%  cut — ouch).  The  home  needed  a  lot  of  work,  which  he 
wasn't  eager  to  pay  for.  "Nobody  thought  of  a  developer,"  he  says, 
but  that's  who  bit  just  a  few  days  after  LeFevre  listed  it  in  March. 
The  builder  paid  $650,000  cash,  close  to  the  asking  price — no 
inspection,  no  repairs.  He  bought  the  house  next  door  and  is  put- 
ting up  two  new  $1.7  million  houses. 

LeFevre  was  happy  to  be  rid  of  the  property  and  get  the  deal 
done  fast.  His  advice  to  other  owners  of  tired  houses:  Find  a  Real- 
tor to  market  the  house  as  a  teardown  for  a  reduced  commission. 
If  that  fails,  kick  back  and  relax  when  a  builder  bites.  F 
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The  Race  Is  On 

Targeted  drugs  are  transforming  a  deadly  type  of 
leukemia  into  a  chronic  disease  |  By  Robert  Langreth 


COMPUTER  PROGRAM- 
mer  Kevin  Williams 
was  35  when  he  no- 
ticed a  strange  lump  in 
his  stomach  in  the 
spring  of  2000.  Doctors  discovered 
that  his  spleen  had  ballooned  to 
three  times  its  normal  size. 
Williams  had  chronic  myeloid 
leukemia,  a  deadly  disease  in  which 
white  blood  cells  proliferate. 

Novartis'  breakthrough  can- 
cer drug  Gleevec  helped  some- 
what but  failed  to  dislodge  the 
mutant  cells  from  their  hideout 
inside  his  bone  marrow.  It  made 
him  so  exhausted  he  would  often 
fall  asleep  on  the  couch  soon  after 
he  got  home  from  work,  leaving 
his  wife  alone  to  deal  with  their 
two  kids.  The  problem:  His 
leukemia  cells  contained  a  muta- 
tion that  made  them  resistant  to 
Gleevecs  effect. 

He  worried  it  was  just  a  mat- 
ter of  time  before  the  leukemia 
mutated  further  into  the  rapidly  fatal 
"blast  crisis"  stage.  Then  he  heard  about 
an  experimental  drug  called  dasatinib 
being  tested  at  UCLA's  Jonsson  Cancer 
Center,  near  his  Lakewood,  Calif,  home. 
Williams  started  the  twice-daily  pill  in 
July  2005,  and  after  six  months  most  of 
the  leukemia  cells  were  gone.  So  were  his 
nausea  and  exhaustion.  This  February 
came  test  results  that  stunned  him:  No 
leukemia  detected  in  his  bone  marrow. 

"It  was  just  incredible,"  he  says.  "I 
couldn't  imagine  that  it  would  work  so 
fast."  These  days  Williams  has  enough 
energy  to  zip  around  the  racetrack  at 
160mph  on  his  Suzuki  motorcycle.  While 
he  may  not  be  cured,  he  says,  "with  few 
side  effects,  I  can  continue  to  take  this 
drug  indefinitely." 

Targeted  therapies  are  having  stun- 


ning success  against  a  once  dread  disease 
diagnosed  each  year  in  5,000  patients.  The 
only  outright  cure  is  still  a  harrowing 
bone  marrow  transplant,  but  Gleevec 
sends  the  vast  majority  of  CML  patients 
into  long-lasting  remission.  Five  years  into 
a  big  trial,  89%  are  still  alive.  "It  is  a  quan- 
tum improvement,"  says  Brian  Druker, 
who  pioneered  Gleevec  at  Oregon  Health 
&  Science  University. 

Now  help  is  at  hand  even  for  the 
roughly  20%  of  CML  patients  whose  can- 
cers become  resistant  to  Gleevec  or  who 
cannot  tolerate  the  drug.  Two  new  "super 
Gleevec"  drugs  are  nearing  the  market — 
dasatinib  from  Bristol-Myers  Squibb  and 
nilotinib  from  Novartis.  Both  hit  all  but 
one  of  dozens  of  Gleevec-resistant  strains 
in  the  test  tube,  and  in  trials  they  send  a 
large  minority  of  such  tough  cases  into 


remission.  "Patients  with  CML  will  take 
some  pills  and  essentially  live  a  normal 
life,"  says  Hagop  Kantarjian,  of  M.D. 
Anderson  Cancer  Center. 

Bristol-Myers  originally  designed 
dasatinib  to  block  a  mutant  protein  in 
other  tumors,  but  in  2001  company  phar- 
macologist Francis  Lee  noticed 
that  it  was  hundreds  of  times 
more  potent  than  Gleevec  in 
blocking  the  CML  cell  growth. 

CML  is  fueled  by  a  defec- 
tive protein  called  Bcr-Abl. 
Gleevec  blocks  this  protein  but 
only  when  a  flap  on  the  pro- 
tein is  in  the  closed  position. 
Dasatinib  can  gum  up  the  pro- 
tein when  the  flap  is  open  or 
closed.  It  worked  so  well  that 
Bristol  sped  through  trials  in 
529  patients  in  just  2  V2  years, 
half  the  normal  time.  A  federal 
advisory  panel  recommended 
approval  in  early  June,  with  a 
final  decision  expected  by  June 
28.  Side  effects  include  diar- 
rhea and  fluid  retention 
around  the  lungs. 

Novartis'  nilotinib  is  close 
behind.  The  company  started 
working  on  this  potential 
Gleevec  successor  even  before 
Gleevec  was  approved  in  2001, 
says  David  Epstein,  president 
of  Novartis  Oncology.  It  took  advantage  of 
X-ray  crystallography  that  charted  the 
precise  three-dimensional  structure  of 
how  Gleevec  binds  to  Bcr-Abl.  With  this 
in  hand,  company  chemists  crafted  a  drug 
30  times  more  potent.  Early-trial  results 
are  so  promising  that  the  company  plans 
to  apply  for  approval  late  this  year,  ahead 
of  schedule. 

If  both  drugs  are  approved,  Bristol- 
Myers.and  Novartis  will  jockey  fiercely  for 
control  of  the  lucrative  leukemia  fran- 
chise. (Gleevec  sales  were  $2.2  billion  in 
2005.)  One  Bristol  trial  will  combine 
Gleevec  with  dasatinib,  while  another  will 
pit  dasatinib  head-to-head  against 
Gleevec  in  newly  diagnosed  patients.  No 
matter  which  wins  the  corporate  sweep- 
stakes, patients  like  Kevin  Williams  will  be 
the  real  victors.  F 
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Aetna  Health  Connections 


A  new  way  to 
bring  it  all  together 
for  better  health. 

Now  Aetna  introduces  a  new  approach 
to  medical  management  that  can  help 
people  achieve  their  optimal  health. 
Aetna  Health  Connections  integrates 
clinical  data  and  programs  across  Medical, 
Dental,  Pharmacy,  Behavioral  Health 
and  Disability  insurance  plans  to  provide 
a  picture  of  every  member's  overall  medical 
condition.  With  our  holistic  approach, 
doctors  and  nurse  case  managers  have 
the  data  they  need  to  help  patients 
achieve  better  outcomes,  and  make  earlier 
interventions  when  appropriate.  To  find 
out  more,  call  your  broker  or  consultant, 
Aetna  representative,  or  visit  aetna.com. 
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E~  -TRADE  FINANCIAL  WAS  IN 
serious  trouble  when  Mitchell 
Caplan  took  over  in  2003.  The 
company  had  hemorrhaged  $428 
million  over  two  years.  Its  stock 
was  trading  at  $4.  It  seemed  that  E-Trade, 
the  online  broker  that  celebrated  greed  and 
popularized  day  trading,  might  become  an- 
other high-profile  casualty  of  the  Internet 


froth  and  fizzle.  "We  came  closer  to  being 
done  than  anyone  ever  knew,"  Caplan  says. 

E-Trade  today  is  a  radically  different 
enterprise.  The  company  netted  $430  mil- 
lion last  year,  up  1 3%  from  the  year  earlier, 
on  $1.7  billion  in  revenue,  up  15%.  It  was 
the  third  straight  year  of  profitability  for 
the  company,  now  a  more  well-rounded 
financial-services  firm.  Trading  commis- 


E-Trade#  once  a 
bad-boy  broker 
for  small-time 
day  traders, 
wants  wealthier 
investors.  Does 
it  need  to  ditch 
its  name  to 
finally  earn 
some  respect? 
By  Monte  Burke 


Getting  sober  E-Trade 
President  R.  Jarrett  Lilien 
(left)  and  Chief  Executive 
Mitchell  Caplan  are 
scrapping  old  tricks — 
like  the  ad  monkey — 
to  remake  the  company.  Its 
name  may  get  tossed,  too. 
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Fractional  Jet  Ownership  Designed  Around  You 

Bombardier  Flexjet*  gives  you  more  flexibility  than  any  other  fractional  jet  ownership  program.  Forget  having 
to  select  from  limited  program  options.  Only  Flexjet  lets  you  fly  the  exact  hours  you  need,  with  the  benefits 
you  desire -all  provided  by  the  industry's  best  people  delivering  the  highest  standards  of  service.  If  you 
want  the  ultimate  level  of  flexibility  in  fractional  ownership,  you  can  have  it.  Fueled  and  waiting. 

Call  1  -800-FLEXJET  or  visit  flexjet.com. 
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sions,  which  made  up  80%  of  the  com- 
pany's revenue  in  the  late  1990s,  represent 
just  27%  now.  Most  of  E-Trade's  revenue 
today  comes  in  the  form  of  interest 
spreads;  incorporated  within  the  business 
is  a  thrift  with  $33  billion  in  deposits.  The 
retail  side  of  the  business,  which  includes 
the  bank,  the  brokerage  and  loans,  han- 
dles $193  billion  of  customer  assets.  The 
stock  has  recovered  to  $23. 

Caplan,  49,  should  be  celebrating. 
Instead,  he  is  wringing  his  hands.  His  big 
concern:  Many  people  still  associate 
E-Trade  with  irresponsible  bubble-era 
investing.  And  so  he  is  engaged  in  a  grand 
effort  to  transform  the  popular  image  of 
this  company  so  that  it  can  finally 
shed  its  past.  It  may  mean  ditching 
the  company's  name  later  this 
year — an  expensive  and  risky 
proposition.  A  possible  name 
change  is  a  hot-button  issue  at 
E-Trade's  main  office  in  New  York 
City,  where  company  President  R. 
Jarrett  Lilien  and  Nicholas  Utton, 
its  marketing  head,  roll  their  eyes 
when  Caplan  brings  up  the  topic. 
Scrap  a  well-known  corporate 
name?  Crazy,  they  whisper. 

"It  scares  the  hell  out  of  me  all 
the  time,"  Caplan  says.  "Are  we  at 
a  competitive  disadvantage  because  of 
our  name?" 

In  the  bubble  days  E-Trade  spent  a  lot 
of  money  cultivating  its  image  of  exuber- 
ant excess.  When  the  antiestablishment 
broker  started  pitching  in  1996,  it  used  the 
tagline  "Someday  we'll  all  invest  this  way" 
to  introduce  investors  to  online  trading,  a 
newfangled  notion  at  the  time.  As  com- 
petitors joined  the  fray  it  put  out  ever 
wackier  ads.  Under  Christos  Cotsakos,  its 
former  chief  executive,  E-Trade  says  it 
spent  $1.6  billion  between  1996  and  2002 
on  ads  that  appeared  everywhere,  includ- 
ing the  back  of  cereal  boxes.  The  Super 
Bowl  was  a  favorite  platform:  Who  can 
forget  the  2000  ad  in  which  a  man  is 
wheeled  into  an  emergency  room?  The 
diagnosis?  The  patient,  presumably  an 
E-Trade  investor,  had  "money  coming  out 
the  wazoo,"  his  doctor  marveled.  Another 
Super  Bowl  spot  featured  a  chimp  dancing 
to  "La  Cucaracha."  The  kicker:  "Well,  we 
just  wasted  2  million  bucks." 
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Despite  warning  signs  that  the  Inter- 
net boom  had  gone  too  far,  Cotsakos 
remained  focused  on  stock-trading,  which 
peaked  at  an  average  308,000  orders  a  day 
in  April  2000,  and  kept  up  the  juvenile 
ads.  He  also  spent  $6.5  million  a  year  to 
keep  a  30,000-square-foot  showcase 
branch  in  midtown  Manhattan,  even 
though  few  New  Yorkers  popped  in  to 
make  trades.  He  maintained  kiosks  in  43 
Target  stores  even  after  it  became  clear 
that  few  shoppers  wanted  to  buy  securities 
while  stocking  up  on  diapers  and  patio 
furniture. 

Shareholders  finally  balked  when  a 
2002  proxy  report  revealed  that  Cotsakos 


raked  in  $80  million  in  compensation  the 
year  before  as  the  company  lost  $242  mil- 
lion. "That  was  the  lowest  part  of  my  pro- 
fessional career,"  says  Caplan,  who  headed 
E-Trade's  banking  business  at  the  time.  "I 
was  embarrassed  to  admit  that  I  worked 
for  E-Trade."  Cotsakos  resigned  and  even- 
tually returned  $20  million  of  his  pay. 

Caplan  had  joined  E-Trade  when 
Telebanc,  the  savings  and  loan  he 
cofounded,  was  acquired  by  the  online 
brokerage  for  $1.8  billion  in  1999.  He 
replaced  Cotsakos  in  January  2003.  Soon 
thereafter  he  closed  the  showy  Manhattan 
storefront  and  the  Target  kiosks.  Working 
with  Lilien,  Caplan  integrated  into  one 
back  office  the  retail  and  institutional 
bank,  the  lending  department  and  the 
trading  division,  making  operations  more 
efficient  and  helping  salesfolk  cross-sell 
products  to  account  holders. 

E-Trade  still  champions  the  inde- 
pendent-minded everyday  investor,  but  it 
now  offers  more  tools  to  help  them  make 


decent  decisions.  An  online  cash  opti- 
mizer allows  E-Traders,  with  one  click,  to 
see  which  investment  vehicles  at  E-Trade 
and  rival  companies  offer  the  best  returns. 
Customers  can  then  make  quick  transfers. 
There  were  750,000  new  transfers  into 
E-Trade  accounts  during  the  first  quarter. 
A  similar  program  has  been  rolled  out  to 
help  customers  pick  competing  loan 
products  offered  by,  say,  Citibank. 

Now  Caplan  is  ready  to  trumpet  the 
company's  transformation  with  some  seri- 
ous image  enhancement.  The  company  says 
it  spent  $106  million  on  advertising  last 
year,  a  70%  increase  over  2004.  Ads  from 
BBDO,  a  unit  of  ad  giant  Omnicom  Group, 
emphasize  E-Trade's  mutual  funds, 
money-market  accounts  and  re- 
search capabilities.  Its  logo,  easily 
overlooked,  looks  like  fine  print  at 
the  bottom  of  ads. 

"Mitch  has  done  a  tremendous 
job,"  says  Asiff  Hirji,  chief  operat- 
ing officer  of  E-Trade  rival  TD 
Ameritrade.  But,  he  adds:  "He 
really  does  have  a  quandary  with 
the  name." 

Caplan  is  tired  of  apologizing 
for  E-Trade's  past.  He  recently 
tapped  its  second  branding  agency 
in  three  years  to  oversee  market 
research  that  will  help  him  make  a  deci- 
sion about  the  company's  moniker. 
Prophet,  the  San  Francisco  branding  out- 
fit, is  expected  to  deliver  its  findings  soon. 
Caplan  still  talks  about  feeling  nauseated 
in  2004  when  an  E-Trade  customer 
participating  in  a  focus  group  insisted  that 
the  company  had  never  added  "Financial" 
to  its  name.  It  seemed  a  key  element  of  the 
corporate  message  was  not  getting  across. 

If  existing  customers  aren't  aware  of 
E-Trade's  transformation,  how  can  it  woo 
hordes  of  new  investors?  Caplan  is  anx- 
ious to  get  more  well-to-do  people  to  use 
the  company.  Its  average  account  balance 
is  $44,000,  a  fourth  of  Charles  Schwab  & 
Co.'s  figure,  says  Merrill  Lynch.  Raising 
the  average  will  mean  veering  further 
from  E-Trade's  roots  as  a  vehicle  for  spec- 
ulation by  27-year-olds  thinking  they  will 
retire  at  40. 

As  Caplan  sees  it,  the  small  account 
size  bolsters  his  argument  for  radical 
change:  "Perception  is  reality."  F 


The  old  E-Trade:  This  guy  had  "money  coming  out  the  wazoo." 
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The  real  international  gold  standard. 

For  over  a  century,  the  Rolls-Royce  name  has  stood  for  authentic,  uncompromising  quality.  Prized  by  captains  of 
industry,  heads  of  state  and  the  most  successful  independent  pacesetters,  a  Rolls-Royce  has  always  been, 
and  remains,  the  ultimate  reward.  With  its  elegantly  appointed  cabin  and  deep  reserves  of  smooth  power;  the 
technologically  advanced  Rolls-Royce  Phantom  offers  a  truly  distinctive  driving  experience.  Every  element  of  this 
magnificent  sedan  is  designed  to  achieve  one  goal:  to  make  each  moment  spent  behind  the  wheel  an  eagerly 
anticipated  and  long  remembered  event.  We  invite  you  to  experience  the  Rolls-Royce  Phantom  and  discover  for 
yourself  why  it  just  may  be  the  real  international  gold  standard. 

Visic  your  Authorized  Rolls-Royce  dealer  in  the  following  locations: 
Atlanta,  GA  Bellevue.WA  Bethesda.MD   Beverly  Hills,  CA  Clearwater,  FL  Dallas.TX  Dublin,  OH   Fort  Lauderdale,  FL 
Greenwich,  CT  Houston.TX  LaJolla.CA  Las  Vegas.  NV  LosGatos.CA  Miami,  FL  Newport  Beach.  CA  New  York,  NY 
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For  more  information,  visit  rolls-roycemotorcars.com  or  call  877.877.3735 
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Jerry  Flint 


THE  NOT-QUITE 
BIG  THREE 


DETROIT  HASN'T  PULLED  OUT  OF  ITS  STALL  YET.  ITS 
share  of  the  auto  market  will  keep  dribbling  down. 
But  as  long  as  the  overall  market  is  strong,  Detroit 
can  stay  in  the  game.  The  big  question  is  when  the 
nosedive  will  end.  General  Motors  made  a  bit  fewer 
than  24%  of  the  cars  sold  in  the  U.S.  so  far  this  year,  though  folks 
there  seem  to  think  the  worst  is  over.  Ford  is  running  a  bit  over 
17%,  excluding  its  foreign  makes,  like  Land  Rover,  Volvo  and 
Jaguar,  which  together  add  a  percentage  point  of  share.  Every 
point  of  market  share  is  worth  170,000  sales.  Lose  a  point,  shut 
another  plant.  Lose  two  points,  shut  two  more  plants. 

GMs  market  share  may  well  decline  to  20%  before  Tailspin 
Tommy  levels  out.  GM  is  slimming  down,  buying  out  workers,  cut- 
ting costs.  That's  behind  the  stock  run-up  at  the  end  of  May.  The 
vehicles  are  improving,  no  question.  But  here's  the  problem.  The 
heart  of  GM  business  still  is  the  big  pickups  and  sport  utility  vehi- 
cles: Silverado  and  Sierra  pickups,  Suburban  and  Yukon  XL,  Tahoe 
and  Yukon,  Escalade  and  Avalanche  and  Hummer  H2  SUVs.  They 
account  for  almost  one-third  of  GMs  U.S.  unit  sales.  While  GMs 
truck  designers  did  a  fine  job  with  new  models  now  being  rolled 
out,  the  market  has  changed.  GM  just  won't  sell  as  many  as  it  used 
to,  not  with  high  gasoline  prices  and  growing  competition 

The  other  GM  problem  is  that  its  remaining  vehicles,  while 
improving,  aren't  sensational.  The  small  GM  pickups  are  fading. 
There  are  no  real  home  runs  among  the  cars.  The  new  models, 
like  the  Buick  Lucerne  or  Pontiac  G6,  are  praised,  but  they  don't 
drive  the  customers  wild.  General  Motors  is  still  trying,  and 
rightfully  so,  to  cut  back  on  incentives  and  rebates.  That  pricing 
firmness  goes  hand  in  hand  with  the  decline  in  market  share  to 
20%  or  so.  The  company  can't  maintain  the  share  it  has  now 
without  giving  away  its  profits. 

Ford  now  owns  17.4%  of  the  market  (18.5%  with  its  foreign 
nameplates),  but  its  piece  could  fall  to  16%  or  close  to 
it.  Ford  is  eliminating  products  whose  past  buyers  may 
migrate  to  non-Ford  cars  when  they  trade  in  the  old 


ones.  Taurus  will  go,  and  the  Freestar  minivan  and  Town  Car 
seem  doomed^  too.  Ford  has  replacements,  but  I  doubt  that  any 
will  do  as  well  as  these  did.  The  F-Series  pickup  is  the  heart  of 
Ford's  business,  but  GM  and  Toyota  both  will  have  new  pickups 
this  fall  (see  story,  p.  102).  The  Ranger  small  pickup  is  being  put  to 
sleep,  and  Ford  just  seems  to  have  lost  its  touch  marketing  its 
SUVs — Explorer,  Expedition  and  Navigator — which  were  once 
great  successes.  Gas  at  $3  a  gallon  doesn't  help. 

Let's  not  forget  the  competition.  Chrysler,  with  13.7%  of  the 
market  (another  1.4%  for  Mercedes),  is  holding  its  own.  Toyota 
has  that  new  pickup  coming;  its  revised  models — the  Camry  and 
FJ  and  Lexus — are  just  warming  up,  and  there's  a  new 
hybrid  Camry  just  out  that  gets  40  miles  to  the  gallon.  Nis- 
san has  a  new  Altima  family  sedan,  a  new  Sentra  small  car 
and  the  smaller  Versa  just  out.  That's  a  lot  of  new  products, 
and  nobody  has  stopped  the  Koreans  yet,  either.  We  know 
what  the  Japanese  are  thinking.  Toyota  and  Honda  have 
announced  that  they  will  build  yet  more  plants  here.  They 
figure  on  picking  up  the  pieces  as  GM  and  Ford  collapse. 

It's  easy  to  be  wrong  about 
how  much  business  the  foreign- 
ers will  take  away  from  Detroit. 
Tailspin  Tommy  always  pulled 
out,  if  you  remember  that  old 
comic  strip.  GM  and  Ford  are 
getting  new  engines  and  transmis- 
sions that  should  help  business. 
That  new  GM  hybrid  truck  might 
be  sensational.  In  three  years  GM 
will  have  a  new  Chevy  Camaro 
and  other  rear-drive  cars.  These 
things  will  help. 
True  story:  It  was  1946.  Ford  was  going  down,  disintegrating 
faster  than  it  is  now.  Chrysler  was  even  outselling  Ford.  Every- 
thing depended  on  the  new  car,  due  in  1948.  But  the  new  Ford 
boss,  Ernest  Breech,  who  came  from  GM,  didn't  like  what  he  saw 
It  was  too  big  and  too  heavy.  Driving  home  up  Telegraph  Road  in 
Detroit  one  night,  he  asked  for  help.  "Show  us  the  right  way  to 
go,"  he  prayed. 

The  next  morning  he  called  his  executives  together.  "I  have  a 
vision,"  he  said.  "We  start  from  scratch.  We'll  have  a  crash 
program,  as  if  in  wartime.  Any  questions?"  It  took  an  extra  year, 
but  that  '49  Ford  saved  the  company. 

GM  and  Ford  can  survive  with  the  market  shares  I  predict 
above,  as  long  as  the  business  stays  strong,  meaning  industry 
sales  running  near  17  million.  But  if  sales  fall,  to  16  million  or 
15.5  million,  losing  market  share  doubles  the  pain.  At  17  mil- 
lion, GMs  current  23.5%  share  of  the  market  is  4  million.  At 
16  million  and  22%  of  the  market,  a  1.5-point  loss,  sales  are 
3.5  million,  meaning  two  more  plants  to  shut.  Another  ride 
up  Telegraph  Road  might  not  hurt.  F 


GM  and  Ford 
can  survive  with 
lower  market 
shares— as  long 
as  industry 
sales  remain 
strong. 
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Verisign  intelligent  infrastructure  at  work. 


Every  day,  VeriSign  intelligent  infrastructure  services  deliver  the  real-time  information  that  the  world 
demands  in  order  to  make  faster  and  more  effective  decisions.  By  transforming  raw  data  into  actionable 
intelligence— up  to  18  billion  times  a  day— we  can  help  your  business  be  more  agile,  get  to  market  faster,  and 
enjoy  a  sustainable  competitive  edge.  VeriSign."  Where  it  all  comes  together.™ 


Learn  more  at  the  Forbes  intelligent  Infrastructure  Resource  Center. 
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Ford  must  repel  a  frontal  attack  on  its  mainstay  pickup  truck  as  it 
struggles  to  revive  the  rest  of  its  battered  lineup. 

By  Joann  Muller  and  Jonathan  Fahey 

N  A  WINDOWLESS  CONFERENCE  ROOM  IN  AN  OFFICE  BUILDING  NEAR  FORD  MOTOR'S 
Dearborn,  Mich,  headquarters,  a  handful  of  marketing  experts  have  assembled  a  shrine 
to  the  company's  bestselling  vehicle,  the  F- Series  pickup  truck.  Smelling  vaguely  of  a 
musty  garage,  the  room's  pegboard  walls  are  draped  with  flannel  shirts  and  leather  tool 
belts,  cowboy  hats  and  lariats,  camouflage  hunting  gear  and  Nascar  memorabilia.  On 
the  conference  table — a  waist-high  slab  of  plywood  propped  on  a  pair  of  sawhorses — are 
50  years'  worth  of  Ford  truck  advertisements.  Along  one  wall,  hidden  behind  Ford  ban- 
ners, are  confidential  charts  laying  out  Ford's  pickup  truck  strategy  for  the  next  five  years. 

Here  is  where  Ford  executives,  fortified  by  ample  supplies  of  peanuts,  are  plotting 
marketing  tactics,  approving  advertising  campaigns  and  setting  pricing  and  incentives 
for  the  F-Series.  "We  have  no  intention  of  giving  up  one  inch  of  our  turf  declares  Mark 
Fields,  45,  Ford's  president  of  the  Americas. 

In  a  few  short  months  the  F-Series  pickup,  and,  by  extension,  Ford  Motor,  will  be 
faced  with  a  ferocious  assault.  The  world's  two  biggest  automakers,  General  Motors  and 
Toyota,  will  almost  simultaneously  unveil  new  pickups  aimed  squarely  at  the  F-Series. 

The  F-Series  is  Ford's  crown  jewel,  almost  single-handedly  keeping  the  company 
alive.  The  company  lost  $1.2  billion  in  the  first  quarter,  and  its  market  share  has  with- 
ered to  17%  from  25%  a  decade  ago.  Yet  last  year  the  F-Series  was  the  nation's  best- 
selling  vehicle — again.  Ford  sold  901,000  of  these  workhorses,  including  the  F-150 
pickup  and  its  cousins  with  larger  payloads,  the  F-250  and  F-350.  And  they  are  wildly 
profitable.  Each  truck  sold  last  year  contributed  an  estimated  gross  profit  (before 
depreciation)  of  $8,000 — or  $7  billion  in  total.  Consider  that  Ford  had  only  $2  billion 
in  net  income  last  year,  while  recording  a  $2.5  billion  pretax  loss  in  North  America. 

Toyota's  attack  on  Ford  could  be  substantial.  Its  new  2,000-acre  factory  in  San  An- 
tonio will  allow  Toyota  to  build  an  additional  175,000  Tundras  each  year,  and  this  in  a 
flat  truck  market  Assuming  the  new  Tundra  takes  sales   Before  the  battle:  Mark  Fields, 
away  from  truckmakers  according  to  their  current   Bill  Ford's  number  two  executive, 
market  shares,  Ford  stands  to  lose  70,000  units— or   is  looking  for  a  way  forward. 
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Big  Payload 


Ford's  F-Series  pickup  trucks  are  carrying  the 
company  as  sales  of  its  other  vehicles  plunge. 


North  America  unit  sales  (mil) 


All  other 
F-Series 


'01 

Source:  Autodata. 

$560  million  in  gross  profit.  It  may  be  good 
strategy  for  Ford  to  weather  this  storm  by  cut- 
ting back  capacity  instead  of  hacking  prices. 
Indeed,  Ford  announced  in  April  it  would 
close  an  efficient  F- 1 50  factory  in  Norfolk,  Va. 
in  2008. 

The  truck  onslaught  comes  at  an  awful 
time  for  Ford.  It's  in  the  midst  of  a  restruc- 
turing, its  second  in  five  years.  Sales  of  its 
high-margin,  gas-guzzling  SUVs,  like  the  Ex- 
plorer and  Expedition,  are  off  28%  so  far  this 
year.  Profit  at  its  Ford  Motor  Credit  arm  will 
likely  narrow  as  interest  rates  rise. 

For  obvious  reasons  Ford  is  desperately 
trying  to  transform  itself  into  a  company  that 
relies  on  more  than  just  a  single  product.  The 
newest  man  in  a  revolving-door  job  is  Mark 
Fields,  who  last  October  was  handed  the  task 
of  fixing  Ford's  North  American  operations. 
In  January  he  launched  Ford's  latest  turn- 
around effort,  called  the  "Way  Forward," 
which  seeks  to  restore  North  American  prof- 
its by  2008  by  reducing  material  costs,  shed- 
ding excess  workers  and  factories,  and  sharp- 
ening the  focus  of  the  company's  Ford, 
Lincoln  and  Mercury  brands. 

To  get  new  models  in  showrooms  faster, 
Ford  is  adopting  many  of  the  product-devel- 
opment processes  used  by  its  nimbler  Japan- 
ese partner,  Mazda  (where  Fields  fashioned 
a  successful  turnaround  earlier  in  the  decade). 
The  changes  will  allow  Ford  to  cut  8  to  14 
months  from  its  vehicle-development  cycle, 
says  Derrick  Kuzak,  Ford's  new  product 
development  chief  for  the  Americas.  By  2008, 
he  says,  Ford's  lineup  will  be  much  fresher, 
with  1.6  years  shaved  off  the  average  age  of 
its  portfolio.  And  to  cut  waste,  Ford  is  finally 
starting  to  eliminate  the  redundant  engineer- 
ing that  allowed  the  European  and  U.S. 
versions  of  the  Ford  Focus,  for  instance,  to 


be  based  on  separate  chassis. 

But  all  this  will  take  a 
while.  Ford  has  relatively  few 
new  products  coming  up.  The 
average  age  of  its  current 
lineup,  at  five  years,  is  greater 
than  that  of  any  big  automaker, 
according  to  Prudential  Secu- 
rities' Michael  Bruynesteyn. 
And  only  8%  of  Ford's  lineup 
is  scheduled  for  renewal  this 
year,  he  says.  By  comparison, 
Toyota  is  replacing  31%  of  its 
lineup  this  year,  and  the  aver- 
age age  of  its  models  is  just  two  years. 

Many  of  the  vehicles  currendy  in  Ford 
showrooms,  such  as  the  Freestar  and  the  Five 
Hundred,  aren't  competitive.  In  2001  Ford 
tried  to  get  out  of  trouble  by  borrowing  the 
underpinnings  of  cars  built  by  its  Mazda  and 
Volvo  subsidiaries  and  reengineering  them. 
That  tactic  hasn't  worked  particularly  well. 
The  Volvo-derived  Ford  Five  Hundred,  for 
instance,  is  getting  an  early  makeover  to 
address  complaints  that  it  is  underpowered. 

Defending  the  pickup  market,  however, 
is  Fields'  immediate  task  The  company  re- 
designed the  series  a  few  years  ago,  so  for  now 
it  will  play  a  money  game.  Dealers  expect 
Ford  to  offer  plenty  of  incentives  on  F-Series 
before  the  new  competition  arrives.  It's  already 
offering  0%  financing  and  $  1,100  in  free  gas 
on  2006  models,  which  range  from  $19,000 
to  $40,000.  It's  also  adding  F-Series  deriva- 
tives, like  the  upcoming 
FX2,  a  flashier  truck  for 
budget-conscious  urban 
buyers.  And  while  tweaking 
its  current  engines  to  im- 
prove fuel  economy,  Ford 
has  revived  plans  for  a  V-8 
that  can  go  head-to-head 
with  GM's  400hp  motor. 

But  Toyota's  gathering 
assault  on  the  big-pickup 
market  is  ominous.  The 
new  Tundra  will  be  built, 
pointedly,  in  Texas,  the  na- 
tion's biggest  truck  market. 
Historically  Texans  hadn't 
considered  the  Tundra  a 
real  truck  It  wasn't  quite  as 
big  or  powerful  as  trucks 
from  Ford,  Chevy  and 


Dodge.  But  since  Toyota  an- 


Toyota's  new  Tundra  (top), 
Chevy's  Silverado  and  the 
target  they  are  aiming  at: 
the  topselling  Ford  F-150. 


nounced  the  factory  in  2003,  Tundra  mar- 
ket share  in  the  San  Antonio  area  has 
climbed  from  2.5%  to  12% — and  the  factory 
hasn't  even  opened  yet 

And  Toyota  promises  it  is  done  letting 
the  Tundra  get  called  a  "seven-eighths" 
truck  by  Ford-centric  cowboys  and  construc- 
tion workers.  The  new  Tundra  is  said  to  be 
so  big  (specs  haven't  been  released  yet)  that 
Toyota  researchers  had  to  measure  hundreds 
of  garages  to  make  sure  the  biggest  version, 
which  will  have  ample  storage  behind  its  sec- 
ond row  of  seats,  will  fit.  The  Tundra's  con- 
venience touches,  like  multiple  storage  bins, 
were  designed  just  a  few  miles  from  where 
Bill  Ford  tries  to  get  some  sleep  at  night,  at 
Toyota's  Ann  Arbor,  Mich,  technical  center. 
Toyotas  sales  operation  in  Torrance,  Calif,  has 
established  a  new  group  to  market  the 
truck,  an  effort  that  is  said  to  be  bigger  than 
Toyota's  launch  of  Lexus  15  years  ago. 

For  the  voracious  Toyota  the  new  Tun- 
dra will  be  the  key  to  the  company's  growth; 
in  nearly  every  other  segment  Toyota  already 
dominates.  Pickups,  however,  have  so  far  re- 
mained peculiarly  American.  Nissan's  Titan, 
for  example,  has  failed  to  dent  the  market. 
"Is  there  a  force  field  there  that  can't  be 
broken?"  wonders  Ronald  E.  Harbour  of  Har- 
bour Consulting. 

And  then  there  is  General  Motors, 
which  sold  935,000  pickups  last  year.  The  fate 
of  its  restructuring  also  depends  heavily  on 
the  success  of  its  new  Chevrolet  Silverado  and 
GMC  Sierra.  They  will  have  big 
but  relatively  fuel-efficient  en- 
gines that  can  shut  off  cylin- 
ders when  not  needed  (Ford 
and  Toyota  engines  don't  do 
this.)  They  will  also  have  lav- 
ish new  interiors  and  safety 
features  not  normally  found  in 
pickup  trucks,  like  side  curtain 
air  bags.  Perhaps  scariest  for 
Ford:  GM  says  it  did  all  this 
while  adding  less  than  $100  in 
cost  to  the  new  design. 

All  of  which  allows  Gary 
White,  GM's  head  truck 
executive,  to  chuckle  a  little 
at  Ford's  F-Series  war  room. 
"It's  going  to  be  more  like  a 
bomb  shelter  when  our 
product  comes  out."  Not 
funny — to  Ford.  F 
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IT'S  THE 
NETWORK 


Coming  Soon! 
Exclusively  From 
Verizon  Wireless. 


«100off 

the  Motorola  Q 

Now  save  $100  when  you  activate  selected 
combinations  of  2-year  voice  plans  and  data  features. 
Activation  fees,  taxes  and  other  charges  apply* 

Other  corporate  discounts 
available  for  accounts 
with  as  few  as  5  lines. 
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Handheld  Anywhere. 
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email,  calendars  and  contact-information  systems. 

•  Provides  wide-area  access  to  Web-based  business  applications 
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•  Combines  a  PDA  and  phone  with  Bluetooth®  wireless  headset 
capability  in  one  device. 


Verizon  Wireless  is  the  Network  for  Business. 

Large  business  or  small,  Verizon  Wireless  caters  to  your  unique  needs. 
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Contact  your  local  Verizon  Wireless  Business  Sales  Representative,  visit  a 
Verizon  Wireless  Communications  Store  or  go  to  verizonwireless.com. 


ver&Onwireless 

1.800.VZW  4  BIZ 


LOCAL  BUSINESS  SALES  REPRESENTATIVES 


ARIZONA 

Phoenix 

Tim  McCallum 
480-763-6425 

Tucson 

Stephan  Hecker 
520-407-3001 

CALIFORNIA 

Northern  California 

925-279-6760 


Southern  California 

800-678-6023 

COLORADO 

Colorado  Springs 
Durango  Pueblo 

Craig  Rauenzahn 
719-322-4600 

Denver 

Shane  Caldwell 
303-694-5663 


Durango 
Grand  Junction 
Western  Slope 

Shawntel  Wells 
303-694-8903 

Fort  Collins  Greeley 
Loveland  -  Sterling 

Mike  Mekelburg 
970-222-2644 


HAWAII 

NEVADA 

OREGON 

WASHINGTON 

WYOMING 

Ajay  Dugar 

Las  Vegas 

Heather  Ward 

Greater  Seattle 

Cheyenne  Laramie 

808-295-5515 

Tim  Hanson 

503-502-1212 

Puget  Sound  •  Tacoma 

loe  Essert 

IDAHO 

Cody  Rohovit 

702-270-5706 
Northern  Nevada 

TEXAS 
El  Paso 

Steve  Sapp 
206-300-6526 

307-630-5191 
Casper 

801-450-3400 

925-279-6760 

Patricia  Arrellano 

Spokane 

Shawntel  Wells 

MONTANA 

Ken  Hill 

NEW  MEXICO 

Mark  Francis 

915-621-4441 
UTAH 

Wally  Dakar 
509-954-9995 

303-694-8903 
Rock  Springs 

406-396-4300 

505-816-6814 

Doug  Whiting 

Tri-dties  Walla  Walla 

Shawntel  Wells 

801-952-7853 

Yakima 

307-371-1741 

Christine  Churchman 
509-954-9995 


There's  only  one  reason  to  choose  a  wireless  company  for  your  business.  It's  the  Network. 

Our  Surcharges  (incl.  2.41%  Federal  Universal  Service  (varies  quarterly),  5c  Regulatory  &  40c  Adminislratlve/line/mo.  &  others  by  area)  are  not  taxes  (details:  1-888-684-1888);  gov't  taxes  &  our 
urcharges  could  add  6%-29%  to  your  bill.  $35  activation  fee  per  line. 

mportant  Consumer  Information:  Subject  to  Customer  Agreement,  Calling  Plan  and  credit  approval.  $175  termination  fee  per  line,  other  charges  &  restrictions.  Cannot  combine 
vith  other  offers.  Coverage  &  offers  not  available  in  all  areas.  Must  be  within  National  Enhanced  Services  Coverage  Area  to  send/receive  email.  Coverage  limitations  &  maps  at 
'erizonwireless.com.  BroadbandAccess  is  available  to  more  than  148  million  Americans  throughout  more  than  181  major  metropolitan  areas.  In  CA,  sales  tax  based  on  full  retail 
>rice  of  PDA.  While  supplies  last.  Limited-time  offer.  Shipping  charges  may  apply.  <?>2006  Verizon  Wireless 


SLKSEA 


Public  lands  make  up  over  one-third  of  this  great  country,  and  they 
belong  to  each  of  us.  From  sidewalks  outside  our  doors  to  beaches  to 
distant  mountain  streams,  we  share  it  all.  And  together,  we  can  protect 
it.  Whether  you'd  like  to  organize  a  cleanup,  be  a  campground  host, 
or  do  something  else,  there's  a  way  you  can  help.  To  find  out  more 
about  the  volunteer  opportunities  available,  visit  www.TakePride.gov. 


Take  Pride" 
'n^m  erica 

It's  your  land,  lend  a  hand 


SUSAN  G 
KOMEN 
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This  is  th 
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FOUNDATION 


Before  we  can  remove  breast  cancer  in  your  community,  we  must 
remove  the  obstacles  to  promising  new  research  and  provide  education, 
screening  and  treatment  to  those  who  need  it  most.  To  do  so  requires 
your  support.  Yes,  we  can  remove  breast  cancer  in  your  community.  How  soon  is  up  to  you 

To  learn  more,  visit  komen.org  or  call  1.800  I'M  AWARE®. 

This  space  provided  as  a  public  service. 
©2005,  The  Susan  G.  Komen  Breast  Cancer  Foundation 
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WHETHER  YOU'RE  JUST 
STARTING  OUT  OR 
ALREADY  IN  HIGH  GEAR, 

QWEST  CAN  HELP  YOUR 
BUSINESS  SUCCEED.  /, 


When  you  partner  with  Qwest®,  you'll  get  expert  advice  a 


innovative,  scalable  solutions,  including  integrated  voice  a 


data.  We'll  help  improve  your  connectivity,  productivity,  even 
flexibility  — no  matter  how  big  your  business  grows. 

One  More  Way  Qwest  Brings  More  Life  Into  Your  Business. 


Call  1  8H8r658-5655  or  visit  qwest.com/business 

iEspanol?  1.866-510-7048. 


Qwest 


HIGH-SPLrJ)  INTERNET 


IRELESS 


DATA 


Spirit  of  Service" 
DIGITAL  VOICE:  Local  &  Long  Distance 


I  trademarks  are  owned  by  Qwest.. Copyright  ©  2006  Qwest.  All  rights  reserved. 


What  did  you  do  last  summer?  Jason  Gore  —  in  the  span  of  only  a  few  months  

contended  at  the  U.S.  Open,  shot  59,  won  three  times  on  the  Nationwide  Tour, 
was  promoted  to  the  PGA  TOUR,  won  the  84  Lumber  Classic 
and  was  voted  the  2005  PGA  TOUR  Rookie  of  the  Year. 

The  Future  is  Playing  Now. 


Nationwide 

Tour 


©2006  PGA  TOUR,  Inc. 


To  finance  its  nuclear  threats,  Iran  banks  on  its  vast  oil  resources.  But  it's 
rather  inept  at  getting  the  stuff  out  of  the  ground  By  Daniel  Fisher 


mm  RAN'S    PUGNACIOUS    GAME  OF 

I  nuclear  brinkmanship  is  fueled  by  oil. 

I  With  133  billion  barrels  of  proven 

I  reserves,  it  is  the  worlds  second- 
Hi  largest  petro  nation,  after  Saudi  Ara- 
bia. And  its  threats— like  the  recent  taunt 
by  Ayatollah  Ali  Khamenei  to  cut  off  oil 
shipments  to  the  West  if  the  U.S.  attacks 
Iran— have  the  power  to  rattle  interna- 
tional markets. 

How  ironic,  then,  that  Iran's  ability  to 
pump  is  dwindling  by  the  day.  Thanks  to 
high  prices,  the  National  Iranian  Oil  Com- 
pany will  bring  in  $50  billion  this  year  and 
account  for  85%  of  the  nations  exports.  But 
those  swelling  coffers  mask  a  lot  of  prob- 
lems. NIOC  is  a  battlefield  for  competing 
powers  within  Iran's  theocratic  regime,  and 


as  a  result  it  hasn't  been  able  to  invest 
enough  money  to  keep  the  crude  flowing. 
From  fields  more  than  half  a  century  old 
(some  dating  back  to  the  first  oil  discoveries 
in  the  Middle  East  in  1908)  comes  60%  of 
Iran's  oil.  "All,  without  any  exception,  are  in 
decline — some  in  terminal  decline,"  says 
Mehdi  Varzi,  a  prerevolutionary  NIOC  offi- 
cial who  now  runs  the  consulting  firm  Varzi 
Energy  in  London.  "Iran  has  great  difficulty 
maintaining  production." 

And  in  refining.  Tehran  spends  an  esti- 
mated $5  billion  annually  to  import 
180,000  barrels  a  day  of  gasoline  from 
places  like  India  and  Singapore.  It  then  sells 
it,  at  a  heavily  subsidized  price,  to  con- 
sumers for  less  than  40  cents  a  gallon.  But 
this  summer  Tehran  is  expected  to  start 
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"If  it  wasn't  for  Jack's  going  problem  we  would 
have  acquired  two  more  companies  by  now." 


If  you're  taking  a  long  time  to 
go,  maybe  your  going  problem 
is  a  growing  problem. 

If  you  not  only  have  to  go  to  the 
bathroom  often,  but  find  it's  hard 
to  start  once  you  get  there.  Or  see  that 
you're  starting  and  stopping,  you  may 
have  an  enlarging  prostate.  And  you 
don't  have  to  put  up  with  it.  Ask  your 
doctor  if  Avodart  is  right  for  you.  Most 
medicines  only  treat  urinary  symptoms. 
Avodart,  with  time,  actually  shrinks 
the  prostate  and  reduces  symptoms.  So 
you  can  spend  less  time  in  the  bathroom, 
and  more  time  where  you  want  to  be. 


ClaxoSmithKline 


Important  Safety  Information  About 
Prescription  AVODART®  (dutasteride): 

Avodart  is  used  to  treat  urinary  symptoms 
of  Enlarging  Prostate.  Only  your  doctor 
can  tell  if  your  symptoms  are  from  an 
enlarged  prostate  and  not  a  more  serious 
condition,  such  as  prostate  cancer.  See 
your  doctor  for  regular  exams.  Women 
and  children  should  not  take  Avodart. 
Women  who  are  or  could  become 
pregnant  should  not  handle  Avodart 
due  to  the  potential  risk  of  a  specific 


Soft  Gelatin  Capsules  0.5  mg 
FOR  YOUR  GROWING  PROBLEM 


birth  defect.  Do  not  donate  blood 
until  at  least  six  months  after  stopping 
Avodart.  Tell  your  doctor  if  you  have 
liver  disease.  Avodart  may  not  be 
right  for  you.  Possible  side  effects, 
including  sexual  side  effects  and 
swelling  or  tenderness  of  the  breast, 
occur  infrequently.  See  important 
information  on  next  page. 


Do  you  have  an  enlarging  prostate? 

If  you  have  any  of  these  urinary  symptoms, 
talk  to  your  doctor. 


Urination  starts 
and  stops. 

Frequent  urge 
to  urinate. 

Difficulty  emptying  times  a  ni8ht 
your  bladder. 


•  Symptoms  get  in 
the  way  of  your  life. 

•  Getting  up  to 
urinate  2  or  more 


For  more  information,  call  1-800-769-8402  or  visit  avodart.com.  If  you  don't  have  prescription  coverage,  visit  pparx.org,  or  call  1-888-4PPA-NOW  ( 1-888-477-2669) 


Patient  Information  nc 

AVODART®  (dutasteride)  Soft  Gelatin  Capsules  o.s  mg/once  Da.iy 

AVODART  is  for  use  by  men  only.  AV^V'! A  OT^' 

Read  this  information  carefully  before  you  start  taking  AVODART.  Read  the  /   m W  ^S^JwvF^.  I 

information  you  get  with  AVODART  each  time  you  refill  your  prescription.  x  'J  I 

There  may  be  new  information.  This  information  does  not  take  the  place  [QUTQStGt'lClQl 

of  talking  with  your  doctor.  ' 


What  is  AVODART? 

AVODART  is  a  medication  for  the  treatment  of  symptoms  of 
benign  prostatic  hyperplasia  (BPH)  in  men  with  an  enlarged 
prostate  to: 
Improve  symptoms 

Reduce  the  risk  of  acute  urinary  retention  (a  complete 
blockage  of  urine  flow) 

Reduce  the  risk  of  the  need  for  BPH-related  surgery 

AVODART  is  not  a  treatment  for  prostate  cancer.  See  the  end 
of  this  leaflet  for  information  about  how  AVODART  works. 

Who  should  NOT  take  AVODART? 

Women  and  children  should  not  take  AVODART.  A  woman 
who  is  pregnant  or  capable  of  becoming  pregnant  should 
not  handle  AVODART  capsules.  See  "What  are  the  special 
warnings  for  women  about  AVODART?" 
Do  not  take  AVODART  if  you  have  had  an  allergic  reaction 
to  AVODART  or  any  of  its  ingredients. 

What  are  the  special  warnings  for  women 
about  AVODART? 

Women  should  never  take  AVODART. 
Women  who  are  pregnant  or  may  become  pregnant  should 
not  handle  AVODART  Capsules.  If  a  woman  who  is  pregnant 
with  a  male  baby  gets  enough  AVODART  into  her  body 
after  swallowing  it  or  through  her  skin  after  handling  it, 
the  male  baby  may  be  born  with  abnormal  sex  organs. 

What  are  the  special  precautions 
about  AVODART? 

Men  treated  with  AVODART  should  not  donate  blood  until 
at  least  6  months  after  their  final  dose  to  prevent  giving 
AVODART  to  a  pregnant  female  through  a  blood  transfusion. 
Tell  your  doctor  if  you  have  liver  problems.  AVODART  may 
not  be  right  for  you. 

How  should  I  take  AVODART? 

Take  1  AVODART  capsule  once  a  day. 

•  Swallow  the  capsule  whole. 

•  You  can  take  AVODART  with  or  without  food. 

If  you  miss  a  dose,  you  may  take  it  later  that  day.  Do  not 
make  up  the  missed  dose  by  taking  2  doses  the  next  day. 
You  may  find  it  helpful  to  take  AVODART  at  the  same 
time  every  day  to  help  you  remember  to  take  your  dose. 

GlaxoSmithKline 
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What  are  the  possible  side  effects  of  AVODART? 

Possible  side  effects  are  impotence  (trouble  getting  or  keeping 
an  erection),  a  decrease  in  libido  (sex  drive),  enlarged  breasts, 
a  decrease  in  the  amount  of  semen  released  during  sex,  and 
allergic  reactions  such  as  rash,  itching,  hives,  and  swelling  of 
the  lips  or  face.  These  events  occurred  infrequently. 

Talk  with  your  doctor  if  you  have  questions  about  these 
and  other  side  effects  that  you  think  may  be  related  to 
taking  AVODART. 

How  should  I  store  AVODART? 

AVODART  is  a  soft  gelatin  capsule  that  may  become  soft 
and  leak  or  may  stick  to  other  capsules  if  kept  at  high 
temperatures.  Store  AVODART  capsules  at  room  temperature 
of  77°F  (25°C)  or  lower. 

If  your  capsules  are  cracked  or  leaking,  don't  use  them, 
and  contact  your  pharmacist. 

General  information  about  AVODART. 

e  Do  not  use  AVODART  for  a  condition  for  which  it  was 

not  prescribed. 
♦  Do  not  share  your  AVODART. 

Ask  your  doctor  about  how  often  you  should  return  for 

a  visit  to  check  your  BPH. 

A  blood  test  called  PSA  (prostate-specific  antigen)  is 
sometimes  used  to  detect  prostate  cancer.  AVODART 
will  reduce  the  amount  of  PSA  measured  in  your  blood. 
Your  doctor  is  aware  of  this  effect  and  can  still  use  PSA 
to  detect  prostate  cancer  in  you. 

If  you  have  questions  about  AVODART,  ask  your  doctor  or 
pharmacist.  They  can  show  you  detailed  information  about 
AVODART  that  was  written  for  healthcare  professionals. 

How  does  AVODART  work? 

Prostate  growth  is  caused  by  a  hormone  in  the  blood  called 
dihydrotestosterone  (DHT).  AVODART  lowers  DHT  production 
in  the  body,  leading  to  shrinkage  of  the  enlarged  prostate  in 
most  men.  Just  as  your  prostate  became  large  over  a  long 
period  of  time,  reducing  the  size  of  your  prostate  and 
improving  your  symptoms  will  take  time.  While  some  men 
have  fewer  problems  and  symptoms  after  3  months  of 
treatment  with  AVODART,  a  treatment  period  of  at  least 
6  months  is  usually  necessary  to  see  if  AVODART  will  work 
for  you.  Studies  have  shown  that  treatment  with  AVODART 
for  2  years  reduces  the  risk  of  complete  blockage  of  urine 
flow  (acute  urinary  retention)  arid/or  the  need  for  surgery 
for  benign  prostatic  hyperplasia. 

Manufactured  by  Cardinal  Health 
Beinheim,  France  for  GlaxoSmithKline 
AVO542R0  February  2006  Research  Triangle  Park,  NC  27709 
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rationing  those  supplies,  providing  a  jolt  to 
an  already  restive  and  young  population, 
says  Fereidun  Fesharaki,  a  former  energy 
official  (pre- 1979)  who  now  runs  Facts,  an 
energy  consultancy,  and  is  a  senior  fellow  at 
the  East-West  Center  in  Honolulu.  The 
Iranian  government  can  scarcely  afford  the 
subsidy,  but  raising  the  price  of  gasoline 
would  potentially  wreck  the  economy  It 
also  might  threaten  the  grip  of  Iran's 
ruling  mullahs. 

There  is  a  solution  to  Iran's  looming 
energy  crisis:  Bring  in  foreign  capital  and 
technology  to  boost  oil  and  gas  production. 
But  these  days  Iran  is  no  more  inclined  to 
welcome  outsiders  than  is  Nigeria  or 
Venezuela.  Not  too  long  ago  it  was  hos- 
pitable to  foreigners:  As  oil  minister,  Bijan 
Namdar  Zanganeh,  an  ally  of  powerful 
former  president  Ali  Akbar  Hashemi  Raf- 
sanjani,  in  the  late  1990s  pushed  through 
billions  of  dollars  in  agreements  with  Shell, 
France's  Total,  Italy's  Eni,  Schlumberger  and 
Halliburton  to  develop  large  and  techni- 
cally challenging  projects,  such  as  Iran's 
huge  South  Pars  field,  which  is  believed  to 
hold  7%  of  the  worlds  natural  gas  supply. 
Conoco  was  the  front-runner  for  the  South 
Pars  job  until  then  President  Bill  Clinton 
signed  an  executive  order  in  1995  banning 
it  from  doing  business  in  Iran.  (Today,  as 
sanctions  against  Tehran  have  tightened, 
trade  with  the  U.S.  is  restricted  basically  to 
the  export  of  rugs,  pistachio  nuts,  movies 
and  TV  programs.)  Even  though  U.S.  firms 
can't  buy  petroleum  direcdy  from  Iran,  2.5 
million  barrels  a  day  of  Iranian  oil  find 
their  way  into  the  world  market. 

NIOC  once  tried  to  put  on  more  of  a 
Western  face.  Zangeneh  planned  to 
streamline  it  along  the  lines  of,  say,  Shell, 
and  even  hired  Bain  &  Co.  Italy  to  conduct 
a  $2.3  million  study  on  how  to  make  the 
bureaucratic  state  company  more  efficient. 
Bain  &  Co.,  headquartered  in  Boston,  says 
its  independent  Italian  unit  did  the  work 
and  no  U.S.  sanctions  were  violated. 

Everything  changed  last  year  with  the 
surprise  victory  of  President  Mahmoud 
Ahmadinejad  over  a  field  that  included 
two-time  president  Rafsanjani.  A  dema- 
gogue who  plays  to  Iran's  masses  by  deny- 
ing the  Holocaust  and  calling  for  the 
destruction  of  Israel,  Ahmadinejad  also 
vowed  to  root  out  corruption  at  the  oil  min- 


Production  problems?  Iranian  Petroleum 
Minister  S.  Kazem  Vaziri  Hamaneh;  Deputy 
Petroleum  Minister  Nejad  Hosseinian. 


istry,  where  Rafsanjani's  gang  of  former  rev- 
olutionaries and  their  relatives,  as  well  as 
cronies  within  the  religious  hierarchy,  have 
made  fortunes  ("Millionaire  Mullahs," 
FORBES,  July  21,  2003).  "People  didn't  resist 
giving  up  political  power,  or  even  the  presi- 
dency' says  Hooshang  Amirahmadi,  a  pro- 
fessor at  Rutgers  University  and  head  of  the 

"No  foreign 
company  in  its 
I     right  mind  I 
I    would  hand 
over  advanced 
j£chnologies/L 


 Iran's  Petro  Politics 

American  Iranian  Council,  a  group  that 
tries  to  foster  better  relations  with  Iran.  "But 
they  resist  giving  up  that  rent  base." 

The  children  and  grandchildren  of 
these  shadow  leaders,  say  experts  with  con- 
tacts inside  Iran,  control  large  portions  of 
the  economy,  including  firms  that  rake  off 
fees  for  importing  goods  into  the  country 
and  lucrative  divisions  within  NIOC.  (Irani- 
ans refer  to  the  younger  players  as  "the  ten 
princes"  and  follow  their  deals  on  Web  sites 
and  via  satellite  TV  programs  produced  by 
exiles  in  Los  Angeles.)  Some  sources  say 
that  even  the  Revolutionary  Guards — 
Ahmadinejad  is  a  veteran  of  these  forces, 
which  once  formed  the  core  of  Ayatollah 
Ruhollah  Khomeini  loyalists,  then  fought  in 
the  1980-88  war  with  Iraq — have  unclean 
hands,  siphoning  off  as  much  as  30%  of 
total  oil  production,  which  they  sell  in  com- 
petition with  the  state-owned  company. 
(Fesharaki  says  these  reports  are  nonsense.) 

NIOC  must  contend  with  more  than 
mere  corruption.  Trapped  between  war- 
ring factions  inside  Iran's  government,  the 
technocrats  in  charge  of  producing  oil  and 
gas  find  it  hard  to  get  much  done.  Nation- 
alist politicians  resist  any  deals  with  foreign 
oil  companies  as  giveaways  or  threats  to 
Iran's  sovereignty.  Petropars,  an  entity  set 
up  to  negotiate  development  projects  with 
foreign  companies  in  the  South  Pars  field, 
lost  much  of  its  autonomy  in  2002  after 
members  of  the  Iranian  parliament 
accused  it  of  corruption.  (Olav  Fjell,  chief 
executive  of  Norway's  Statoil,  and  two 
other  higher-ups  were  forced  to  resign  a 
year  later  over  allegations  the  firm  made 
improper  payments  to  Mehdi  Hashemi 
Rafsanjani,  son  of  the  former  president,  to 
secure  contracts  in  Iran.  Statoil  paid  a  fine, 
though  no  criminal  charges  have  been 
filed.)  Former  revolutionaries  and  others 
with  ties  to  the  ruling  mullahs,  meanwhile, 
guard  fiefdoms  within  the  Ministry  of 
Petroleum  where  they  can  control  the 
budget  and  operations  of  NIOC. 

The  fight  over  Iran's  oil  wealth  has  par- 
alyzed negotiations  with  foreign  oil  com- 
panies. Statoil  recently  wrote  down  the 
value  of  an  investment  in  the  South  Pars 
gas  field  of  $237  million  after  taxes,  citing 
"considerable  cost  increases  and  delays  in 
the  development."  Joint  ventures  were 
already  difficult  because  of  Iranian  laws 
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prohibiting  most  direct  investments  in  oil. 
Companies  were  offered  "buybacks" 
instead,  under  which  they  drilled  for  oil, 
built  pipelines  and  handed  over  the  assets 
to  the  government  in  exchange  for  a  fixed 
return,  paid  in  oil.  Totals  return  on  its  1997 
South  Pars  project  was  18%  to  19%  a  year, 
says  London  consultant  Varzi,  because 
authorities  were  desperate  to  sign  a  deal 
after  Conoco  pulled  out.  Subsequent 
returns  dropped  as  low  as  11%,  thanks  to 
political  pressure  inside  Iran,  discouraging 
all  but  the  most  desperate  players  from 
participating.  Iran  hasn't  negotiated  a  buy- 
back  since  1999.  "No  foreign  company  in 
its  right  mind  would  hand  over  the  most 
advanced  technologies  to  Iran  and  then  get 
kicked  out  after  a  few  years,"  says  Varzi. 

Iran  has  $97  billion  in  oil,  gas  and 
petrochemical  projects  on  the  drawing 
board,  according  to  the  Middle  East  Eco- 
nomic Digest.  But  few  of  them  seem  to  be 
moving  forward.  In  March  2004  NIOC 
boasted  about  huge  contracts  it  was  sign- 
ing with  foreign  companies  to  help  meet 
its  goal  of  increasing  oil  production  by 
25%  by  2010.  Among  them:  an  initial  $2 
billion  pact  with  Inpex  of  Japan  to  develop 
the  estimated  26-billion-barrel  Azadegan 


4.  V 


Still  a  potent  force:  ex-president  Rafsanjani. 

multibillion-dollar  liquefiers  to  chill  the  fuel 
into  a  form  that  can  be  carried  by  refriger- 
ated tankers  to  Europe  and  the  rest  of  the 
world.  Two  years  ago  Total  announced  an 
LNG  project  (reportedly  $2  billion)  but 
hasn't  moved  beyond  the  planning  stage. 
("Discussions  have  been  ongoing  for  quite 
some  time,"  says  spokesman  Paul  Floren, 
without  elaboration.)  NIOC  also  recently 
announced  plans  for  a  $7  billion  gas 


accelerating  decline  of  its  oilfields.  As  they 
age,  it  becomes  more  difficult  to  force  the 
crude  from  them.  Fesharaki  cites  a  1974 
study  that  determined  Iran  needed  to  rein- 
ject 9  billion  cubic  feet  of  gas  a  day  to 
maintain  oil  production  above  4  million 
barrels  a  day.  That  figure  has  risen  to  20 
billion  cubic  feet  or  so  a  day  now — roughly 
double  the  current  production  and  equiva- 
lent to  planned  LNG  exports  from  Qatar,  a 
leading  supplier. 

Output  at  the  Ahwaz  Bangestan  oil- 
field has  declined  to  150,000  barrels  a  day 
from  250,000,  Fesharaki  says,  and  is  on  its 
way  to  60,000  barrels  a  day  if  nothing  is 
done.  Production  could  be  stabilized  at 
200,000  barrels  a  day  if  Iran  invested  in  gas 
reinjection — assuming  it  could  get  its 
hands  on  both  the  gas  and  the  technology 
to  use  it.  Fesharaki  is  more  optimistic  than 
most  experts  about  whether  Iran  can 
maintain  current  production  of  around  3.9 
million  barrels  a  day.  But  its  target  of  5.3 
million  barrels  a  day  by  2010?  "Impossi- 
ble," he  says.  Even  if  the  U.S.  lifts  sanctions 
prohibiting  giants  like  ExxonMobil  and 
ConocoPhillips  from  returning  to  Iran, 
"no  one  will  invest,"  Fesharaki  says. 

He  may  be  wrong  there.  Just  as  they 


The  Oil  Economy 


Iran  has  a  powerful  weapon  in  its  resources  but  needs  Western  money  and  know-how. 


Oil  Natural  Gas  Oil                  Oil  Oil  Export  Government 

Reserves  Reserves  Production            Exports  Revenues  Budget 

133  bil.  940  tril.  3.9  mil.  2.5  mil.  $50  bil.  |  $219  bil. 

BARRELS  CUBIC  FT  BARRELS/DAY  BARRELS/DAY  PER  YEAR 

(10%  world  supply)  I  (15%  world  supply)  I 


Sources:  U.S.  Energy  Information  Administration;  BP  Statistical  Review  of  World  Energy;  Islamic  Republic  News  Agency. 


field  near  the  border  with  Iraq.  But  since 
then  Inpex  hasn't  drilled  a  single  well. 
Inpex,  which  is  closely  linked  to  the  Japan- 
ese government,  says  its  waiting  for  Iran  to 
clear  away  mines  left  over  from  the  Iran- 
Iraq  War.  The  Islamic  Republic  News 
Agency  says  Iran  has  dug  up  most  of  the 
mines,  and  Tehran  has  threatened  to  can- 
cel Inpex's  contract  and  give  it  to  another 
oil  company. 

Iran's  natural  gas  reserves  come  to  940 
trillion  cubic  feet— 15%  of  the  world's 
known  supply.  NIOC  plans  three  ambitious 
projects  to  expand  South  Pars,  including 


pipeline  to  Pakistan  and  India. 

Gas  exports  would  increase  the  for- 
eign currency  flowing  into  Iran.  But  Iran 
needs  the  gas  for  domestic  consumption 
and  to  pump  into  existing  oilfields  to  keep 
the  crude  flowing.  Iran  shut  down  its 
electricity  grid  several  times  last  winter  to 
conserve  gas,  says  former  energy  official 
Fesharaki,  and  it  plans  to  build  at  least  600 
compressed  natural  gas  stations  this  year 
to  reduce  demand  for  gasoline.  "Iran  has 
sold  gas  to  India,  but  it  has  nothing  to 
deliver,"  he  says. 

More  menacing  to  Iran's  future  is  the 


lined  up  like  anxious  Sooners,  anticipating 
a  lifting  of  sanctions  on  Libya,  U.S.  oil 
titans  are  eager  to  reenter  Iran  after  a  27- 
year  lockout,  even  if  they  aren't  admitting 
it  publicly.  Greed  may  eventually  trump 
politics  in  Tehran,  too.  The  economy  is  a 
shambles.  Public  debt,  thanks  to  a  bloated 
bureaucracy  and  subsidized  social  pro- 
grams, is  28%  of  GDP.  With  unemployment  E 
at  11%,  and  half  its  68  million  people  £ 
under  the  age  of  25,  Iran  will  have  a  tough  \ 
time  keeping  the  populace  happy  with  just  f 
anti- American  slogans  and  nuclear-tipped  \ 
ballistic  missiles.  F 
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Where  Coal  Is  King 

China  Shenhua  Energy  is  making  a  pile  of  money  digging  carbon  out  of 
the  ground.  Al  Gore  should  be  worried  about  this  By  Russell  Flannery 


I  N  THE  CHINESE   PROVINCE  OF 
I  Inner  Mongolia,  China  Shenhua 
I  Energy  has  built  one  of  the  worlds 
i  largest  series  of  coal  mines.  Deep 
I  underground,  a  giant,  remotely  con- 
trolled blade  moves  along  a  15-foot-high 
wall  that  extends  hundreds  of  yards,  slicing 
off  coal  along  the  way.  The  chunks  fall 
onto  a  conveyor  belt  before  being  crushed 
and  then  carried  to  a  railcar,  without  any 
worker  touching  them.  The  equipment 
here  at  Shendong  mines  is  as  good  as 
anything  used  in  the  West. 

Just  like  Chinas  economy,  the  Beijing- 
headquartered  Shenhua  has  been  on  a 
tear.  Its  $3.3  billion  initial  public  offering 


in  Hong  Kong  last  June  was  one  of  the 
world's  largest  last  year.  Two  of  Hong 
Kong's  sawiest  billionaires — Lee  Shau  Kee 
of  Henderson  Land  Development  and 
Cheng  Yu-Tung  of  New  World  Group — 
invested  in  the  listing,  and  big  Western 
fund  managers  such  as  Fidelity  have 
bought  shares.  Last  year  earnings  jumped 
53%,  to  $3  billion,  on  a  33%  increase  in 
revenue  to  $6.6  billion.  The  stock  has 
climbed  79%.  Thanks  to  its  low  labor  costs 
and  its  easily  accessible  coal,  Shenhua 
turned  in  an  eye-popping  operating-profit 
margin  of  45%  last  year. 

That  performance  puts  Shenhua  at 
number  525  on  FORBES'  list  of  the  2000 


biggest  companies  in  the  world.  Shenhua 
is  the  world's  third-largest  coal  company, 
after  Peabody  Energy  in  the  U.S.  and  Rio 
Tinto  of  Australia,  but  is  sure  to  overtake 
the  other  two  someday.  Shenhua  aims  to 
boost  its  output,  121  million  metric  tons 
last  year,  by  15  million  in  each  of  the  next 
five  years. 

Not  just  shareholders  are  winners. 
This  company's  sleek,  modern  installa- 
tions are  a  world  away  from  the  20,000 
tiny  coal  mines  that  account  for  most  of 
China's  coal  output  and  that  have  an 
atrocious  safety  record.  Shendong  had  just 
one  death  last  year;  the  country  had  6,000 
from  coal  mining. 
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Kyoto  Alert 


The  bad  news  in  this  growth  story  is 
environmental.  While  Chinas  demand  for 
oil  and  natural  gas  has  been  roiling  world 
markets,  the  country's  huge  coal  reserves 
will  supply  most  of  its  energy  for  decades 
to  come.  From  coal  comes  70%  of  China's 
energy,  and  that  share  has  been  rising  as 
the  country  has  doubled  its  consumption 
of  coal  over  the  last  four  years.  "The  global 
atmosphere  can't  take  this  increase,"  says 
Janet  Sawin,  director  of  the  Worldwatch 
Institute's  Energy  &  Climate  Change 
Program. 

To  cut  pollution,  China  wants  to  pro- 
duce more  clean-burning  coal,  which 
Shenhua's  Shendong  mine  does.  That  will 
reduce  the  emission  of  acid-rain-gener- 
ating sulfur  dioxide.  It  won't  reduce 
greenhouse  CO2.  On  that  score,  China  is 
making  a  stab  at  building  more  efficient 
coal-fired  power  plants  and  also  using 
more  natural  gas  and  nuclear  power,  but 
those  will  make  up  only  a  small  part  of 
its  energy  usage  for  years  to  come.  The 
Three  Gorges  hydroelectric  dam  doesn't 
damage  the  air  but  it  is  nonetheless  not 
exactly  a  favorite  of  environment-lovers. 

China  burned  1.9  billion  metric  tons 
of  coal  in  2004.  By  2020,  predicts  the 
China  Coal  Industry  Development 
Research  Center,  it  will  burn  2.9  billion 
tons  a  year.  That  increment  alone  will 
send  as  much  carbon  dioxide  into  the 
atmosphere  as  3  billion  Ford  Expeditions, 
each  driven  15,000  miles  a  year.  This  puts 


Changing  seats:  Bureaucrat-turned-Chairman 
Chen  Biting  oversees  a  growing  coal  empire. 

into  sobering  perspective  the  meager 
efforts  of  the  U.S.  to  stave  off  global  warm- 
ing by  improving  gas  mileage. 

Overseeing  Shenhua's  growth  is  a 
career  bureaucrat,  Chen  Biting,  who  had 
next  to  no  experience  in  the  industry 
before  arriving  at  the  company  in  2000. 
Zhu  Rongji,  who  was  China's  premier 
until  2003,  plucked  Chen  from  his  post  as 
a  provincial  deputy  governor  to  join  Shen- 
hua's parent,  government-owned  Shenhua 
Group,  as  general  manager.  After  four 
years  of  grooming,  Chen  took  over  as 
chairman  when  his  predecessor  retired  in 
2004.  He's  now  also  chairman  of  the  par- 
ent's 81%-owned  subsidiary,  Shenhua 
Energy.  "I'm  a  person  who  likes  a  chal- 
lenge, and  the  job  has  become  more  and 

Feeding  the  Furnaces  

China's  projected  consumption  of  coal 
(almost  3  billion  tons  by  2020)  is  bad 
news  for  the  environment. 


Coal  consumption, 
(billions  of  metric  tons) 
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1  Projections.  Source:  China  Coal  Industry 
Development  Research  Center. 


more  interesting,"  says  the  bespectacled 
60-year-old.  Not  only  does  Chen  speak 
little  English,  but  the  heavy  accent  of  his 
native  Jiangsu  province  makes  him  tough 
even  for  many  Chinese  to  understand  . 

Nevertheless,  Chen's  goal  is  to  turn 
Shenhua  Energy  into  an  international 
player.  He  hosts  business  leaders  such  as 
GE  Chief  Executive  Jeffrey  Immelt  when 
they  visit  China;  he  read  Jack  Welch's  Win- 
ning. And  he's  linking  up  with  overseas 
partners  to  obtain  technology,  markets  and 
money.  "Going  outside  of  China  is  a  likely 
strategy,"  says  Chen,  who's  usually  the  first 
among  his  senior  managers  to  arrive  at  the 
office  each  morning.  "Sooner  or  later  we 
will  implement  this  strategy." 

Chen  has  learned  from  last  year's 
failed  effort  by  state-owned  China 
National  Overseas  Oil  to  buy  Unocal  of 
California.  "When  the  company  makes  its 
first  investment  abroad,  we  will  have  to  be 
prepared  to  work  very  hard  in  disclosing 
information  about  ourselves,  letting  peo- 
ple know  who  we  are,"  he  says. 

One  prospective  partner  is  Peabody, 
which  signed  a  memorandum  of  under- 
standing in  April  with  Shenhua  Group. 
That  might  lead  to  the  two  companies 
developing  a  coal  mine  in  Australia,  with 
the  output  shipped  to  China.  Peabody 
says  they  also  might  team  up  on  projects 
in  the  U.S.  to  turn  coal  into  other  forms  of 
fuel.  And  Shenhua  hopes  to  learn  some 
mining  techniques  from  Peabody. 

Shenhua  Group  already  is  working  with 
oil  giant  Shell  and  synthetic-fuel  pioneer  Sasol 
of  South  Africa  on  coal-to-gas  projects  in 
Ningxia  and  Shanxi;  both  are  planned  for 
completion  in  2010.  At  the  same  time, 
Shenhua  Group  is  building  its  own  $1.2  bil- 
lion coal-to-oil  project  that  should  be  ready 
to  start  production  in  2008.  It's  a  gamble  on 
a  new  technology  that  has  worked  on  a  small 
scale.  Chen  expects  that  the  synfuels  plant  will 
be  profitable  if  oil's  price  remains  above  $30. 

Synfuel  success  would  be  a  happy  devel- 
opment for  this  nation's  planners,  desperately 
trying  to  reduce  dependence  on  foreign 
energy  supplies.  Alas,  it  doesn't  do  anything 
to  improve  the  dismal  chemistry  of  coal, 
which  sends  2.2  tons  of  carbon  dioxide  into 
the  air  for  every  ton  that  is  burned  F 

Additional  reporting  by  Michael  Zhao. 
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Welcome  to  the  market's  middle, 
where  established  companies  and  growth 
potential  are  woven  together  as  one. 
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It  just  may  be  the  sweet  spot  you've  been  looking  for.  Invest  in  it  with  MidCap  Spiders. 

You've  built  a  portfolio  with  a  solid  blue  chip  foundation.  Now  you're  considering  more  diversification 
and  a  different  balance  of  upside  potential  and  risk. 


MidCap  Spiders  add  the  entire  S&P  MidCap  400® 
to  any  portfolio.  This  exchange  traded  fund  (ETF) 
represents  all  400  middle  market  stocks  of  the  S&P 
MidCap  400®  in  every  share.These  companies  have 
matured  to  achieve  a  sizeable  $1-4  billion  in  market 
cap,  and  meet  rigorous  selection  criteria.  While  mid-cap 
securities  are  subject  to  greater  risk  than  large-caps, 
mid-cap  companies  are  less  volatile  than  companies 
in  the  often  uncertain  start-up  phase. 

MidCap  Spiders  can  help  you  build  a  "beyond  the 
blue  chips"  investment  strategy  without  having  to 
pick  individual  stocks  since  every  share  gives  you  all 
the  middle  market  companies  of  the  S&P  MidCap 
400.  Low  fees  make  the  MidCap  SPDRs  cost  efficient, 
too.  Of  course,  when  you  buy  or  sell  MidCap  Spiders, 
the  usual  brokerage  commission  applies. 

Wantto  learn  more? Visit  www.MidCapSPDR.com  and 
see  if  MidCap  Spiders  could  be  a  sweet  addition  to  any 
portfol  io.  Ticker  symbol  Amex:MDY 


Over  the  last  five  years  MidCap  Spiders  delivered  a  cumulative 
return  of  nearly  80%.  Not  bad  for  a  middleweight. 

And  since  inception,  average  annual  total  returns  have 
been  approximately  15%. 


Average  annual 
total  return  of  MDY 
as  of  3/31/06 

One 
Year 

Five 
Years 

Ten 
Years 

Since 
Inception 

Based  on 
NAV 

Based  on 
Market  Price 

21.25% 
21.68% 

12.43% 
12.46% 

14.08% 
14.10% 

15.16% 
15.11% 

Total  returns  are  calculated  quarterly  using  the  daily  4-00  p.m.  net  asset 
value  (NAV).  Distributions ,  if  any,  are  assumed  to  be  reinvested  back 
into  the  fund  on  the  pay  date  at  the  NAV  on  that  date.  Performance 
data  quoted  represents  past  performance  and  is  no  guarantee  of  future 
results.  Current  performance  may  be  lower  or  higher  than  quoted.  The 
investment  return  and  principal  value  of  an  investment  will  fluctuate  so 
that  an  investor's  shares,  when  sold  or  redeemed,  are  subject  to  market 
volatility.  They  may  be  worth  more  or  less  than  their  original  cost.  MDY 
shares  are  bought  and  sold  at  market  price  (not  NAV)  and  are  not 
individually  redeemed  from  the  fund.  Brokerage  commissions  will  reduce 
returns.  To  obtain  most  recent  month-end  per/ormance,  please  call 
1-800-843-2639  or  visit  www.MidCapSPDR.com. 
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commingle  like 
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producing  a 
new  recipe 
for  riches. 
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HE  RICH  AND  FAMOUS  HAVE  HAD  A  GREAT 
year — and  a  terrible  one.  Tom  Cruise  got  pilloried  and  paro- 
died after  pairing  up  with  an  ingenue  16  years  his  junior,  yet 
he  rules  the  box  office — and  this  year's  Forbes  Celebrity  100 
list.  Angelina  Jolie  wins  praise  for  protecting  children  in  the 
Third  World,  eclipsing  gossip  about  her  love  life  and  out-of- 
wedlock  baby  (see p.  118).  She  ranks  No.  35  on  this  years 
list — tied  with  actress  Jennifer  Aniston,  whose  husband 
the  tabloids  say  she  stole.  And  Curtis  "50  Cent"  Jackson  (No. 
8)  builds  a  booming  franchise  in  spite  of  a  violent,  drug- 
dealing  past — and  because  of  it  (p.  138). 

Celebrity  chronicler  Robin  Leach  (p.  160)  says  the  era  of 
the  accessible  celeb  is  upon  us.  A  profusion  of  new  platforms 
has  helped  make  it  so.  It  is  why  actor  Morgan  Freeman  pur- 
sues film  downloads  on  the  Internet  (p.  146).  And  why 
MySpace,  the  let  s-be-pals  Web  site,  propelled  comic  Dane 
Cook  to  new  heights  (p.  156)  and  why  a  goofy  filmmaker 
wants  to  rule  podcasting  (p.  151).  Our  list  tracks  pay,  TV  and 
radio  buzz,  print  mentions,  magazine  covers  and  Google  hits. 
It's  up  to  you  to  track  their  breakups,  babies  and  betrayals. 
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Bad  Girl  Intel 


,  NGELINA  JOLIE,  THE  OSCAR- WINNING  ACTRESS 
and  media  obsession,  has  focused  international  attention  on  her  heart- 
felt cause,  the  plight  of  the  poorest  children  in  the  developing  world. 
She  visits  refugee  camps  in  war-torn  regions  of  Southeast  Asia  to  com- 
fort hundreds  of  kids  who  have  lost  limbs  to  land  mines.  She  lob- 
bies Congress  on  behalf  of  orphans  with  AIDS.  She  personally  has 
donated  $4  million  since  2001  to  Pakistani  earthquake  victims  and 
other  causes,  most  recendy  to  maternity  wards  of  state  hospitals  in 


Namibia,  the  impoverished  African  nation  where  she  gave  birth  to 
her  daughter,  Shiloh  Nouvel  Jolie-Pitt,  on  May  27. 

The  first  photos  of  her  new  baby,  which  Jolie  released  to 
Getty  Images,  brought  a  reported  $4. 1  million  payment  from 
People  magazine — the  glossy  disputes  the  amount — and  she  is 
giving  all  of  the  proceeds  to  charity.  But  Jolie,  in  her  first  one-on- 
one  interview  since  giving  birth,  candidly  acknowledges  her  cru- 
sade has  an  extra  upside:  It  diverts  movie  fans,  supermarket 
tabloids  and  the  media  from  focusing  on  more  controversial  and 
less  attractive  elements  of  her  life. 

"That  is  a  fair  assessment,"  she  tells  FORBES 
in  an  exclusive  interview.  Her  work  "is 
twofold  I  have  all  that  gossip  in  my  life 
that  has  gotten  so  out  of  control. 
And  my  work  in  Washington  and 
with  the  UN  gets  people  to 
focus  on  other  things."  Jolie,  3 1 , 
who  won  an  Academy  Award 
in  2000  for  her  supporting  role 
as  a  mental  patient  in  the  film 
Girl,  Interrupted,  has  thus  been 
able  to  endure  hits  to  her  image 
that  might  otherwise  have  badly 
hurt  her  career. 

The  public-relations  value 
of  a  good  deed  has  quelled 
carpers  who  could  have  painted 
an  uglier  picture,  say,  of  a  home- 
wrecker  and  sex  symbol  who's 
had  an  out-of-wedlock  baby  with 
a  heartthrob  actor  she  stole 
from  America's  sweetheart. 
(Last  year  Jolie   had  a 
rumored  affair  with  Brad 
Pitt,  her  costar  in  the  fdm 
Mr.   &  Mrs.   Smith,  pur- 
portedly prompting  him  to 
leave  his  actress  wife,  the  perky 
sitcom  darling  Jennifer  Aniston. 
"Brangelina,"  as  the  couple  has 
been  christened  in  the  press,  have  | 
denied  that  marriage  will  follow.) 

But  some  of  the  best  charitable 
works  are  motivated  by  a  personal  g 
stake.  Michael  Milken,  the  former  a 
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way.  They  sent  her  to  paparazzi-free  zones:  hot  spots  Sierra  Leone 
and  Tanzania.  In  2001  the  UN  High  Commissioner  for  Refugees 
wanted  to  make  her  a  goodwill  ambassador,  but  she  told  UN  offi- 
cials in  Geneva:  "I  don't  think  you  want  me.  There's  a  lot  of  bad 
things  written  about  me  and  my  behavior.  I  could  have  a  negative 
effect  on  your  operations."  They  gave  her  the  title  anyway. 

Five  years  later  rock  stars  and  actors  dish  with  world  leaders 
about  global  debt  relief  and  stem-cell  law.  U2's  Bono  held  forth  in 
January  at  the  power-packed  World  Economic  Forum  in  Davos, 
Switzerland.  But  he  was  upstaged  by  one  Angelina  Jolie,  who 


ANGELINA  JOLIE'S  charity  and  lobbying  work  has  won  wide 
coverage  of  the  plight  of  poor  children  in  the  Third  World. 
It  has  also  averted  her  own  image  disaster.  By  Matthew  Swibel 


Wall  Street  banker  and  philanthropist  who  survived  prostate  can- 
cer, has  pledged  $50  million  or  more  for  research  on  his  disease, 
yielding  breakthrough  therapies.  Virgin  Group  Chief  Richard 
Branson  devotes  money  and  staff  for  work  on  AIDS  in  South 
Africa,  in  part  because  he  employs  4,500  there. 

"It's  all  about  self-interest.  Your  experience  is  the  epicenter  of 
your  efforts,"  says  actor  Michael  J.  Fox,  whose  Parkinson's  disease 
was  diagnosed  in  1991.  He  has  mounted  a  nationwide  effort  to 
increase  Parkinsons  funding  and  persuade  Congress  to  override 
the  Bush  Administration's  ban  on  using  federal  dollars  for 
research  on  new  stem-cell  lines,  which  might  be  useful  in  treating 
his  debilitating  disease.  Had  it  not  been  diagnosed,  "Would  I 
have  picked  this  disease  out  of  a  hat  and  run  with  it?"  Fox  asks. 
"No.  Besides,  it  would  be  less  authentic  if  I  had." 

So  it  is  that  Angelina  Jolie,  who  earns  $15  million  per  film, 
has  benefited  visibly  from  her  good  works.  Her  Q  score,  a  much- 
watched  quotient  in  Hollywood  that  gauges  a  star's  likability 
among  hoi  polloi,  has  gone  up  with  her  aid  efforts.  In  2000  only 
31%  of  respondents  said  she  was  "familiar"  to  them,  and  only 
14%  of  those  viewed  her  positively.  By  2006  she  was  familiar  to 
81%  of  Americans,  and  her  positive  rating  had  almost  doubled 
to  25%,  says  Marketing  Evaluations  Inc.  (Her  negative  rating 
rose,  too,  but  it  is  lower  than  that  of  the  average  performer.) 

Still,  her  improving  image  is  in  sharp  contrast  with  the  bizarre 
persona  she  had  before  her  Third  World  aid  efforts  began  in  early 
2001.  Back  then,  the  star  with  the  fullest,  most  famous  pair  of  lips 
since  Mick  Jagger  was  known  for  edgy  eccentricity.  She  got  multi- 
ple tattoos.  She  had  been  in  naughty  romps  with  costars.  She  wore, 
on  a  chain  around  her  neck,  a  tiny  vial  of  blood  from  her  then  hus- 
band, actor- writer  Billy  Bob  Thornton.  She  passionately  kissed  her 
brother  on  the  lips  at  the  2000  Academy  Awards  and  spoke  pub- 
licly of  bisexual  trysts.  "In  my  early  20s  I  was  fighting  with  myself' 
Jolie  says.  "Now  I  take  that  punk  in  me  to  Washington,  and  I  fight 
for  something  important." 

Her  awakening  began  in  early  2001,  when  the  self-styled  "shel- 
tered Los  Angeles  kid,"  the  daughter  of  actor  Jon  Voight  and 
actress  Marcheline  Bertrand,  began  reading  United  Nations 
reports  on  global  poverty  and  refugees.  She  approached  UN  offi- 
cials, hoping  to  help  but  wary  her  offbeat  image  might  get  in  the 


took  the  dais  to  say  she  was  "ashamed"  that  the  Bush  Administra- 
tion had  refused  to  sign  a  UN  bill  of  rights  for  children.  The 
world's  most  luminous  tabloid  target  had  remade  herself  into  an 
efficient  advocate  for  the  Third  World. 

Now  she  also  lobbies  in  Washington,  D.C.  "Hollywood  types 
have  figured  out  the  only  difference  in  Washington  is  that  you're 
selling  bills  instead  of  scripts,"  says  Erik  Huey,  a  D.C.  lobbyist.  Jolie, 
who  has  dropped  in  on  scores  of  congressmen  and  senators  at  least 
20  times  in  the  past  three  years,  says  she  hopes  to  return  to  the  na- 
tion's capital  on  June  20  to  attend  World  Refugee  Day.  "As  much 
as  I  would  love  to  never  have  to  visit  Washington,  that's  the  way  to 
move  the  ball,"  she  says.  And  since  giving  birth  to  Shiloh,  her  third 
child— she  adopted  son  Maddox,  4,  in  Cambodia  and  Zahara,  1, 
in  Ethiopia — she  promises  more  cameos  on  the  Hill.  "The  more 
children  I  have,  the  more  I  feel  it's  my  duty,"  she  says. 

She  has  pushed  three  bills  to  protect  children.  One  would 
have  the  U.S.  spend  $500  million  next  year  and  $15  billion  over 
ten  years,  to  educate  kids  in  the  poorest  regions.  She  plans  to 
work  with  Senator  Hillary  Clinton  of  New  York,  who  has  pro- 
posed it.  In  April,  to  pique  interest  in  the  press,  Jolie  joined  in  a 
media  conference  call  about  education  when  she  was  eight 
months  pregnant;  it  generated  243  stories. 

A  second  bill  would  provide  legal  help  to  alien  minors  (she 
despises  the  term  "alien")  who  are  alone  and  pass  through  U.S. 
borders.  The  Senate  passed  it  in  December  2005,  but  it  has 
languished  in  the  House  for  six  months.  "It's  caught  up  in  the 
overall  immigration  debate,"  Jolie  says,  "but  I  just  think  it's  un- 
American  to  refuse  refugee  children  access  to  a  lawyer."  But  in  a 
private  meeting,  Representative  F.  John  Sensenbrenner  of  Wis- 
consin scoffed  at  the  cost  of  implementing  such  an  idea,  she  says. 
"He  didn't  treat  me  gently — I  left  shaking  in  my  heels."  Her  third 
bill,  to  aid  70  million  "vulnerable"  kids  in  the  Third  World,  was 
signed  by  President  Bush  last  November — but  so  far  no  funding 
has  been  okayed.  "We  worked  so  hard  to  pass  a  bill,  and  then 
you  realize  you  have  to  figure  out  a  way  to  pay  for  it,"  she  gripes. 

Still,  Jolie  got  the  issue  to  center  stage.  "She  fills  a  room,"  says 
Chris  Ann  Keehner,  a  Senate  staffer  who  helped  draft  the  bill.  "It 
gives  a  member  of  Congress  a  photo  op,  and  it's  a  way  to  get  the 
message  out — even  if  she  did  break  up  a  marriage."  F 
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With  two  hit  TV 

shows  and  more 
in  the  works, 
TYRA  BANKS  goes 
where  no  supermodel 
has  gone  before. 
Watch  out,  Oprah. 

By  Kiri  Blakeley 


THE  WORLD'S  MOST  FAMOUS 
supermodel,  Tyra  Banks,  stands 
on  a  soundstage  in  Culver  City, 
Calif,  and  barks  orders  at  a  beauti- 
ful-but-beleaguered  cast  member 
of  her  top-rated  reality  show,  America's  Next 
Top  Model.  The  Tyra  trainee  swivels  her  head 
again  and  again  to  gaze  into  a  TV  camera,  but 
the  real  Tyra  wants  more.  "Whip  it  fast  and 
tight!"  Banks  commands.  "Relax  your  mouth, 
as  if  you've  had  a  shot  of  novocaine.  It's  too 
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TYRA  BANKS 


Efftlt; 

^bVw^^  soap  opera.  Novocain c  mouth!" 

Impatient,  Banks  demonstrates  for  the 
rookie,  breaking  down  the  mechanics  of  head- 
turning  as  a  choreographer  would  deconstruct  a  pirouette. 

"We're  in  a  day  and  age  when  these  kids  want  instant  suc- 
cess, and  they  don't  want  to  work  for  it.  I  feel  tough  love  pre- 
pares these  girls,"  Banks  says  later,  defending  her  cutting  style; 
in  one  episode  she  screams  at  a  contestant  so  loudly  Banks' 
eyes  threaten  to  burst  out  of  her  head.  But  she  admits  to  a 
second  motive:  People  would  rather  watch  nasty  than  nice. 
"I've  got  to  sell  a  TV  show." 

Genetically  blessed  with  creamy  caramel  skin,  feline  emer- 
ald eyes  and  a  perfect  pout,  Tyra  Banks  made  a 
name  (and  a  fortune)  for  herself  as  the  face  of 
Victoria's  Secret,  Cover  Girl  and  Sports  Illustrated. 
Stomping  down  fashion  runways  from  the  age  of  15, 
she  is  32  now,  an  unmitigated  modeling  machine. 
She  can  flip  through  a  dozen  looks — sexy,  pensive, 
dreamy,  flirty— in  a  dozen  seconds.  She  can  coo, 
"Who  will  be  Americas  next  top  model?"  20  differ- 
ent ways  for  promos.  Even  in  front  of  a  wind 
machine,  she  seems  able  to  control  every  hair  on 
her  head. 


it  demands  a  grueling  schedule.  America's  Next  Top  Model 
churns  out  13  new  weekly  episodes  every  six  months  or  so, 
and  The  Tyra  Banks  Show  turns  out  170  episodes  a  year.  For 
five  months  last  year,  from  August  to  December,  Banks  worked 
12  hours  a  day,  seven  days  a  week,  taping  two  talk-show 
episodes  three  days  a  week  (plus  daily  segments  for  ANTM) 
and  preparing  for  her  last  fashion  show  for  Victoria's  Secret. 
She  awoke  at  4  a.m.,  was  in  makeup  by  5  a.m.  and  ran  on  three 
or  four  hours  of  sleep  each  night.  "There  was  a  burning  in  my 
stomach  every  single  day,"  she  says. 

Oprah  Winfrey,  with  a  net  worth  of  $1.4  billion  and  ranked 
third  on  the  FORBES  celeb  list,  has  been  the  unchallenged  queen 
of  daytime  talk  for  two  decades;  Banks  even 
apprenticed  on  Winfrey's  show  for  two  seasons, 
starting  in  1999,  as  a  semiregular  contributor. 
Yet  the  supermodel  upstart  fares  especially  well 
among  a  group  coveted  by  advertisers:  young 
women.  Among  women  ages  18  to  34,  Banks' 
talk  show  draws  2.2  million  viewers  a  week  and 
has  delivered  the  highest  daytime  ratings  in 
years  for  stations  in  New  York,  Los  Angeles  and 
Boston.  Some  36%  of  the  Tyra  audience  is 
under  35,  double  the  percentage  of  that  age 
group  among  Oprah's  viewers;  almost  60%  of 
the  Oprah  audience  is  50  or  older. 

Banks'  appeal  popped  when  her  first 
show,  ANTM,  debuted  on  UPN  in  2003.  Reality 
shows  were  hot,  and  she  conceived  hers  as 


Yet  Banks  officially  retired  from  mod- 
eling last  year.  And  as  highly  paid  as  she 
was— at  her  peak  she  could  earn  $50,000  a 
day  and  had  a  lingerie  contract  worth  $4  mil- 
lion a  year — her  next  fortune  could  be  far  larger: 
Tyra  Banks  is  making  a  credible  run  at  becoming  the  next 
Oprah  Winfrey  for  the  younger  set. 

Buoyed  by  the  success  of  ANTM,  as  fans  call  the  model- 
search  show,  Banks  launched  her  own  talk  show  last  year, 
selling  it  to  TV  stations  in  190  markets  and  owning  a  hefty 
stake  in  it.  Now  it  has  been  renewed  for  a  sophomore  season — 
just  as  ANTM,  on  the  air  for  three  years  and  25%-owned  by  its 
star  host,  starts  another  run  as  the  centerpiece  of  CW,  the  new 
network  formed  by  the  merger  of  Viacom's  UPN  and  Time 
Warner's  WB. 

The  double  duty  pays  fabulously  well:  Banks  earned 
upward  of  $18  million  last  year,  far  more  than  most  super- 
models earn;  she  ranks  84  on  the  FORBES  Celebrity  100  list.  But 


Fox's  American  Idol  meets  MTV's  Real  World,  set  in  the  fashion 
business.  She  pitched  it  to  veteran  reality  producer  Ken  Mok, 
who  said  simply,  "Hell,  yes!"  He  still  co-owns  it  with  Banks  and 
UPN's  parent,  Viacom.  The  formula  clicked  instantly:  pretty 
girls  crying,  fighting  and  having  every  molecule  on  their  inse- 
cure little  bodies  brutally  critiqued  by  Banks  and  her  fellow 
judges. 

Some  43%  of  the  18-to-34-year-olds  watching  had  never 
before  tuned  in  to  UPN.  UPN  s  focus  soon  shifted  from  geeky  guys 
(it  had  a  Star  Trek  spinoff)  to  hip  femmes.  "Before  she  came,  UPN 
was  a  confused  network,"  says  Dawn  Ostroff,  president  of  the 
CW,  which  will  air  ANTM  on  Wednesday  nights  and  rerun  it  on 
Sundays.  Last  year  ANTM  trailed  only  the  most-watched  show, 
American  Idol,  among  women  younger  than  35. 

The  new  series  was  a  hit  despite  scant  initial  promotion.  "That 
spoke  volumes  to  me  about  this  connection  she  had  with  women.  It 
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When  you  are  Phil  Mickelson,  every  putt  counts. 

Now,  his  birdies  and  eagles  will  count  for  a  lot  more. 


bgether,  we  can  help  the  families  of  our  brave  troops  who  have  sacrificed  for  our  country. 

in  Phil  Mickelson,  his  proud  corporate  supporters,  the  PGA  TOUR,  and  other  TOUR  players  in  a  non-profit  giving  program 
lied  "Birdies  for  the  Brave."  For  every  birdie  and  eagle  Phil  tallies,  The  Phil  and  Amy  Mickelson  Charitable  Gift  Fund 
ill  donate  $100  and  $500,  respectively,  to  provide  educational  funding  and  housing  for  family  members  of  those  who  have 
crificed  in  defense  of  our  country.  And  for  the  first  time  in  the  program's  history,  you  can  also  join  forces  with  Phil  to 
ake  contributions  of  your  own  in  any  denomination.  Helping  is  easy — beginning  July  4th,  2006,  simply  log  on  to 
ww.birdiesforthebrave.org,  set  a  tax-deductible  donation  amount  and  begin  giving  to  these  most  deserving  families. 


oud  supporters: 
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A  better  game  by  design. 


BearingPoint 


Management  &  Technology  Consultants 


MAKE  YOUR  DONATIONS  AT: 
www.birdiesforthebrave.org 
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HARD  TO  FORGET. 


TYRA  BANKS   <=  

was  a  lot  deeper  than  just  being  a  model,"  says 
James  Paratore,  president  of  Time  Warners  syn- 
dication unit,  Telepictures.  His  shop  now  distributes 
her  talk  show  and  co-owns  it  with  Banks'  firm,  Bankable  Productions. 
Time  Warner  co-owns  the  CW  network,  letting  its  Telepictures  unit 
cross-promote;  Banks  already  regularly  has  contestants  from  ANTM 
appear  on  her  talk  show.  Almost  90%  of  the  ANTM  audience  also 
watches  the  Tyra  talk  show,  Paratore  says. 

On  the  talk  show  the  statuesque  host  truly  has  come  into 
her  own.  She  is  25  pounds  heftier  than  the  typical  model,  and 
she  relishes  debunking  the  glamorous  illusions  of  supermod- 
els to  reveal  herself  as  a  cellulite-prone,  baggy-eyed  average 
gal.  She  gleefully  shows  unretouched  photos  of  herself  (before 
an  editor  has  trimmed  extra  inches  from  her  thighs  and  waist). 
She  regularly  appears  on  camera  without  makeup,  revealing 
the  dark  circles  under  her  eyes.  She  paraded  around  in  a  fat 
suit  for  a  day,  then  cried  about  how  people  had  treated  „ . 
her.  She  once  brought  on  a  doctor  with  a  sonogram 
machine  to  prove  she  doesn't  have  breast  implants,  as 
had  long  been  rumored.  In  another  segment  Banks  con- 
fronted famously  hot-tempered  rival  Naomi  Campbell 
about  their  long-running  feud.  "I  was  tired  of  having 


spring,  but  this  time  she  will  also  be  the  producer,  picking  the 
director,  writer  and  co-star.  Banks  also  has  formed  a  licensing 
firm  and  may  offer  her  own  line  of  midprice  lingerie  (rivaling  her 
old  client  Victoria's  Secret),  and  she's  working  on  launching  an 
Internet  community  with  her  ANTM  partner,  Ken  Mok,  and 
consumer  guru  Krish  Menon. 

"Most  models  have  a  booking  mentality.  They're  fine  as 
long  as  they  know  where  to  go  and  what  to  wear.  That's  never 
been  acceptable  in  Tyra's  career  path,"  Medina  says. 

Banks  hopes  to  emulate  Martha  Stewart  (in  terms  of  the 
franchise  Stewart  built,  not  her  felony  conviction),  but  she 
allows  that  first  she  still  must  tackle  the  arcane  mysteries  of 
finance.  "I  was  embarrassed  when  a  businessman  friend  asked, 
'What's  the  yearly  budget  of  your  talk  show?  What's  the  per- 
episode  budget?'  And  I  looked  at  him  with  these  blank, 
typical-model  eyes  and  said,  'I  don't  know.'  I  call  myself  a 


f 


to  deal  with  you"  she  told  Campbell, 
accusing  her  of  having  tried  to  sabo- 
tage her  early  on. 

She  came  to  this  success  only  after 
failing  at  other  pursuits.  For  a  decade  she 
tried  acting,  guest-starring  on  sitcoms 
and  giving  a  few  stilted  turns  in  such  big- 
screen  turkeys  as  Jerry  Bruckheimer's  Coy- 
ote Ugly.  Then  she  tried  to  make  herself  into 
the  next  Mariah  Carey.  In  2003,  even  as  her  modeling  show 
was  under  way,  Banks  hired  Carey's  music  manager  Benny 
Medina,  who  had  also  worked  with  Jennifer  Lopez.  "Oh  child, 
that  was  a  dream,"  she  says.  "I  sounded  decent,  but  you 
shouldn't  ever  do  something  just  because  you're  only  decent  at 
it."  Her  first  (and  only)  single,  "Shake  Ya  Body,"  debuted  on 
ANTM  and  was  the  most  downloaded  item  on  the  UPN  Web 
site,  but  Banks  balked  at  releasing  the  song  for  radio  play. 

Now  Banks  and  Medina  are  working  on  new  projects.  Five 
Bankable-owned  TV  shows  are  in  various  stages  of  development, 
and  Banks  could  appear  in  all  of  them.  One  series  would  use 
celebs  as  the  contestants  in  an  ANTM- style  format.  She  also  is 
trying  acting  again,  starring  in  a  film  that  begins  shooting  next 


businesswoman  and  I  don't  know  that? 
So  that  is  my  goal  next  year — to  really 
dissect  the  budget." 

She  also  aims  to  loosen  up  and 
spend  a  bit  more  of  the  ample  wealth 
she  has  built.  When  Banks  was  growing 
up,  she  lived  with  her  younger  brother 
and  her  mother  in  a  one-bedroom 
apartment  in  the  gritty  Inglewood  section  of  Los  Angeles, 
which  made  her  frugal — and  fearful  of  losing  everything.  "I 
have  a  poverty  demon,"  she  says.  "I'll  ask  my  accountant  if  I 
can  afford  something,  and  he'll  say,  'What  are  you  talking 
about?"'  Of  course  she  can. 

By  the  time  Banks  was  19,  she  had  saved  all  of  $10,000, 
which  her  mother,  Carolyn  London,  who  managed  her  for  the 
first  seven  years  of  her  career,  placed  with  a  Merrill  Lynch 
money  manager.  The  supermodel  has  stuck  with  the  unnamed 
adviser  ever  since.  She  owns  homes  in  New  York  and  Los 
Angeles  and  just  sold  one  in  Florida.  She  lost  $100,000  on  an 
Internet  investment  with  hip-hop  mogul  Russell  Simmons. 
"But  I'd  do  it  again."  When  she  formed  her  own  production 
company,  she  originally  called  it  Ty  Ty  Baby,  named  for  her 
childhood  nickname,  but  her  business  sense  trumped  nostal- 
gia and  she  switched  to  Bankable  Productions. 

"And  so  far,"  she  says,  "my  production  company  has  been 
very  bankable."  F 
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Last  played  in  2003  but  still  stirs  $500  million  in  sales  for  Nike. 


Willy  Wonka  remake  approaches  $500  million  at  theaters. 


8  years  after  show  ended,  Seinfeld  still  a  syndication  blockbuster. 


Jeering  judge  adds  edge  to  American  Idol,  TV's  highest-rated  sho\ 


Highest-paid  Formula  One  racer  won  only  once  last  year. 


Crucified  by  film  critics,  Da  Vinci  Code  still  breaks  box-office  recorc 


Still  one  of  talk  radio's  biggest  draws  despite  prescription  drug  rap. 


Bank-heist  flick  Inside  Man  hits  $1 75  million  at  box  office. 


Loopy  series  buoys  ABC;  raises  for  the  ladies  of  Wisteria  Lane. 


Her  breakup  is  year's  biggest  story;  The  Breakup  packs  them  in. 


Trumps  U2's  Bono  in  saving  world;  survives  breaking  up  Brad  &  Jer 


Hipster  sisters  preside  over  Dualstar,  retail  empire  for  tweens. 


The  Interpreter  and  Bewitched  flopped,  but  her  high  price  held. 


Graying,  but  still  in  the  green — one  of  last  year's  top  tours. 


Latest  collection  of  American  standards  went  platinum. 


Despite  a  28%  pay  cut  this  season,  still  highest-paid  player  in  NB 


Pirates  of  the  Caribbean  producer  reaps  riches  on  CSI  reruns. 


Reason  his  soccer  team  generates  more  revenues  than  any  othei 


Singer-actor  crowned  tabloid  queen  thanks  to  marital  woes. 


His  Phantom  of  the  Opera  is  Broadway's  longest-running  show. 


Will  he  move  on  from  Cavs  when  his  contract  expires  next  year? 


Schmaltzy  crooner  teams  with  hip-hop  producer  on  latest  album 


Earns  $25  million  salary,  $1  million  bonus  for  second  MVP  awan 


Collects  $20  million  per  pic,  still  reaping  profits  from  Hitch. 


$70       Mints  a  fortune  from  syndication  of  Law  &  Order  franchise. 
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Everybody  st 
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56 
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Minister  pentd-up  gigs. 

Scarlett  Johansson  /  Actor 

72 
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Curvy  starlet 

Katie  Couric  /  Talking  head 

76 
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is  year. 

Maria  Sharapova  /  Athlete 

66 
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Valentino  Rossi  /  Athlete 

38 
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Halle  Berry  /  Actor 

71 

$16 

Oscar  winneiyears. 

James  Patterson  /  Author 

49 
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With  100  mi 

ley. 

Leonardo  DiCaprio  /  Actor 

56 

$25 

Still-boyish  stiroadway. 

Kiefer  Sutherland  /  Actor 

59 

$23 
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Jim  Carrey  /  Actor 

65 

$20 

Last  2  films  s 

i. 

Cameron  Diaz  /  Actor 

75 

$15 

Guaranteed 

r. 

Gisele  Bundchen  /  Model 

38 

$30 

Victoria's  Seojrth. 

Renee  Zellweger  /  Actor 

63 

$21 

Low-key  Osc^ams. 

Carson  Palmer  /  Athlete 

48 

$28 

Cincinnati  Benal  cast. 

Michelle  Wie  /  Athlete 

70 

$17 

Just  before  tu 

Ilia. 

Reese  Witherspoon  /  Actor 

87 

$9 

Wins  Oscar  fars  deal. 

Earnings  estimates  are  for  June  2005  to  June  2006.  Figures  rounded  off  where  appropriate.  Exact  figures 
available  on  Forbes.com.  Includes  dollars  earned  solely  from  entertainment  income.  Management,  agent 
and  attorney  fees  have  not  been  deducted.  Estimates  by  FORBES;  sources  include  Billboard,  Pollstar,  Adams 
Media  Research,  Nielsen  SoundScan  and  Me/sen  BookScan.  Rankings  are  generated  by  combining  earnings 
with  other  metrics:  Web  mentions  on  Google;  press  clips  compiled  by  LexisNexis;  TV/radio  mentions  by 
Factiva;  and  number  of  times  a  celebrity's  face  appeared  on  the  cover  of  26  major  consumer  magazines. 
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Somebodies- 
Somewhere  Else 

In  their  respective  countries,  these 

stars  score  the  best  tables. 
By  Katarzyna  Moreno 


BFVOIUD  HOLLYWOOD 


YAO  MING 

China  /  $21  million 

At  7  foot  5  the  Houston  Rockets  center 
is  the  NBAs  tallest  player.  In  China  he's  a 
giant,  topping  last  year's  FORBES 
CHINA'S  edition  of  the  Celebrity  100,  a 
ranking  of  the  top  mainland  celebrities. 


THE  12  GIRLS  BAND 

China  /  $14.5  million 


Spice  Girls, 
Szechuan- style.  The 
charming  dozen 
was  assembled 
on  the  basis  of  both 
musical  talent  and 
good  looks.  Mar- 
keted as  the  ulti- 
mate girl  band,  the 
group  updates  Chinese  classics  to  Western  music  using 
traditional  instruments.  Take  that,  Posh. 

MINO  MONTA 

Japan  /  $10  million 

The  Regis  Philbin  of  Japan.  This  Tokyo 
native,  a  housewives'  favorite,  hosts  nine 
different  TV  shows,  including  the  local 
version  of  Who  Wants  to  be  a  Millionaire.  That  amounts 
to  35  on-air  hours  every  week. 

SACHIN  TENDULKAR 

India  /  $6  million 

The  33-year-old  cricket  hero's  profes- 
sional career  may  have  stalled  thanks  to 
injuries,  but  he  remains  a  top  endorser, 
batting  in  millions  as  the  face  of  Pepsi, 
Adidas,  MRF  Tyres  and  Airtel. 

KOSTYA  TSZYU 

Russia  /  $5.8  million 

The  Russian-born  Australian  local  was  a 
light-welterweight  former  boxing  champ 
who  bagged  millions  in  his  bout  against  the 
UK's  Ricky  Hatton,  even  though  he  lost  and 
»'*■*  mir    '    forfeited  his  title.  He's  now  looking  to  make 
a  living  in  ways  that  don't  require  being  beaten  senseless. 

— Reported  by  Forbes  China;  Tim  Kelly;  Naazneen  Karmali;  Forbes  Russia 


Dead,  Buried 
And  Still  Rolling  in  It 

A  small  group  of  iconic  stars  stay  flush  even 

after  they're  long  gone.  By  Tiffany  Black 

ELVIS  PRESLEY 

Died:  Aug.  16, 1977 

Estimated  earnings  last  year:  $52  million 

How  to  put  a  price  tag  on  a  national  treasure?  Robert 
Sillerman,  chief  executive  of  rights  management  firm  CKX, 
did  just  that  last  year  when  he  paid  about  $100  million  in 
cash  and  stock  for  an  85%  stake  in  Elvis  Presley  Enterprises 
left  to  daughter  Lisa  Marie  Presley  that  includes  publishing 
rights  to  some  650  songs.  Sillerman  quickly  took  care  of  business.  One 
proposal:  upgrading  Graceland,  Elvis  famously  tacky  Memphis  home. 

KURT  COBAIN 

Died:  Apr.  5, 1994 


Estimated  earnings  last  year:  $50  million 

After  the  suicide  of  grunge-rock  band  Nirvana's  moody 
4»?  a       '      frontman,  most  of  the  estate  reverted  to  his  widow, 

Courtney  Love,  and  their  child,  Frances  Bean.  In  April  Love 
sold  25%  of  the  band's  catalog  to  former  Virgin  Records 
Chief  Larry  Mestel  for  a  reported  $50  million.  Mestel  gets  a  piece  of  royalty 
income  generated  by  seminal  hits  like  "Smells  Like  Teen  Spirit." 

ALBERT  EINSTEIN 

Died:  Apr.  18, 1955 

Estimated  earnings  last  year:  $20  million1 

The  postmortem  superstar  has  inspired  countless  films, 
books,  even  an  opera,  Einstein  on  the  Reach.  His  estate,  left 
to  the  Hebrew  University  of  Jerusalem,  typically  earns  $5 
million  annually  from  the  use  of  his  images.  The  university 
also  enjoys  royalties  from  Disney's  hit  Baby  Einstein  line  of  educational 
videos  and  toys,  which  generated  $400  million  in  sales  last  year. 

MARILYN  MONROE 

Died:  Aug.  5, 1962 

Estimated  earnings  last  year:  $8  million 

Image  rights  of  the  perennial  pinup  belong  to  the  widow  of 
famed  acting  coach  Lee  Strasberg,  who  earned  a  cut  from 
recent  uses  of  the  blonde  bombshell  in  ads  that  peddle 
everything  from  Dom  Perignon  (her  favorite  drink)  to  a 
Spanish  airline. 

ANDY  WARHOL 

Died:  Feb.  22, 1987 

Estimated  earnings  last  year:  $16  million 

Campbell's  Soup  once  fetched  a  quarter  a  can.  Today  a 
paperweight  tagged  with  Warhol's  pop  rendering  of  the  can 
sells  for  $16.50,  courtesy  of  the  Andy  Warhol  Foundation 
for  the  Visual  Arts,  which  owns  his  estate.  It  even  gets  royal- 
ties from  a  Warhol-influenced  pair  of  Adidas  sneakers. 
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URTIS  JACKSON'S  CHEVY  SUBURBAN 
swerves  in  and  out  of  New  York  City  gridlock  with  the  grace  of 
a  cement  mixer.  Grace  is  compromised  when  a  nondescript 
black  SUV  is  tricked  out  with  5  tons  of  steel  armor, 
a  bombproof  undercarriage,  bulletproof  windows  and  run -flat 
tires  that  keep  rolling  even  after  getting  shot  up  by  an  Uzi. 
Jackson,  age  30  and  better  known  as  hard-core  rapper  Fifty 
Cent  to  millions  of  fans  around  the  world  who  are  far  younger 
than  you,  bought  the  $200,000  monster  last  year,  straight  off 
the  assembly  line  on  its  way  to  Iraq.  He  leaves  the  driving  to  a 
professional  trained  in  the  kind  of  evasive  maneuvers  more 
commonly  deployed  in  war  zones. 

The  safe-room  on  wheels  is  both  a  marketing  prop  and  a 
necessary  defense  system  for  Jackson.  He  grew  up  hard  in  a  vio- 
lent, crack-wracked  neighborhood  in  the  Borough  of  Queens, 
his  drug-dealing  mother  murdered  when  he  was  8.  By  age  1 1 
he  was  reselling  cocaine,  by  19  he  had  three  convictions  and  in 
2000,  at  25,  he  endured  the  infamous  incident  that  almost 
ended  his  life— and  then  ignited  his  career:  He  got  shot  nine 


CURTIS  (50  CENT)  JACKSON  parlayed  a 
thug  image  into  a  thriving  business. 
You  got  a  problem  with  that? 

By  Lea  Goldman 
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50  CEBIT  

times,  as  he  recounts  in  several  of  his  songs. 
Jackson,  Fifty  or  Fitty  to  friends  and  fans, 
has  parlayed  this  tragic  and  troubling  resume  of 
street  credibility  into  a  thriving  business.  He  earned  $41  million 
last  year,  and  he  ranks  No.  8  on  the  Forbes  Celebrity  100  list,  on  a 
scorecard  that  counts  earnings,  in  addition  to  Internet,  TV,  radio 
and  print  exposure.  Though  he  dropped  out  of  high  school  as  a 
teenager  and  never  went  to  college,  he  has  emerged  as  a  masterful 
brand-builder  and  a  shrewd  businessman.  With  keen  advice  from 
a  seasoned  industry  insider  (his  man- 
ager, Chris  Lighty  of  Violator  Manage- 
ment &  Records;  see  box  page  144), 
Fifty  aims  to  build  a  multipronged 
franchise  that  will  last  long  after  his 
music  fades  from  the  charts. 

His  name  and  related  efforts 
sparked  sales  of  at  least  half  a  billion 
dollars  to  date  from  a  panoply  of  pur- 
suits—the bestselling  CD  of  2005 
(8  million  copies),  the  bestselling  ring- 
tones  of  the  year  (3.2  million  down- 
loads), a  budding  career  as  an  actor,  a 
Reebok  sneaker  line,  hip-hop  apparel, 
a  videogame,  music  publishing,  his 
own  label  with  a  roster  of  rap  proteges 
and  more. 

"I'm  creating  a  foundation  that 
will  be  around  for  a  long  time, 
because  fame  can  come  and  go  or  get 
lost  in  the  lifestyle  and  the  splurging," 
Fifty  says.  "I  never  got  into  it  for  the 
music.  I  got  into  it  for  the  business" 

Many  music  stars  before  him  went 
bankrupt:  Mick  Fleetwood  of  Fleet- 
wood Mac  in  the  1970s,  Jerry  Lee  Lewis  in  the  1980s,  female 
R8cB  stars  TLC  and  rapper  M.C.  Hammer  in  the  1990s.  Fifty  vows 
this  won't  happen  to  him.  "What  are  the  chances  I'll  go  bank- 
rupt?" he  says,  surprised  this  comes  up  at  all.  "Nearly  impossi- 
ble." His  manager,  Lighty,  adds:  "I'm  about  building  branded 
empires,  but  this  is  a  dictatorship.  Fifty  tells  me  what  he  wants, 
and  I  make  it  work." 

Fifty's  worldwide  success  (last  month  he  did  concerts  in  Tel 
Aviv,  Beirut  and  Moscow)  outrages  his  many  detractors.  They 
lament  the  riches  reaped  by  an  ex-thug  whose  profane  oeuvre 
celebrates  violent  crime,  contempt  for  women,  raw  sex,  mari- 
juana and  gunplay.  (His  second  album,  The  Massacre,  opens  with 
a  fusillade  of  some  50  gunshots  and  a  woman's  screams,  then 
unleashes  a  torrent  of  incendiary  "disses"  to  rival  rappers.)  After 
Reebok  signed  him  in  2003,  a  frequent  Fifty  critic,  Bill  O'Reilly, 
host  of  The  O'Reilly  Factor  on  Fox  News,  declared  on-air:  "If 
Lucifer  or  Beelzebub  could  sell  shoes,  [they'd]  hire  him,  too?" 

Yet  Fifty's  rough  image  got  him  here.  His  two  albums  have 
sold  over  20  million  discs  worldwide  in  spite  of  their  graphic  real- 
ism—or more  likely  because  of  it.  And  the  threatening  facade, 
these  days,  is  more  marketing  than  reality.  In  person,  despite  his 
imposing  6-foot  frame  and  bulging  biceps  from  daily  workouts, 


he  is  polite,  soft-spoken,  thoughtful.  He  insists  he  lives  a  quiet  life, 
rarely  goes  out  partying,  won't  use  narcotics  or  smoke  pot 
(despite  his  ode  to  weed,  "High  All  the  Time")  and  eschews 
alcohol.  Onstage,  he  guzzles  from  a  Hennessy  bottle.  His  fans 
don't  know  it  holds  only  iced  tea. 

The  rap  star,  moreover,  also  plies  a  message  of  belief  in  God, 
hard  work  and  wealth  creation,  his  rhymes  extolling  Mercedes- 
Benz,  Gucci,  Hennessy,  Dom  Perignon  and  dozens  of  other 
brand  icons — prospective  marketing  clients  all.  The  title  of  his 
first  CD:  Get  Rich  or  Die  Tryiri.  "The 
name  said  it  all,"  says  his  producer, 
known  as  Sha  Money  XL,  also  presi- 
dent of  Fifty's  G-Unit  Records. 
"That's  what  he  stood  for:  Do  or  die. 
There  was  no  Plan  B." 

"My  show  brought  me  the 
,  dough/that  bought  me  all  my  fancy 
things/my  crib,  my  cars,  my  clothes, 
,k    M  my  jewels,"  the  rapper  says  in  his 

huge  hit  "In  Da  Club."  Now,  however, 
Fifty  Cent  is  trapped  by  the  image  he 
so  rigorously  cultivated,  trailed  by  a 
violent  history  he  can't  seem  to  keep  in 
the  past.  "The  threats  on  his  life  are 
very  real.  Remember,  he's  only  a  few 
years  out  of  the  'hood,"  says  his  attor- 
ney, Theodor  Sedlmayer. 

Last  year  the  star  was  doing  a  live 
radio  interview  at  the  upstairs  studio 
of  a  New  York  radio  station  when 
gunfire  erupted  at  street  level  outside. 
The  media  played  it  as  a  Fifty  fiasco, 
though  Lighty  says,  "We  were  all 
upstairs,  it  had  nothing  to  do  with  us. 
But  we  got  smacked  with  it  anyway."  Says 
Fifty:  "My  past  is  my  shadow  everywhere  I 
go.  All  I  have  to  do  is  be  close  to  a  violent 
thing,  a  shooting,  and  they  say,  'Well,  you 
know  Fifty  Cent — he's  violent.'" 
He  believes  his  outlaw  image  hurt  ticket  sales  last  year  for  his 
autobiographical  film,  also  named  Get  Rich  or  Die  Tryiri.  Yet 
his  fans  and  critics  alike  expect  the  tough-guy  act.  When  he 
goes  against  type,  it  flops:  His  song  "God  Gave  Me  Style,"  a  sweet 
and  unprofane  paean,  "got  overlooked,"  he  says.  "You  become 
typecast.  If  you  go  off  and  write  something  different  that 
people  don't  expect,  bye-bye.  It's  easier  to  just  make  the  material 
people  like." 


Top 
*ap  Tour 


c 


URTIS  JACKSON  STARTED  OUT  WITHOUT  MUSICAL 
ambitions.  "I've  never  been  obsessed  with  it."  He  honed 
his  business  acumen  dealing  drugs  on  the  mean  streets 
I  of  South  Jamaica,  N.Y,  where  he  mastered  profit  mar- 
gins and  expenses,  distribution,  supply  chains  and,  well,  labor 
relations.  (To  coax  street-corner  dealers  into  hawldng  his  dope,  he 
offered  good  discounts — and  the  threat  of  a  good  beating.) 

His  mom  was  only  15  when  he  was  born,  and  she  left  him  in 
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Medicine  based  on  your  DNA?  It's  c 
business  and  academia  converge.  IBM  is  working  with  TGen  and  Arizona  State  University  to  help  turn 
genomic  discoveries  into  personalized  medicine.  Sped  along  by  advanced  algorithms  and  super- 
computing  power,  TGen  and  ASU's  Biodesign  Institute  now  process  billions  of  data  points  in  days  instead 
of  months  or  years.  The  IBM  Computational  Biology  Center  is  one  of  many  IBM  resources  you  can  draw  on. 
Want  innovation  for  results?  Talk  to  the  innovator's  innovator.  Call  on  IBM.  To  learn  more,  visit  ibm.com/innovation 


what  makes  you  special? 


Rap  Sheet 


•  MUSIC 

Get  Rich  or  Die  Try  in' 
The  Massacre 

(Shady/Aftermath/lnterscope) 
20  million  albums  sold  worldwide 


50  CEBIT   =  

the  care  of  her  mother,  Beulah  Jackson. 
Beulah  called  him  Boo-Boo,  and  he  still  calls 
her  Mom;  she  now  lives  in  a  $1.4. million  home 
he  bought  for  her  on  Long  Island.  Early  on  his  uncles  would  dis- 
patch him  to  pick  up  cocaine,  and  by  age  1 1  he  was  charging  a 
markup:  $125  for  what  had  cost  him  $100,  he  recounts  in  his 
ghostwritten  autobiography  From  Pieces  to  Weight.  By  junior 
high  he  was  supplying  resellers  twice  his  age.  In  his  freshman 
year  he  got  caught  with  crack  and 
got  18  months  of  probation.  A 
short  time  later  he  got  busted 
again  and  did  22  months  in  a 
Brooklyn  rehab  program.  He  was 
arrested  a  third  time,  at  age  19, 
and  he  avoided  a  nine-year 
prison  sentence  by  doing  six 
months  in  a  military-style  boot 
camp  in  upstate  New  York.  (He 
earned  his  high  school  equiva- 
lency diploma  there.)  He  got  out 
and  started  dealing  again,  and  by 
age  21  was  cruising  Queens  in  a 
white  Mercedes. 

And  then,  a  break:  His  car 
caught  the  eye  of  a  famed  rap 
pioneer,  Jason  "Jam  Master  Jay" 
Mizell  of  Run  D.M.C.  Mizell 
invited  him  to  pen  some  lyrics, 
then  signed  Jackson  to  his  label. 
A  few  months  later  Jackson 
picked  a  stage  name— one  that 
stirred  fear  in  hip-hop  circles: 
Fifty  Cent,  cribbed  from  a  mur- 
dered Brooklyn  drug  lord 
(Kelvin  Martin)  who,  as  the  orig- 
inal Fifty  Cent,  had  robbed  sev- 
eral rappers. 

Several  months  later  Colum- 
bia Records  signed  him  for 
$65,000,  and  Fifty  turned  most  of 
it  over  to  Mizell  to  get  out  of  their 
deal.  (Mizell  was  shot  and  killed 
in  2002.)  At  Columbia  Fifty 
recorded  "How  to  Rob,"  a  put- 
down  of  bigger  rappers  that  got 
him  noticed,  prompting  super- 
star Sean  "Jay-Z"  Carter  to  retort 
on  stage:  "I'm  about  a  dollar,  what 
the  ****  is  Fifty  Cent?"  That  bol- 
stered Fifty's  legitimacy. 

But  just  as  his  debut  album, 
Power  of  the  Dollar,  was  about  to 
come  out,  Fifty  was  ambushed 
outside  his  grandmothers  home 
and  gunned  down.  (Weeks  later  the 
shooter  was  shot  and  killed;  Fifty 


All  told,  Fifty  Cent's  portfolio  has  amassed  $500  million 
in  sales,  netting  him  at  least  $41  million  last  year  alone. 


•SNEAKERS 
G-Unit  Collection  (Reebok) 
At  least  4  million  sold 


•  VIDEOGAME 
50  Cent:  Bulletproof  (Vivendi) 
1.3  million  units  sold 

4 


•  RINGTONES 

"Candy  Shop"— -2.03  million  downloads 
"Just  A  Lil  Bit"— 1.11  million  downloads 
Fifty  Cent  collects  upwards  of  38 
cents  per  ringtone 


•  PUBLISHING  /  FILM 
Get  Rich  Or  Die  Tryin'  (2005) 
$46  million  worldwide 
box  office 
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denies  any  involvement.)  Columbia  dropped  him  a  short  time  later. 

Fifty  recuperated  in  Pennsylvania,  moving  in  with  his  then-girl- 
friend and  their  young  son,  Marquise,  now  age  10.  Fearing 
for  his  life,  he  wasn't  sure  how  he  could  return  to  a  recording 
studio  safely.  "He  literally  had  a  bounty  on  his  head,"  recalls  Sha 
Money  XL,  who  offered  the  rapper  a  secure  haven  in  his  basement 
recording  studio  where  they  laid  down  tracks  for  party  "mix  tapes." 
Their  hallmark  was  Fifty's  husky  grotto  voice,  a  result  of  getting 

shot  in  the  face.  His  circle  of 
cronies,  which  he  dubbed  G-Unit 
(now  a  brand  extension),  provided 
security,  and  he  began  wearing  a 
bulletproof  vest  in  public. 

The  mix  tapes  generated 
a  Fifty  following,  and  by  2002 
he  had  offers  from  Universal 
Music  and  Jive  Records.  But  rap 
phenom  Eminem  overheard  a 
tape  being  played  by  his  driver 
and  learned  of  Fifty's  street  "rep" 
as  a  reckless  thug.  He  and  his 
producer,  Andre  "Dr.  Dre" 
Young,  flew  Fifty  to  Los  Angeles 
to  see  for  themselves.  They  were 
disarmed  by  his  soft-spoken 
style;  when  Dre  offered  cham- 
pagne, Fifty  declined.  They 
signed  him  that  weekend  to  a  $1 
million,  five-album  contract,  in 
partnership  with  Interscope 
Records. 

Fifty  spent  his  first  $300,000 
registering  Fifty  Cent  and 
G-Unit  trademarks.  The  rest  he 
used  to  set  up  his  own  label, 
G-Unit  Records,  signing  up 
rappers  from  his  protective 
posse.  Thus  even  as  Interscope 
and  Eminem  and  Dre  would 
own  Fifty's  first  five  CDs,  he  had 
moved  to  own  the  output  of  a 
roster  of  new  rappers.  G-Unit 
now  is  a  profit  center  for  Fifty, 
selling  8.9  million  albums  to  date. 

In  2003  Fifty  hired  Chris 
Lighty,  a  New  York  manager  for 
hip-hop  notables  Missy  Elliott 
and  Busta  Rhymes,  to  manage 
the  G-Unit  brand.  First  stop: 
Hollywood.  Eminem's  rap-bio 
film,  8  Mile,  had  just  hit  $240 
million  in  ticket  sales,  and  Fifty 
dispatched  Lighty  to  Los  Angeles 
to  land  a  talent  agent.  (Lighty 
signed  up  William  Morris.) 
Lighty  also  courted  endorse- 


•  G-UNIT  RECORDS 
Albums  by  G-Unit  artists  Tony 
Yayo,  Lloyd  Banks,  Young 
Buck,  Mobb  Deep,  Olivia 
8.9  million  albums  sold 


•  CLOTHING 
G-Unit  Clothing  Co. 
$75  million  in  sales  last  year 


•  WATER 

"Formula  50"  (Glaceau  VitaminWater) 
$25  million  in  sales  last  year 


radish 


special  radish 


Can  a  mere  radish  drive  customer  loyalty?  In  a  way,  yes.  IBM  worked  with  a  major  grocer  to  develop  a 
scale  that  can  identify  and  price  produce  through  a  plastic  bag,  so  checkout  lines  move  faster.  Coupled 
with  business  innovations  like  RFID  inventory  control,  this  grocer  now  has  a  real  competitive  edge.  How 
did  it  happen?  IBM  put  together  a  team  of  Supply  Chain  Management  consultants,  systems  analysts  and 
engineers  who  melded  vendors,  variable  pricing  strategies  and  a  visionary  (literally)  scale.  Want  innovation 
for  loyalty?  Talk  to  the  innovator's  innovator.  Call  on  IBM.  To  learn  more,  visit  ibm.com/innovation 


what  makes  you  special? 


IBM  What  Makes  You  Special  arid  the  IBM  logo  are  registered  trademarks  or  trademarks  of  International  Business  Machines  Corporation  in  the  U 
and/or  other  countries.  Other  company,  product  and  service  names  may  be  trademarks  or  service  marks  of  others.  ©2006  IBM  Corporation.  All  r 
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ment  offers,  though  he  encouraged  Fifty  to 
reject  one  from  Bowflex  Fitness,  an  exercise 
equipment  brand,  even  though  it  would  have  paid 
the  rapper  $13  per  unit  soid.  Lighty,  mindful  of  Sean  "Diddy" 
Combs'  embarrassing  infomercial  for  an  acne  remedy,  persuaded 
his  boss  that  the  product  might  compromise  Fifty's  image. 

More  promising  was  a  $2  million  deal  they  signed  in-  2003 
with  Zingy,  a  ringtone  provider,  although  cellular  carriers  chafed 
at  plans  for  a  videogame  called  Free  Yayo.  Tony  Yayo  is  one  of 
Fifty's  G-Unit  rappers— but,  it  turns  out,  Yayo  also  is  slang  for 
cocaine.  Only  Cingular  picked  it  up. 

Meanwhile,  Fifty,  who  fancies  Armani  suits,  also  wanted  to 
build  a  clothing  label.  In  the  spring  of  2003  Lighty  secured  a 
licensing  deal  with  Manhattan  hip-hop  clothier  Ecko  Unlimited 
to  handle  G-Unit  Clothing.  Fifty  involves  himself  in  the  details, 
even  picking  denim  washes  and  logo  fonts.  The  G-Unit  line,  sold 
at  Macy's  and  the  like,  brought  in  sales  of  $55  million  the  first 
year,  on  which  Fifty  takes  a  royalty  cut  of  at  least  8%.  A  few 
months  later  Reebok  paid  the  rapper  $20  million  to  license  a 
G-Unit  sneaker  line,  priced  on  par  with  Jay-Z's  Reebok  series.  But 
Fifty  Cent  balked  at  the  $100-a-pair  price,  saying  it  would  price- 
out  some  of  his  fan  base,  and  Reebok  cut  it  to  $80.  The  rapper 
also  insisted  the  line  include  actual  fitness  sneakers  and  that  the 
color  scheme  match  the  G-Unit  logo.  At  least  4  million  pairs  of 
G-Unit  sneakers  have  been  sold. 

The  rapper  then  plowed  some  of  the  windfall  into  a  steal  of  a 
real  estate  deal:  He  bought  a  50-room  mansion  in  the  Hartford, 
Conn,  suburb  of  Farmington.  He  got  it  from  the  financially  trou- 
bled former  heavyweight  champ,  Mike  Tyson.  Fifty  boasts  that 
Tyson  paid  $12  million  for  it  in  the  late  1990s  and  sold  it  to  Fifty  for 
$4  million  in  2003 — and  that  today  it  is  appraised  at  $20  million. 

In  2004  Fifty  and  Lighty  diversified  into  water.  He  hooked  up 
with  a  Queens  firm,  Glaceau  VitaminWater,  letting  it  sell  a  flavor 
named  for  him — Formula  50 — in  exchange  for  a  small  equity 
stake  in  the  company.  Glaceau  sponsored  "Hydrate  or  Die  Tryin'" 
tailgate  parties  at  the  rapper's  Anger  Management  tour  last  year. 
Fifty  likens  the  company  to  a  small  record  label  that  gets  acquired 
by  a  giant;  build  this  firm,  he  says,  and  one  day  it  could  get 
bought  by,  say,  Coke. 

By  last  year  the  rapper  had  turned  to  acting,  persuaded  by 
Interscope  chairman  Jimmy  Iovine  to  star  in  the  biopic  of  his  life. 
Promotional  posters  pictured  a  pistol-toting  Fifty  Cent,  sparking 
complaints  from  antigun  protesters.  The  film's  studio,  Viacom's 
Paramount,  pulled  down  offending  billboards  near  Los  Angeles 
schools.  Fifty's  film  also  got  hurt  on  opening  weekend,  when  a 
patron  was  shot  in  a  theater  in  Philadelphia.  The  movie  took  in  a 
disappointing  $46  million  at  the  box  office.  But  he  has  gone  on  to 
play  a  supporting  role  in  a  military  movie  starring  Samuel  Jack- 
son; and  currently  he  is  exercising  even  more  than  usual  to  drop 
1 5  pounds  for  a  role  as  a  middleweight  in  a  boxing  flick,  in  which 
he  will  star  opposite  the  actor  Nicolas  Cage. 

Fifty's  third  album  is  due  this  Christmas,  hyped  perhaps  by  a 
branding  deal  in  the  works  with  Apple  Computer  for  a  line  of 
affordable  computers  aimed  at  inner-city  customers.  "I  control  the 
business,  I  make  the  decisions,"  says  Fifty  Cent,  who  dreams  of 
joining  the  Forbes  400.  "If  I  fail,  it'll  be  my  fault."  F 


50's  Dollar  Man 


IN  RAP  YEARS,  CHRIS  LIGHTY,  37,  IS  SOMETHING  of  an  old- 
timer.  The  Bronx  native  was  17  when  Run  D.M.C.  became  the 
first  rap  group  to  land  on  Billboards  Top  Ten  in  1986. 
Shortly  after,  he  launched  his  career  in  the  industry  by  haul- 
ing record  crates  for  hip-hop  deejay  Red  Alert.  Today  Lighty, 
founder  of  New  York's  Violator  Management  &  Records,  is 
one  of  the  industry's  most  influential  talent  managers,  guid- 
ing the  careers  of  hip-hop  headliners  like  Busta  Rhymes, 
Missy  Elliott  and,  of  course,  Fifty  Cent.  His  clients  have  sold 
more  than  30  million  albums  worldwide  and  earned  three 
Grammys.  "I  only  work  with  artists  I  love,  people  I'd  leave  my 
vacation  for  or  get  out  of  bed  at  3  a.m.  to  clean  up  a  mess 
for,"  he  says.  (No  comment  on  which  of  his  clients  have  re- 
quired such  services.) 

Lighty  was  a  protege  of  Def  Jam  Recording's  Lyor 
Cohen,  who  assigned  the  19-year-old  to  Rush,  his  fledg- 
ling talent-management  division.  Lighty  was  a  natural, 
adroitly  linking  his  hip-hop  acts  with  blue  chip  brands 
looking  for  edge — LL  Cool  J  was  one  of  the  first  such 
artists  to  land  a  commercial  with  the  Gap.  In  2000,  follow- 
ing Def  Jam's  sale  to  Universal  Music,  Lighty  struck  out  on 
his  own.  He  retained  Fifty  Cent  within  three  years. 

He's  currently  negotiating  with  Apple  Computer  Chief 
Steve  Jobs  over  a  Fifty-branded  line  of  low-cost  comput- 
ers. "He  is  setting  a  new  standard  in  the  music  business," 
says  Lighty.  "Let's  just  say  we  get  each  other."         — LG. 
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\  LITTLE  CAN  GO  A  LONG  WAY. 


HE  MIDSIZE  H3.  LIVING  UP  TO  THE  OFF-ROAD  REPUTATION  HUMMER  MADE  FA! 
STIMATED  20  MPG  HIGHWAY*  STARTING  AT  $29,500.* 


EHICLE  SHOWN  $33,683.'  *EPA  ESTIMATE.  <MSRP.  TAX,  TITLE,  LICENSE,  DEALER  FEES,  INSTALLATION  AND  OPTIONAL 

aUIPMENT  ARE  EXTRA.  1 .800.REAL.4WD  ©  GENERAL  MOTORS  CORPORATION,  2006. 


LIKE  NOTHING  ELSE: 


CLICKSTAR 


The  Digital  Redemption 

Can  MORGAN  FREEMAN  persuade  Hollywood  to  stop 

worrying  and  love  the  Internet?  By  Dorothy  Pomerantz 


ORGAN  FREEMAN  HEID 
court  at  the  Tribeca  Film 
Festival  in  April,  mesmer 
izing  a  crowd  of  900  fans 
with  his  lanky,  world-weary  pres- 
ence and  his  trademark  gravelly  voice.  He  spoke  about  his  roles 
in  Driving  Miss  Daisy,  The  Shawshank  Redemption  and  Million 
Dollar  Baby.  But  when  it  came  time  for  questions,  aspiring  film- 
makers in  the  audience  had  one  topic  in  mind:  ClickStar. 

ClickStar  is  an  unlikely  joint  venUire  between  chip  giant  Intel 
and  Freeman's  tiny  production  company.  Revelations  Entertain- 


ment. It  aims  to  distribute  films  over  the  Internet,  in  many  cases 
soon  after  they  arrive  in  theaters.  Freeman's  next  film  is  10  Items  or 
Less,  a  comic  tale  of  a  famous  actor  who  learns  about  real  life  after 
he  is  abandoned  in  a  strange  neighborhood.  ClickStar  will  show  it 
two  weeks  after  the  movie  premiers  in  theaters  this  fall. 

Tapping  Freeman's  celebrity  pals,  ClickStar  also  has  signed  up 
the  actor  and  director  Danny  DeVito  to  create  a  documentary  "chan- 
nel" on  the  site — Jersey  Docs.  Freeman  hopes  to  have  eight  celebrity 
channels  (including  his  own)  when  the  ClickStar  site  is  launched  later 
this  year,  letting  each  star  own  equity  in  his  or  her  channel  and  use 
it  to  recommend  films,  post  blogs  and  champion  new  filmmakers. 
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Introducing  motorola      exclusively  from  Verizon  Wireless. 

Ultra  thin.  Fully  loaded.  The  Q  comes  equipped  with  Windows  Mobile,®  email 
and  QWERTY  keyboard.  Powered  by  the  nation's  largest  high-speed  wireless 
broadband  network.  Never  before  could  you  do  so  much  with  so  little. 


Veri  Otlwireless 

www.verizonwireless.com/ 


Call  our  representatives  at  1.800.VZW.4  BIZ 

IMPORTANT  CUSTOMER  INFORMATION:  The  wireless  broadband  network  averages  400-700  kbps  based  on  our  network  tests  with  5MB  FTP  data  files,  without  compression,  available  in  181  major 
metropolitan  areas  covering  over  148  million  people,  and  is  expanding  coast  to  coast.  Actual  speeds  and  coverage  vary.  Coverage  limitations,  maps  &  details  at  verizonwireless.com.  Email:  Additional 
charges  apply.  Motorola,  Q  and  their  logos  are  trademarks  of  Motorola,  Inc. 


CLICKSTAR 


BfSH) 

Yet  for  decades  Hollywood  has  been  noto- 
riously  averse  to  disruptive  new  technologies.  This 
is  the  industry  that  feared  the  advent  of  television  and 
later  tried  to  get  the  U.S.  Supreme  Court  to  ban  VCRs;  more  recently 
it  used  lawsuits  to  vanquish  the  Replay  digital  recorder. 

"Hollywood  is  not  to  be  depended  on  for  this  kind  of  thing," 
says  Freeman,  69,  who  has  decades  of  experience  nudging  fretful 
Hollywood  executives  into  gambling  on  risky  projects. 
"Entertainment  has  always  been  led  around  by  the  nose  by  tech- 
nology, and  there's  no  reason  for  it,"  he  says.  "It's  ludicrous  to  think 
that  this  new  technology  is  going  to  come  along  and  we're  just 
going  to  bury  it  because  we're  afraid." 

But  Freeman  threatens  sacrosanct  turf:  the  exclusive  window 
that  studios  give  theaters  before  pushing  a  new  film  out  to  DVD, 
pay-per-view,  cable  and  beyond.  Today's  studio-backed  download 
sites,  CinemaNow  and  Moviel.ink,  offer  downloads  once  a  film 


Morgan  Freeman's  10  Items  or  Less  will  be  ClickStar's  first  film. 

hits  the  local  video  store,  typically  waiting  three  to  six  months  after 
a  film's  theater  debut  to  better  protect  box  office  and  DVD  sales. 
MovieLink,  with  1,700  titles  and  1  million  downloads  per  year,  is 
owned  by  big  studios  like  Sony  and  Warner  Brothers.  Lion's  Gate, 
Blockbuster  and  Microsoft  are  investors  in  CinemaNow,  with 
2,600  films,  which  does  similar  business. 

Freeman's  next  film,  made  for  $10  million  and  financed 
partially  by  Intel,  has  completed  filming  but  hasn't  yet  been 
shopped  to  distributors  and  theater  owners.  Neither  group  is 
likely  to  eagerly  embrace  the  notion  of  shortening  the  duration 
for  theaters  to  sell  popcorn  to  fans  showing  up  for  a  new 
Morgan  Freeman  flick. 

Worries  about  digital  piracy  pose  another  hurdle.  The  Motion 
Picture  Association  of  America  argues  that  DVD  piracy  and  boot- 
leg copies  covertly  videotaped  in  theaters  deprived  Tinseltown 
moguls  of  $3.8  billion  last  year  (never  mind  that  thieves  who 
watch  free  or  cheap  knockoffs  may  never  have  been  willing  to  pay 
list  price  to  see  the  original). 

Freeman  is  betting  on  Intel  technology,  coupled  with 
Microsoft's  software  for  managing  digital  rights,  to  overcome  the 
doubts.  He  is  a  bit  miscast  as  an  evangelist  for  the  high-tech  world. 
He  spends  much  of  his  free  time  at  his  1 20  acre  ranch  in  Clarks- 
dale,  Miss,  and  uses  his  computer  mostly  for  "playing  solitaire 
without  having  to  shuffle  the  cards."  For  technical  support  he  calls 


his  partner  in  Revelations,  Fori  McCreary,  one  of  the  few  Holly- 
wood suits  with  friends  at  Intel  and  a  degree  in  computer  science. 

McCreary  first  hooked  up  with  Intel  execs  at  Cannes  in  1998. 
She  helped  them  understand  the  cost  of  special  effects,  and  Intel 
pushed  new  standards  that  now  let  filmmakers  churn  out  cheap 
effects  on  desktop  computers.  "We  know  microprocessors,  and  she 
knows  entertainment,"  says  Kevin  Corbett,  head  of  Intel's  Digital 
Home  Group.  "So  we  can  get  together  and  solve  problems." 

McCreary  and  Freeman  had  spent  many  long  lunches  dis- 
cussing their  frustration  with  the  glacial  pace  of  the  Show  Bi/. 
bureaucracy  and  the  industry's  fear  of  change.  In  2004  they  started 
including  Intel's  Corbett  in  their  talks.  Intel  built  a  $100,000  digital 
"home"  at  Revelations'  offices  in  Santa  Monica,  Calif,  tapping  the 
production  skills  of  McCreary.  The  mock  home  is  laid  out  like  a 
movie  set,  with  a  living  room,  bedroom,  kid's  room,  even  a  neigh- 
boring house.  Visitors  see  how  a  movie  on  ClickStar  can  be  down- 
loaded to  a  computer,  then  sent  to  various  TV  sets,  laptops  and 
portable  media  players. 

Freeman  gives  tours  of  the  home  to  his  closest  colleagues, 
wooing  and  wowing  the  likes  of  Tom  Hanks,  Clint  Eastwood,  Ron 
Howard  and  Danny  DeVito.  "I  didn't  understand  every  little  detail 
of  the  chips,"  DeVito  says,  "but  I  wanted  to  know  how  I  could  fit 
into  this  as  a  content  provider." 

ClickStar  is  meant  to  prod  Hollywood  farther  into  the  digital 
age.  Last  year  Revelations  and  Intel  each  pitched  in  $5  million  to 
start  the  venture,  enough  to  set  up  the  Web  site,  rent  server  space 
and  outsource  billing  and  content  management. 

Intel  also  contributes  an  undisclosed  sum  to  a  ClickStar- 
related  fund  that  will  buy  "worldwide  broadband  rights"  for 
films  not  yet  made,  targeting  fledgling  works  that  get  over- 
looked by  the  major  studios.  The  download  service  gives  Intel  a 
chance  to  show  off  its  new  Viiv  platform,  which  lets  a  user  move 
video  around  the  home.  Intel  hopes  Viiv  will  help  usher  in  a 
new  era  of  media  servers  and  boost  flagging  PC  sales.  That 
could  take  a  while.  So  far  it  hasn't  been  proven  that  film  down- 
loads can  turn  a  profit;  MovieLink,  extant  since  2002,  has  yet  to 
make  it  into  the  black. 

Fully  36%  of  America's  112  million  households  now  have 
broadband  Internet  access,  making  them  ClickStar-ready.  Zapping 
a  film  to  your  PC  can  take  as  little  as  20  minutes  by  cable  modem, 
but  so  far  only  2.5  million  homes  use  PCs  in  the  living  room  to 
watch  television,  says  research  firm  IDC.  It  says  that  could  rise  to 
3.9  million  next  year.  Installing  a  Viiv  system  to  send  PC  films  to  a 
TV  set  could  cost  $1 ,000  per  home. 

Freeman's  fantasy  is  that  ClickStar  will  stir  big  download 
demand  in  two  years,  but  he  knows  that  audiences  will  determine 
the  outcome.  "This  could  die  miserably,"  he  allows.  "Worst  case 
scenario:  No  one  ever  goes."  F 
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EFFREY  MACPHE1 
cocted  a  strange  recipe 
ignore  Hollywood,  build  a 
apartment  in  Vancouver  ar 
with  a  few  pals  while  all  c 
Yet  somehow  the  32-year- 
emerged  as  an  early  bre£ 
dawning  era  of  video  pod 

Macpherson  plays  th 
Tiki  Bar  TV,  a  periodic  ser 
filled  vignettes — each  lasts 
utes — available  only  by  doi 
Web  site,  Tikibartv.com  c 
service  for  the  iPod.  He 
white  smock,  stethoscope 
pad,  and  when  a  characte 
consultation,  Macpherson 
prescribes  therapy:  a  pot 
fancy  name  and  myriad  ki 
keep  it  real,  Macpherson  ar; 
drink  the  elixir  on  camen 
one  reason  it  takes  them  si 
what  gets  boiled  down  to,  s 

Yet  Tiki  Bar  TV  has  wo 
ing  since  its  debut  early  la, 
episode  went  online  June  2 
draws  300,000  or  so  view 


Who  N< 

Not  Jeff  Macpherson,  one 


■  •  ; 

In  buances 


TV?  Ask  the  Pod  People. 

f  videos  can  be  downloaded  to  an  iPod  or  PC.  Apple  sells 
nd  Shakira  music  videos  for  $1.99.  NBA  highlights,  absurd 
Ricky  Gervais  and  amateur  ninja  cartoons  are  free. 


diting,  lighting  and  cine- 
s,  will  be  able  to  sidestep 
nd  draw  large  audiences 
d  will  hire  some  of  them, 
jrk  suit  called  him  recently, 
im  to  make  a  podcast  for 
f  an  overseer  who  would 
m  notes"  on  what  should 
cpherson  declined.  "It 
backwards.  I  have  a  show 
— why  do  I  want  network 

lans  to  stick  to  his  more 
ts,  as  he  has  since  his  pithy 
ry  first  episode  of  Tiki  Bar 
so  much  for  joining  us  on 
t  of  The  Tiki  Bar.  If  youd 
f  this,  or  even  if  you  don't, 
ts  ass.  It's  the  Internet.  Just 
]  stop  us."  F 
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It  took  a  million  online  friends  to  make  comic  DANE  COOK  a  star. 

By  Amanda 


OME  18,000  PUMPED  FANS 
crowd  into  Bostons  TD  Banknorth  Garden 
on  a  recent  evening,  hoarse  and  sweaty  and 
impatient.  For  half  an  hour  they  chant,  over 
and  over,  "We  want  Dane!"  Some  have  paid 
brokers  $500  to  be  here.  When  Dane  Cook 
finally  takes  the  stage,  the  place  erupts  in  a 
deafening  roar. 

It  is  a  rock  star's  welcome — for  a  stand- 
up  comic.  Cook  is  34,  trim,  hot-looking  and 
one  of  the  hottest  new  comedians  around. 
Retaliation,  his  latest  (and  second)  album, 
debuted  at  No.  4  on  the  Billboard  music 
charts,  the  highest  any  comic  has  hit  since 
Steve  Martin  in  1978. 

Cook  also  has  landed  a  deal  with  Time 
Warner's  HBO  channel.  HBO  filmed  his 
show  at  the  Garden,  usually  home  to  the 
Boston  Celtics,  for  a  one-hour  special  to  air 
in  September.  HBO  also  wants  Cook  to 
produce  a  new  series.  And  it  plans  to  run 
Tourgasm,  a  nine-part  documentary  series 
he  shot  on  tour  last  year.  Else- 
where, he  landed  $1  million  to 
costar  in  Employee  of  the  Month,  a 
film  due  this  fall.  He  is  shooting  Mr.  Brooks, 
a  murky  thriller  with  Kevin  Costner  and 
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DANE  COOK 


Demi  Moore,  ana 
will  soon  start  a  com- 
edy with  Steve  Carell,  the 
40- Year-Old  Virgin. 

Oh,  and  Time  magazine  just  named 
him  one  of  the  100  most  influential  people 
in  the  world;  Saturday  Night  Live  had  him 
host;  and  he  has  had  to  deny  tabloid 
reports  that  he  bedded  Jessica  Simpson. 

So  where  did  this  guy  come  from?  Dane 
Cook  arguably  is  the  first  Internet-made 
stand-up  comedy  star.  Jerry  Seinfeld,  Ray 
Romano  and  others  played  club  dates, 
grabbed  a  few  TV  gigs  and  later  got  their 
own  sitcoms.  Cook  started  in  the  clubs,  too, 
but  he  has  forged  an  alternate  route  to  star- 
dom that  barely  requires  leaving  the  bed- 
room. He  has  plugged  himself  and  his 
humor  online  for  six  years.  "I've  never 
thought  I  was  an  8:30  kind  of  guy,"  he  says 
(8:30  p.m.  being  a  popular  sitcom  time  slot). 

Cook  is  a  superstar  in  the  teeming, 
cliquish  world  of  MySpace,  the  let's-be-pals 
site  that  News  Corp.  paid  $600  million  to 
acquire  last  year.  Millions  of  people  post 
personal  profiles  on  MySpace,  inviting 
others  to  link  to  their  pages  as  "friends." 

Cook  erected  his  page  in  late  2003,  fill- 
ing it  with  daily  tidbits  and  links  to  a  sepa- 
rate personal  Web  site,  DaneCook.com, 
where  fans  can  hear  his  raunchy  jokes  and 
see  video  clips  of  his  latest  gigs.  Since  then 
a  startling  1.2  million  MySpace  "friends" 
have  linked  to  his  MySpace  page,  an  ador- 
ing audience  ripe  for  his  personal  plugs. 

"Dane  has  used  the  Internet  to  create 
and  maintain  a  unique  relationship  with 
his  audience,"  says  Chris  Albrecht,  chief  of 
HBO.  "It's  a  way  for  people  to  spread  the 
word  about  Dane  among  themselves,  as 
opposed  to  someone  trying  to  advertise 
their  way  into  a  fan  base." 

His  humor  is  ideal  for  MySpace, 
known  for  an  abundance  of  come-hither 
mug  shots  and  ribald  flirting.  Cook  is 
an  R-rated  Seinfeld,  musing  on  the 
mundane  but  spicing  it  up  with  graphic 
yarns  of  sexual  encounters  and  furious 
pantomime. 

Cook  grew  up  with  a  brother  and  five 
sisters  in  Arlington,  Mass.,  graduating  from 
high  school  in  1990,  skipping  college  to  do 
six  nights  a  week  of  stand-up  in  local  clubs. 
Soon  he  was  earning  $100  a  night.  In  1995 
his  manager  secretly  invited  ABC  network 
execs  to  a  New  York  gig,  which  led  to  a 


pilot  for  a  hidden-camera  reality  show.  It 
wasn't  picked  up,  but  Cook  got  $75,000. 

In  1999  came  two  pivotal  moves:  Cook 
spent  $50  to  put  up  an  early  Web  site,  an 
online  billboard,  and  signed  on  with  Com- 
edy Central  for  a  half-hour  special.  It  aired 
in  2000  and  was  so  popular  that  the  cable 
channel  reran  it  three  times  a  week  for  a 
while.  Cook  was  paid  only  $15,000,  a  one- 
time fee.  The  real  payoff  came  online:  His 
crude  Web  page,  which  got  only  50  or  so 
visitors  each  week,  suddenly  jumped  to 
4,000  hits  a  week. 

That  inspired  him  to  spend  $30,000— 
everything  he  had  in  the  bank— to  hire  a 
slick  Web-design  firm  to  upgrade  his  site  to 
play  his  comic  bits,  handle  online  sales  of 
CDs  and  T  shirts  and  offer  updates.  He 
trolled  teen-oriented  chatrooms  to  learn 
what  kids  do  on  the  Web:  "I  want  you  to 
know  I'm  not  a  pedophile,  I'm  29  years  old, 
I  just  want  to  know  what's  cool." 

Soon  he  made  his  way  to  MySpace, 
putting  up  his  page  in  December  2003, 
three  weeks  before  the  site  officially 
opened.  To  promote  his  HBO  gig  at  the 
Garden  in  Boston  last  month,  he  began 
touting  it  on  his  MySpace  page  in  January, 
revealing  details  of  a  password-only 
advance  ticket  sale  for  die-hard  fans.  His 
two  shows  sold  out  in  less  than  a  week;  the 
show's  promoters  didn't  have  to  spend 
$125,000  they  had  budgeted  for  ads. 

Barry  Katz,  Cook's  manager,  says  he  takes 
pride  in  being  out  ahead  of  his  clients  on  new 
entertainment  trends,  "but  in  this  case, 
Dane  was  one  step  ahead  of  me  and  the  rest 
of  the  comedy  community — and  the  world" 

Cook  saw  stand-up  as  a  back  door  to  his 
real  aim  of  acting,  writing  and  producing,  he 
says,  and  he  always  wanted  to  build  his  own 
brand.  "I  wanted  a  Bat  signal,  my  Nike 
swoosh.  I  wanted  to  be  a  mogul,  but  in  the 
coolest  possible  way '  Today  his  would-be  logo 
is  an  oddball  symbol  he  calls  the  SuFi 
("SOO-fye"),  for  "SuperFingerr  a  variation  on 
the  obscene  hand  gesture  of  a  single  extended 
middle  finger.  In  his  case  he  doubles  up  to 
use  the  middle  and  ring  fingers  together,  as 
if  he  is  twice  as  ticked  off. 

Fans  love  it.  And  on  MySpace,  they  feel 
responsible  for  his  success.  "It's  fantastical!" 
one  MySpace  "friend"  wrote  in  a  post  to 
Cook's  page  the  other  day.  "I'm  so  happy 
you  are  finally  getting  the  recognition  you 
deserve  . . .  Su-Fi  for  life!"  F 
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ROBIN  LEACH 


The  Opportunist 

ROBIN  LEACH  became  a  celebrity  in  the  1980s  tracking 

the  rich  and  famous.  Now  he  uses  his  red-carpet  currency 
to  get  rich  in  Las  Vegas.  By  Matthew  Miller 


HEW  YEARS  AGO  ROBIN 
Leach  was  just  another  has-been.  After  a 
14-year  run  exploiting  the  jet  sets  "champagne 
wishes  and  caviar  dreams"  as  the  smarmy  and 
unctuous  anchor  of  TV's  Lifestyles  of  the  Rich 
and  Famous,  Leach  left  the  celebrity  spotlight 
in  1996.  He  lived  in  New  York  and  made  do 
recording  voice-overs  for  fast-food  ads  and 
hosting  late-night  infomercials  hyping 
Caribbean  vacations.  In  2003  he  was  first  to 
be  voted  off  the  barely  watched  (and  short- 
lived) ABC  reality  show  I'm  a  Celebrity,  Get 
Me  Out  of  Here! 

But  on  a  recent  steamy  night  in  Las 
Vegas  Leach  was  back,  and  he's  one  of  the 
coolest  celebs  in  town.  Having  dropped  his 
Jaguar  off  with  the  valet,  the  64-year-old  bon 
vivant — now  grayer  on  top  and  plenty  of 
pounds  more  prosperous  at  the  waistline 
than  he  was  on  TV — struts  through  the 
Venetian  resort  and  into  a  nightclub  called 
Tao.  Clad  in  black  sunglasses  (though  it's  10 
ofclock  at  night),  a  rumpled  Tommy  Bahama 
shirt  and  a  tan  blazer — and  accompanied  by 
a  perfect  platinum  blonde  less  than  half  his 
age — Leach  gets  whisked  to  a  coveted  table 
just  off  the  dance  floor. 

"You  can  still  be  a  gunslinger  in  Vegas," 
he  beams,  between  sips  of  Veuve  Clicquot 
and  puffs  on  his  Montecristo  cigar.  "The 
word  'no'  doesn't  exist  here." 

Sin  City  has  reignited  Leach's 
fame — and  his  earning  power.  He 
spends  six  nights  a  week  slinging 
gossip  in  Las  Vegas  clubs  and 
restaurants,  writing  a  daily  col- 
umn for  AOL  called  "Luxe  Life 
with  Robin  Leach."  In  it,  he  muses 
on  the  partying  habits  of  Hollywood 
stars  (Paris  Hilton  and  the  cast  of  Entourage 
are  favorites)  and  spots  au  courant  casino 
trends  (the  suites  in  George  Maloof  s  new 
Fantasy  Tower  at  the  Palms  got  great  play). 
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"When  your 
business  is 

A  MATTER 
OF  LIFE 
AND  DEATH, 
WHICH 
COUNTRY 
GIVES  YOU 
AREAL 
FEELING  OF 
SECURITY  V 

Lars  Rebien 
Sorensen  of 
Novo  Nordisk 
needed  a 
workforce  he 
could  trust. 
He  found  it 
in  France. 


"Celebrities  used  to  be  larger  than  life," 
he  says,  but  today  they  have  lost  their  mys- 
tique to  the  tabloid  culture.  "Teens  see  an  era 
of  the  accessible  celebrity,"  Leach  adds,  and 
stardom  has  never  been  more  disposable. 

"Luxe  Life"  was  launched  a  year  ago  and 
garners  1 .5  million  unique  readers  a  month, 
earning  Leach  "a  good  living  but  not  yet 
enough  to  retire  on."  More  important,  he 
parlays  this  perch  into  stakes  in  Vegas- 
centered  media  deals.  He  is  partners  with 
Sony  and  C3  Communications  in  a  deal  to 
build  a  $10  million  high-definition-TV  stu- 
dio in  a  Strip  casino  (which  one,  he  won't 
say).  The  studio,  VegasHD,  will  open  in  2007, 
complete  with  a  soundstage  for  TV  produc- 
tion, plus  editing  and  recording  studios.  "I 
want  to  create  a  media  platform  that  will  rival 
those  in  Los  Angeles  and  New  York,"  says 
Leach,  who  put  $1  million  into  the  venture. 

Leach  also  is  a  partner  in  Watchit 
Media,  a  $2  million  (sales)  outfit  that  sup- 
plies travel  programming  to  hotel  rooms. 
He  recently  hosted  ten  one-hour  episodes 
of  a  new  VH 1  "celebreality"  show  called 
Fame  Games,  taped  in  Las  Vegas.  All  this, 
plus  paid  public  appearances  at  $15,000  to 
$25,000  apiece,  produces  an  annual  income 
in  "the  seven  figures,"  Leach  says.  He  claims 
to  be  worth  several  million  dollars  and  says 
he  gives  a  lot  of  his  money  to  such  causes  as 
research  into  Alzheimer's  disease. 

Robin  Douglas  Leach  grew  up  the  son 
of  a  vacuum  cleaner  sales  manager  in  a 
suburb  north  of  London.  He  became  a 
reporter  for  the  Harrow  Observer  at  age  1 5 
after  deferring  admission  to  the  London 
School  of  Economics.  Three  years  later  he 
took  a  job  writing  for  the  Daily  Mail.  He 
moved  to  New  York  in  1963,  where  he  sold 
shoes  before  launching  a  small  pop  music 
glossy  called  GO.  When  GO  was  sold  to 
Curtis  Publishing  in  1968,  Leach's  cut 
made  him  a  millionaire.  In  the  1970s  he 
was  the  entertainment  editor  for  Rupert 
Murdochs  first  American  tabloid,  the  Star. 

In  1980  he  helped  put  together  the  pilot 
for  Entertainment  Tonight.  He  contributed 
to  the  show  until  1983,  when  he  started 
Lifestyles  of  the  Rich  and  Famous — in  which 
he  owned  a  30%  stake.  Leach  offered  the  role 
of  host  to  a  young  Hollywood  hunk,  who 
then  demanded  that  he  be  allowed  to  bring 
an  entourage  on  the  road.  Leach  withdrew 
the  offer  and  filled  the  job  himself. 

For  a  decade  and  a  half  Leach  traveled  the 


globe  with  a  producer  and  a  cameraman,  cap- 
turing weekly  glimpses  of  castles  in  Germany, 
solid-gold  apartments  in  Hong  Kong  and  the 
homes  of  Hugh  Hefner,  Joan  Collins  and  le- 
gions of  other  celebrities.  His  favorite  episode: 
chronicling  the  lavish  life  of  the  royal  family 
of  Monaco.  Lifestyles'  genetic  code  lives  on 
today  in  myriad  successors,  from  MTV's 
Cribs  to  VHl's  The  Fabulous  Life  Of... ,  nar- 
rated by  a  basso-voiced  Brit  who  sounds  rather 
Robin-iike.  "An  imposter'  Leach  says  proudly. 

Leach  shut  down  the  operation  in  1996. 
"I  was  tired  and  not  making  very  good  tele- 
vision anymore."  (Leach  and  his  partner, 
syndicator  Rysher  Entertainment,  sold  the 
entire  Lifestyles  library  as  part  of  a  broader 
sale  to  Broadcast.com  billionaire  Mark 
Cuban  in  2001;  Cuban  sold  the  rights  to  a 
private-equity  firm  in  February.) 

Leach  went  to  work  doing  voice-overs. 
He  then  helped  jump-start  the  Food  Network, 
consulting  behind  the  scenes  and  hosting 
shows  that  were  shot,  among  other  places,  in 
Atlantic  City,  N.J.  There  he  befriended  Robert 
Goldstein  and  William  Weidner,  who  both 
later  joined  billionaire  Sheldon  Adelson's  Las 
Vegas  Sands. 

In  1999  the  two  execs  asked  Leach  to 
wrangle  some  celebrity  chefs  to  open  restau- 
rants in  Adelson's  Venetian  resort  in  Vegas, 
and  Leach  relocated  there  from  New  York 
He  persuaded  Wolfgang  Puck  to  open 
Postrio,  then  got  Emeril  Lagasse  to  open  Del- 
monico.  Today  Leach  says  his  small  stake 
in  LVS  is  a  "significant"  portion  of  his  net 
worth;  the  stock  is  up  75%  since  January. 

He  also  shot  a  pilot  for  a  late-night  talk 
show,  Penthouse  Vegas,  which  aired  on  35 
stations  but  never  got  picked  up.  He  then 
spent  time  consulting  for  restaurants  and 
reporting  for  a  local  TV  station  before  start- 
ing the  AOL  column  a  year  ago. 

These  days  "Luxe  Life"  offers  video  of 
some  of  the  hot  spots  Leach  writes  about — 
and  gives  readers  a  chance  to  make  hotel 
reservations  online.  He  even  gets  a  cut  of  the 
action — 5%  or  so.  Leach  plans  to  create  more 
radio  and  television  content  for  AOL. 

And  he  wants  to  ensure  that  what  hap- 
pens in  Vegas  . . .  leaves  Vegas.  Once  the  new 
VegasHD  studio  is  up  and  running,  Leach 
says  he  will  bring  TV  cameras  to  the  party. 
He  dreams  of  creating  a  cable  channel:  all 
Vegas,  all  the  time.  "With  all  the  clubs  and 
casinos,  the  content  is  already  here,"  he  says. 
"We  just  need  the  will  to  harness  it."  F 
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Mobile-Phone  Messiah 


The  next  frontier  for  chips  is  in  low-end  cell 
phones  in  developing  nations.  The  GSM  Associa- 
tion, an  industry  consortium,  figures  that  of  the 
80%  of  the  people  globally  who  live  within  wire- 
less networks,  only  25%  have  cell  phones — mean- 
ing a  potential  market  of  4  billion. 

A  big  winner  here  will  be  TEXAS  INSTRUMENTS 
(31,  TXN),  which  invented  the  integrated  circuit  in 
1958,  ushering  in  the  digital  age.  Nowadays  TI 
focuses  on  chips  for  cell  phones  (60%  of  them  use 
its  chips).  The  company  has  developed  a  chip  that 
combines  on  one  piece  of  silicon  all  the  functions 
of  a  typical  no-frills  cell  phone.  These  will  go  in 
easy-to-assemble,  low-cost  phones  for  emerging 
markets. 

At  the  high  end,  Texas  Instruments  is  among 
the  largest  suppliers  of  application  processors  for 
advanced  handsets  capable  of  video  and  Internet,  a  market  that 
should  double  this  year  to  100  million  units.  For  TI  that  means 
twice  the  revenue  per  phone,  says  UBS  analyst  Thomas  A.  Thorn- 
hill.  The  company  improved  its  operating  margin  to  21.5%  in  this 
year's  first  quarter  from  16.7%  the  year  before.  He  also  applauds 
TIs  January  purchase  of  Chipcon,  further  pushing  it  into  high- 


margin  analog  chips. 

For  the  first  quarter,  earnings  rose  42%  to  $585  million  on 
$3.3  billion  in  revenue;  in  2005  they  grew  25%  to  $2.3  billion  on 
$13.4  billion.  The  stock  is  up  14%  over  the  past  year,  but  at  20 
times  trailing  earnings,  it  is  cheaper  than  the  Philadelphia 
Exchange  Semiconductor  Index's  27  multiple. — David  Armstrong 


Not-So-Golden  Years 

If  demographics  is  destiny,  then  SUNRISE 
SENIOR  LIVING  (31,  SRZ),  the  largest  player 
in  assisted-living  com- 
munities for  the  elderly, 
truly  is  golden.  As  the 
population  ages,  Sunrise 
has  expanded  to  run 
423  properties  world- 
wide. Revenue  was  up 
26%  to  $1.8  billion  last 
year,  earnings  up  57%  to 
$79.7  million.  The  stock  has  doubled  in 
the  past  two  years. 

But  trouble  follows  this  company.  It 
announced  a  delay  in  first-quarter  earn- 
ings while  it  reviews  the  accounting  treat- 
ment for  the  33  ventures  it  co-owns  with 
others.  With  such  joint  ventures,  Sunrise 
should  get  a  proportional  share  of  the 
profit.  Example:  A  20%  stake  would  bring 
it  20%  of  the  earnings.  Bui's  think  the  TV 


Stock  price 
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matter  is  just  a  hic- 
cup for  Sunrise. 

Well,  it  isn't  that 
easy  to  shrug  off. 
Sunrise's  bookkeep- 
ing on  this  issue 
is  as  murky  as 
the  Medicare  drug 
rules.  In  2005  Sun- 
rise showed  $13.2 
million  in  earnings 
from  the  joint  ven- 
tures. To  figure  out 
this  profit  result, 
the  company's  filing 
says  it  relies  on  a 
"hypothetical  liquidation"  of  assets  in  the 
TVs.  Nothing  beyond  this.  Bradley  Rush, 
Sunrise's  chief  financial  officer,  will  say 
only  that  the  review  concerns  "allocation 
of  profits  and  losses"  between  it  and  rv 
partners. 


There  are  other 
accounting  problems.  Jill 
Lehman,  an  analyst  at  the 
Center  for  Financial 
Research  &  Analysis, 
doesn't  like  the  fact  that 
a  sizable  chunk  of  Sun- 
rise's cash  flow  from 
operations  in  2005  came 
in  the  form  of  accrued 
expenses  that  increased 
tenfold  to  $68.8  million 
since  2003.  Rush  says  the 
increment  reflects  not 
any  slowdown  in  bill- 
paying  but  rather  the  cost 
of  3,000  employees  from  two  acquisitions. 

And  add  in  the  uncertain  liability 
exposure  from  the  bus  fire.  The  23  old 
people  who  died  fleeing  Hurricane  Rita 
were  residents  of  a  Sunrise  home.  We  say 
short  the  stock.    —Elizabeth  MacDonald 
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"France  offers  a  proven 
infrastructure  and 
a  workforce  that's  capable 
of  manufacturing  at  the 
highest  quality.  It's  given 
us  total  confidence 
that  we  can  implement 
a  large-scale  project 
without  jeopardizing  our 
chain  of  supply." 


Novo  Nordisk's  CEO 
Lars  Rebien  Sorensen 
explains  why  he  can  rely 
on  the  French. 


You've  chosen  France  as  a  new  production 
site  for  your  new  FlexPen" .  Why? 

The  FlexPen®  is  the  most  advanced  injection  device  prefilled 
with  insulin  and  will  make  life  easier  for  millions  of  people 
with  diabetes.  It  is  a  product  that's  crucial  to  our  global 
success.  So  we  needed  to  be  absolutely  sure  that  when  we 
expanded  production,  we  could  make  it  work.  We've  been 
very  impressed  by  the  quality  of  the  labor  force  that  we've 
recruited  in  France  and  by  the  relationships  we've  established 
with  the  local  authorities. 

What  does  France  offer  the  foreign  investor? 

A  proven  infrastructure  and  a  workforce  that's  capable  of 
manufacturing  to  the  highest  quality.  It's  given  us  total  confi- 
dence that  we  can  implement  a  large-scale  project  without 
jeopardizing  our  chain  of  supply.  And  France  is  a  big  country. 
It's  one  of  the  markets  that  matters  the  most. 

But  this  is  the  age  of  globalization. 

Why  aren't  you  manufacturing  in  a  country 

with  lower  overheads? 

The  volume  of  our  business  is  going  up  by  around  10  percent 
a  year.  Our  customers  depend  on  the  insulin  we  produce. 
We  cannot  afford  to  make  mistakes.  In  France,  we  can  rely  on 
stable  production  and  the  highest  quality  product. 

Do  you  worry  about  French  labor  relations? 

No.  We've  never  had  any  labor  disputes  at  our  factory  in 
Chartres.  When  people  know  that  they're  being  respected  and 
that  their  input  is  valued,  then  they  want  to  work  for  the 
company.  The  French  have  responded  brilliantly  to  our  way 
of  doing  things. 


Novo  Nordisk 
in  France 

•  World's  largest  manufacturer 
of  insulin  with  92  million 
PenfiU"'  cartridges  and 
18  million  FlexPen"  units 
produced  in  France  in  2004 

•  95%  of  Novo  Nordisk's 
French  production  is  exported 

•  €  130  million  to  be  re-invested 
in  Chartres  production  facility 


What  about  the 
bureaucracy? 
Is  France 
over-centralized  ? 

Personally,  I've  been 
struck  by  the  strength 
of  local  government 
there.  For  the 
FlexPen®,  it  was  our 
French  unit  which 
came  up  with  the 
winning  proposal 
by  working  out 
a  collaborative  project 
with  the  local  authori- 


ties. They've  been 
very  supportive,  providing  tax  incentives  and  putting 
a  curriculum  together  in  local  technical  schools  that  will  ensure 
we  get  the  qualified  personnel  we  need  to  operate  the  plant. 
We  couldn't  have  done  it  without  them.  They're  definitely 
pro-business. 


What  do  you  admire  most  about  France? 

France  gave  the  world  Louis  Pasteur.  It's  one  of  the  few 
European  countries  with  a  strong  local  pharmaceutical  industry 
and  it's  got  a  strong  tradition  in  biotechnology.  That  adds  up 
to  skills  in  pharmaceutical  manufacturing  which  are  essential  for 
the  job  we  do. 

Denmark  is  famous  for  contemporary 
design  and  innovation.  Isn't  France  far  more 
traditional? 

Are  you  kidding?  Look  at  medicine  and  pharmaceuticals.  Look 
at  the  car  industry,  aviaiion,  space  and  telecommunications.  The 
French  are  among  the  most  inventive  people  in  the  world. 

Now  is  the  time  to  invest  in  France. 
To  find  out  how  the  Invest  in  France  Agency 
has  helped  some  of  the  world's  leading 
companies  and  what  it  can  do  for  you, 
visit  www.thenewfrance.com 


The  new  France.  Where  the  smart  money  goes. 
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Vincent  H.S.  Lo,  Chairman  and  Chief  Executive  Officer,  Shui  On  Group, 
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Olivia  Lam,  Group  CEO  and  President,  Hyflux  Ltd.,  Singapore 
Yoshihiko  Miyauchi,  Chairman  and  CEO,ORIX  Corporation,  Japan 
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*  Delegate  attendance  at  the  Forbes  Global  CEO  Conference  is  by  invitation 
only  and  limited  to  qualified  titles  (usually  Chairman,  Vice  Chairman,  CEO 
and  President). 
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Portfolio  Strategy  Kenneth  L  Fisher 


NO  NEWS  IS 
GOOD  NEWS 


YOU  COULD,  IF  YOU  WERE  PREDISPOSED  TO  PES- 
simism,  find  much  in  the  news  to  despair  over: 
global  warming,  abuses  by  the  military,  loose  bor- 
ders. But  think,  also,  about  the  bad  news  that  you 
are  not  seeing:  recession,  runaway  inflation,  oil 
embargo,  unemployment.  You  shouldn't  let  gloomy  thoughts 
stop  you  from  buying  stocks. 

When  I  see  the  headlines  these  days  about  illegal  immigra- 
tion, I  am  reminded  of  some  gloomy  news  from  28  years  ago. 
The  cult  leader  lim  Jones  had  led  900  followers  to  their  death  in 
the  Guyana  jungle.  The  fact  that  this  tragedy  occupied  front 
pages  for  a  long  stretch  was  evidence  that  there  wasn't  something 
more  substantial  and  negative  for  editors  and  the  public  to  fixate 
on.  The  murder/suicides  took  place  in  November  1978.  The  next 
year  the  S8cP  returned  18%. 

At  least  the  doings  at  the  Peoples  Temple  was  news.  There 
isn't  any  genuine  news  in  immigration — nothing  happening  any 
differently  at  our  borders  now  than  one,  three  or  five  years  ago. 
The  only  different  thing  is  that  Congress  and  the  President  are  all 
for  expensive  legislation  that  won't  accomplish  much.  But  then, 
there  isn't  anything  new  to  that. 

Other  1978  headlines:  We  surrendered  the  Panama  Canal, 
Hustler  magazine's  Larry  Flint  was  shot,  Cleveland  defaulted  on  its 
debt,  Pope  Paul  VI  died,  and  Pete  Rose  got  at  least  one  hit  on  each 
of  44  successive  days  of  baseball.  There  was  a  lot  of  hand-wring- 
ing about  giving  back  the  canal.  And  some  jokes  about  Flint.  (The 
jokes  about  Rose  came  later.)  But  there  was  nothing  to  hurt  stocks. 

Today  we  have  the  Internet  to  bombard  us  with  more  news 
than  ever.  Still,  it  is  bullish  that  the  most  exciting  headlines  have 
to  do  with  Angelina  Jolie's  baby  and  Barry  Bonds'  home  runs. 
There  is  again  nothing  to  hurt  stocks. 

I'm  pretty  confident  our  upcoming  elections  won't  damage 
stocks.  Control  of  Congress  may  shift,  further  lowering  the  prob- 
ability of  an  extension,  past  2010,  of  the  15%  dividend  and  capi- 
tal gain  tax  rate.  But  it's  unlikely,  and  that  risk  is  already  priced 


into  stocks  now.  This  year's  elections  probably  won't  budge  the 
market. 

So  count  the  immigration  saga  as  an  absence  of  news,  and 
remember  that,  for  investors,  no  news  is  almost  always  good 
news.  Pray  for  a  wall  of  coverage  on  the  latest  social  commentary 
issued  by  a  movie  or  rock  star  (among  the  hundreds  to  chose 
from).  It  would  be  great  if  toward  the  end  of  2006  we  could  get  a 
newsmagazine  cover  on  some  nonevent  like  anomie  in  our  youth 
or  a  crisis  in  American  culture. 

And  while  you  are  waiting  for  these  insights  from  the  main- 
stream media,  buy  good  stocks. 

Germany's  Altana  (57,  AAA)  is  a  midsize  manufacturer  of  spe- 
cialty chemicals  and  pharmaceuticals,  with  particular  emphasis 
on  respiratory,  gastrointestinal  and  cancer  remedies.  Growth  in 
sales  and  earnings  should  remain  near  20%  for  the  next  five 
years.  Yet  the  stock  trades  at  only  13  times  this  year's  earnings. 
The  dividends,  now  adding  up  to  2.4%  of  the  stock's  price  annu- 
ally, are  likely  to  be  increased  regularly. 

I  recommended  Finland's  Metso  (33,  MX)  last  October  at  $26. 

I  still  think  it  has  room  to  run. 
This  $5  billion  producer  of 
paper  and  rock  processing 
machinery  continues  growing 
and  improving  its  profit  mar- 
gin. It  sells  at  1  times  revenue 
and  12  times  my  estimate  of 
this  year's  earnings.  The  divi- 
dend, while  variable,  should 
exceed  4%  this  year.  Most  of 
its  peers  are  pricier  yet  lesser 
outfits. 

Dow  Chemical  (39,  DOW)  is 

dirt  cheap  because  the  market 
thinks  Dow's  profitability  can't 
last.  I  worry  less.  Dow  was  one  of  the  first  stocks  I  ever  studied, 
and  owned,  as  a  kid.  My  father  owned  it  for  his  clients  from  the 
mid- 1930s  until  the  later  1970s  as  it  emerged  from  being  a  spec- 
ulative specialty  chemical  outfit  into  America's  second-largest 
chemical  company.  Since  then  it  has  become  the  world's  sec- 
ond largest,  and  America's  largest.  From  its  early  days  Dow  was 
built  to  dominate.  The  price  is  80%  of  revenue  and  8  times  2006 
earnings,  darned  cheap  for  the  world's  greatest  basic  materials 
company.  The  dividend  yield  is  3.5%. 

Seacor  Holdings  (79,  CKH)  is  an  oil-services  firm  in  Houston 
with  revenue  of  $972  million  last  year.  Its  business  will  be  solid  so 
long  as  the  price  of  oil  remains  high.  That  should  be  for  a  while. 
Seacor s  ships  and  helicopters  provide  continuous  service  to  off- 
shore rigs  of  all  types.  Revenue  and  earnings  are  rising  smartly 
(85%  and  100%,  respectively,  in  the  March  quarter).  The 
overbooked  company  is  running  its  fleets  and  services  flat  out. 
At  12  times  2006  earnings  the  stock  should  keep  sailing.  F 


Angelina  Jolie 
and  Barry 
Bonds  get  the 
most  exciting 
headlines. 
That's  bullish. 
Nothing  to 
hurt  stocks. 
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Capital  Markets  Marilyn  Cohen 


TEFLON  BONDS 


mm    mm      -WHAT    DO    GREEDY    CHIEF  EXECUTIVES, 
Wm  jjjfM  mm  derelict  directors,  fake  earnings  and  humon- 
lH  mm  mm  mm  gous  government  penalties  all  have  in  com- 
■H  H9  mon?  Fannie  Mae  and  Freddie  Mac.  These 
Hi    Wmm    government  sponsored  enterprises,  whose 
misdeeds  were  a  tame  version  of  what  went  on  at  Enron,  have 
seen  plenty  of  negative  news  in  the  past  few  years. 

Stock  in  Fannie  Mae,  the  worse  offender,  has  swooned  as  a 
result.  In  September  2005  when  investigators  found  a  new  crop 
of  accounting  violations  atop  the  harvest  they  reaped  the  year 
before,  Fannies  shares  slid  11%. 

Today  they  sit  at  $50  (versus  $88  at  their  December  2000 
high).  The  company  had  a  cookie  jar  of  reserves  that  it  dipped 
into  in  order  to  smooth  earnings,  taking  the  edge  off  poor  results 
and  pulling  back  good  ones  that  would  set  too  high  a  mark  for 
later.  Fannie  also  monkeyed  around  with  derivatives  that  allowed 
it  to  spread  losses  over  a  number  of  years  instead  of  recognizing 
them  at  once. 

These  ploys  let  Fannies  management  pocket  rich  bonuses. 
Since  the  scandal  came  into  public  view  Fannies  chief,  Franklin 
Raines,  has  been  sent  packing,  although  his  number  two  guy, 
Daniel  Mudd,  is  in  charge  now.  Following  release  of  a  late-May 
report  from  federal  regulators,  Fannie  agreed  to  pay  $400  million 
in  fines,  just  part  of  what  it  has  had  to  shell  out  because  of  the 
accounting  mess. 

Freddie  Mac  has  caused  less  shareholder  agita,  but  its  sins  are 
almost  as  egregious.  It  also  manipulated  earnings  to  keep  them 
on  a  smooth  upward  climb,  deferring  unanticipated  earnings  to 
later  periods.  Its  headman,  Gregory  Parseghian,  got  the  bounce 
because  of  his  active  participation  in  the  strategy.  In  April 
Freddie  paid  $410  million  to  setde  a  class  suit. 

So  what  has  happened  to  their  bonds?  Well,  they  are 
evidently  Teflon-coated.  Fannie  and  Freddie  bond  prices  have 
barely  moved.  Their  credit  ratings,  from  both  Moody's  and 
Standard  &  Poor's,  remain  unblemished  at  Aaa  and  AAA.  How 
odd.  Typically  nowadays  a  financial  restatement  or 
missed  regulatory  filing  date  can  put  a  bond  on  negative 
credit  watch  immediately;  no  waiting  until  too  late,  as 


|  happened  in  the  Enron  and  WorldCom  era. 

The  high  credit  ratings  are  attributable  to  a  perceived  implicit 
guarantee  of  government  backing.  It  is  generally  assumed  that  if 
something  went  seriously  awry,  the  Treasury  would  bail  out  the 
troublesome  twosome,  lest  they  harm  mortgage  issuance,  a  linch- 
pin of  the  economy  and  the  banking  system.  But  no  law  obliges 
the  government  to  stand  behind  these  mortgage  funders. 

To  see  how  the  bond  market  is  shrugging  off  the  Freddie  and 
Fannie  imbroglios,  let's  compare  their  bonds  to  those  of  two 
agencies  that  don't  carry  the  same  baggage:  the  Federal  Farm 
Credit  Banks  (37  of  them,  which  make  loans  to  farmers  and 
ranchers)  and  the  Federal  Home  Loan  Banks  (12  regional 
entities  that  lend  money  to  savings  and  loans,  thus  aiding 
mortgage  issuance).  These  smaller,  less-heralded  organi- 
zations differ  from  Freddie  and  Fannie  in  not  having 
publicly  traded  shares. 
In  May  and  early  June  all  four  issued  callable  bonds  that 
mature  in  2011.  Their  structures  are  not  identical  but  close 
enough.  Fannies  6%  bond  is  callable  on  Nov.  24,  while  the 

Federal  Home  Loan  Banks'  6% 


Freddie  and 
Fannie  bonds 
have  withstood 
a  spate  of  bad 
news.  But  we 
haven't  heard 
the  last.  So 
someday  they 
will  tank. 


of  June  1 , 201 1  can  be  called  on 
Dec.  1.  Several  weeks  after  the 
bonds  were  floated  they  both 
yield  6%.  No  difference.  Unlike 
Fannie  and  Freddie,  the  home 
loan  and  farm  credit  bank 
bonds  pay  interest  that  is  not 
subject  to  state  income  tax. 

Freddie  Mac's  5.75%  bond 
due  May  11,  2011,  with  a  one- 
time call  on  May  11,  2007  at 
par,  has  the  same  coupon  and 
yield  as  the  Federal  Home  Loan 
Banks'  5.75%  of  May  25,  2011, 
callable  May  25,  2007.  The 
Federal  Farm  Credit  Banks' 
5.84%  of  June  1,  2011,  callable  June  1,  2007,  offers  a  coupon  a 
hair  bigger. 

Given  a  choice  between  tainted  issuers  and  those  that  aren't, 
you  should  take  the  latter.  Buy  Federal  Home  Loan  Banks'  and 
Federal  Farm  Credit  Banks'  bonds  and  take  a  pass  on  the 
Freddies  and  Fannies. 

Freddie  and  Fannie  have  successfully  weathered  past 
blow-ups.  But  there's  a  drip-drip-drip  factor.  Every  time  we  hear 
assurances  that  all  the  bad  stuff  is  behind  these  two,  another 
nasty  revelation  comes  forth.  Expect  more  ahead.  The  Justice 
Department  is  continuing  its  investigation  of  Fannie  Mae. 

A  point  will  come  when  big  investors,  notably  public  pension 
funds  and  foreigners,  will  have  had  enough.  The  bonds  will  sell 
off.  So  stay  away  if  you're  not  getting  paid  for  taking  on  the  extra 
risk  of  these  creatures.  F 
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Point  of  View  Steve  H .  Hanke 


BERNANKE'S 
LITTLE  PROBLEM 


AT  FIRST  GLANCE  THE  2001-03  PLUNGE  IN  U.S. 
interest  rates  seemed  to  have  delivered  the  goods: 
Growth  in  output  and  employment  slowly  acceler- 
ated, and  inflation  stayed  within  the  Federal 
Reserve's  comfort  zone,  under  2%.  However,  by 
mid-2004  the  Fed  realized  that  the  rate  of  inflation  was  creeping 
up  after  bottoming  out  in  2003.  And  so  it  slowly  but  steadily 
ratcheted  up  the  short-term  cost  of  money.  The  overnight  money 
rate  is  back  up  to  5%.  The  screw-tightening  is  not  necessarily 
over.  At  least  that's  how  Wall  Street  read  Fed  Chairman  Ben 
Bernanke's  June  5  warning  about  prices. 

The  Fed's  standard  line  is  that  it  looks  at  all  indicators  of 
inflation.  That  said,  it's  no  secret  that  the  Fed's  preferred  inflation 
gauge  is  the  "core"  measure  for  Personal  Consumption  Expendi- 
tures. This  gauge,  which  tracks  what  people  spend  broadly 
(except  for  food  and  energy),  over  the  past  year  has  risen  by  only 
2.1%.  While  this  rate  exceeds  the  Fed's  informal  target  of  2%,  it  is 
still  low  enough  for  the  Fed  to  claim  that  inflation  is  contained. 
However,  other  inflation  measures  challenge  that  benign  charac- 
terization. The  PCE  that  includes  food  and  energy,  for  example, 
has  increased  by  3%  in  the  past  year.  The  Consumer  Price  Index, 
based  on  a  fixed  basket  of  goods  and  services  (energy  and  food 
included),  is  up  3.6%. 

Moreover,  there  are  good  reasons  to  believe  that  the  govern- 
ment's price  indexes,  with  or  without  the  volatile  food  and  energy 
components,  are  sending  out  artificially  weak  inflation  signals. 
For  example,  the  recent  boom  in  housing  prices  doesn't  even 
show  up  in  the  CPI.  Something  called  "owner's  equivalent  rent"  is 
used  as  a  proxy  for  the  cost  of  homeownership.  This  metric  has 
not  kept  pace  with  house  prices. 

If  we  look  at  real  market  data,  such  as  that  generated  by  com- 
modity markets,  the  inflation  picture  changes  dramatically.  Over 
the  past  year  the  price  of  gold  is  up  by  51%  and 
crude  oil  by  35%.  Indexes  that  include  market- 
clearing  prices  for  a  broad  range  of  industrial 


and  agricultural  commodities  are  also  up  sharply.  The  Commodity 
Research  Bureau's  index  of  23  commodities  is  up  15%  from  a 
year  ago.  Whether  we  look  at  government  statistics  or  market 
prices,  it's  pretty  clear  that  the  Fed  pushed  on  the  money-credit 
accelerator  too  hard  and  for  too  long. 

As  I  mentioned  in  my  Dec.  8,  2003  column,  government 
statistics,  like  the  PCE  and  CPI,  lag  behind  changes  in  commodity 
prices.  Accordingly,  I  expect  further  increases  in  the  govern- 
ment's inflation  metrics  and  more  Fed  tightening.  If  you  didn't 
follow  the  investment  advice  in  that  column,  do  so  now:  Dump 
your  conventional  bonds  and  replace  them  with  Treasury  infla- 
tion-protected securities  (Tips).  Put  10%  of  your 
portfolio  in  commodities,  gold  being  an  ideal  choice. 

Excessively  low  interest  rates  and  excess  credit 
have  generated  other  distortions  and  imbalances. 
Those  schooled  in  the  business  cycle  models  devel- 
oped by  Friedrich  Hayek  in  the  1930s  know  that 
excessively  low  interest  rates  result  in  a  widening  gap 
between  savings  and  investment.  People  are  unwill- 
ing to  postpone  consumption 
if  the  return  to  savings  is  mea- 
ger, and  users  of  capital  are  too 
prone  to  finance  borderline 
projects  when  the  cost  of 
money  is  low.  Sure  enough, 
gross  savings  was  16.7%  of 
gross  national  product  in  2000. 

By  2005  it  had  fallen  to  13.8% 
of  GNP.  Gross  investment  (that's 
investment  before  a  deduction  for 
capital  consumption)  as  a  percent 
of  GNP  held  its  own  during  this 
period,  starting  at  20.7%  and 
ending  at  20%.  Consequendy, 
the  savings-investment  gap 
ballooned  from  -4.0%  of  GNP  to 
-6.25%. 

At  the  national  level,  savings  minus  investment  in  the  U.S.  is 
equal  to  U.S.  net  foreign  investment.  And  this  is  equal  to  the  bal- 
ance on  the  U.S.  current  account,  which  is  broadly  the  difference 
between  U.S.  exports  and  imports.  If  domestic  investment 
exceeds  total  savings  by  Americans,  as  it  now  does,  imports  will 
be  greater  than  exports,  and  we  will  acquire  foreign  capital  to 
finance  the  difference.  In  simpler  terms,  our  increasing  trade 
deficit  is  a  function  of  the  negative  differential  between  our 
saving  and  investment  rates. 

The  politicos,  predictably,  blame  the  Chinese  for  our  trade 
deficit.  And  why  not?  What  American  politician  has  ever  lost  an 
election  by  blaming  foreigners  for  a  problem  made  in  the  U.S.A.? 
Expect  more  China  bashing,  more  mercantilist  policies  and  an 
increasingly  vulnerable  dollar.  F 


Government 
stats  like  the 
CPI  don't  show 
how  bad  the 
inflation  rise 
really  is.  That 
means  the  Fed 
is  going  to 
keep  hiking 
interest  rates. 
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-,^!^o.1  Electronics  Exhibition  in  China 


ocated  on  the  Yangtze  River  Delta  near  Shanghai,  Suzhou's 
eMEX  Exhibition  is  recognized  internationally  as  China's  leading 
■i  electronics  event. 

EX  is  directed  by  the  Ministry  of  Commerce,  the  Ministry  of  Information 
ustry,  the  Taiwan  Affairs  Office  and  the  Jiangsu  Provincial  Government, 
organized  by  the  Suzhou  City  Government,  the  Jiangsu  Foreign  Trade 
ice  and  the  Jiangsu  Provincial  Information  Industry  Office  and  the 
wan  Affairs  Office. 

Id  each  October  in  Suzhou,  eMEX  has  entered  its  fifth  year.  Its  unique 
iracteristics  attract  many  electronics  professionals  from  around  the 
rid,  creating  one  of  the  largest  and  most  professional  electronics 
libitions  in  China. 

pid  Growth 

?  first  eMEX  exhibition  had  242  exhibitors  with  670  booth  spaces. 
2005  at  the  4th  eMEX,  502  exhibitors  filled  1,520  booth  spaces.  The 
irage  annual  growth  is  30%. 


IEX  Growth  Trends 


Booths 


Exhibitors 


2002 


2003 


2004 


2005 


gh  VIP  Attendance 

cords  indicate  that  in  the  past  three  years  more  than  174,000 
ernational  professionals  from  30-plus  countries  attended.  Along 
h  top  Chinese  government  officials,  the  visitors  included  Nobel  Prize 
ipients,  leading  electronics  company  CEOs  and  representatives  of 
jcational  institutes  and  trade  associations. 

ofessionalism 

EX  maintains  a  B-to-B  professional  position  and  is  committed  to 
ilding  a  professional  platform  for  buyers  to  meet  suppliers.  Support 
m  the  Computex  show  organizer,  the  Taipei  Computer  Association 
!A),  is  a  key  ingredient  to  success  and  growth. 

gh  Variety 

?  primary  focus  is  business  oriented  with  a  wide  variety  of  activities 


8  - 

such  as  forums,  seminars,  new-product-launch  press  conferences  and 
business  meetings.  eMEX  2005  had  up  to  25  forums  and  seminars 
attended  by  130  media  and  208  industry  news  reporters. 

eMEX  2006  happens  from  Oct.  17  to  20  at  the  Suzhou  International  Expo 
Center.  More  than  600  exhibitors  wili  fill  1,800  booths.  An  estimated 
80,000  professional  visitors  should  explore  the  42,000-square-meter 
exhibit  area.  Along  with  the  exhibition,  an  IT  Suzhou  Forum,  an  Enterprise 
Day  and  an  International  Supplier  Meeting  should  contribute  to  record 
attendance. 

In  the  future,  eMEX  aims  to  develop  major  platforms  and  centers.  The 
organizers  hope  to  build  showcase,  exchange,  information,  procurement 
and  sales  platforms  for  global  electronics  enterprises. They  strive  to  make 
the  event  a  new-products-and-components  display,  a  procurement 
center  and  a  trend-exchange  centre  for  international  electronics  research, 
manufacturing  and  development. 

We  look  forward  to  seeing  you  at  eMEX  2006! 
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EI  CHINA 

eMEX2006  Facts  Sheet 

Date:  Oct.  1 7 - 20, 2006 

Time:  9:00  am  -  5:00  pm  (Last  day  open  only  until  3:00  pm) 

Venue:  Suzhou  International  Expo  Center 

(Expo  Plaza,  Suzhou  Industrial  Park,  www.suzhouexpo.com) 

Exhibition  Product  Categories 

3C  Products  and  Peripherals 

■  Digital  Consumer  Electronics 

■  Computer  System  and  Peripherals 

■  Communication 

Semiconductor/  Electronic  Components 

■  Semiconductor  Components 

■  Passive  Components 

■  Connector  Cable  and  Connector  Device 

■  Opto  electronic  Display  and  Electronic  Lighting  Device 

Technical  Equipment  and  Services 

■  PCB  Device  and  Material 

■  Electronic  and  Chemical  Material 

■  Electronic  Manufacture  Equipment 

■  Electronic  Manufacture  Software 

r  questions,  please  contact  us. 


Tel:  +86-512-68083188,  Ext.  881,  892  |  E-mail:  service@goemex.com 


URL:  www.goemex.com 
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dvice  is  about  what  not  to  buy. 


Warren  Buft'ett- 
Chairman,  Berkshire  Hathaway 
Owner.  CORT  Furniture  Rental 


If  you  look  closely  at  your  office  furniture,  you'll  probably  notice,  among  other  things,  that  it  doesn't  appreciate. 
So  buying  isn't  always  the  best  idea.  In  fact,  renting  is  not  only  often  tax  deductible,  it  also  frees  up  cash  flow, 
which  can  be  useful.  For  instance,  you  could  buy  other  companies,  as  I  did  with  CORT  for  Berkshire  Hathaway. 
After  all,  CORT  rents  only  quality  office  and  residential  furniture.  Their  service  is  extraordinary.  They  deliver  and 
install  orders  within  48  hours.  Considering  its  rather  large  upside,  I  give  CORT  a  very  strong  recommendation. 


888.667.CORT    I  CORTl.COM 
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THE  ADVENTURER 


Airborne  ice  crystals  at  the  South  Pole 
create  a  strange  corona  around  the  sun. 


ForbesLife 


outh  Latitude 


In  the  Antarctic  winter,  if  you  throw  boiling  water  in  the  air  it  freezes  before  it 
hits  the  ground.  If  you're  sharp-eyed,  you  can  find  meteorites.  By  James  M.  Clash 


CARBON  DIOXIDE  FREEZES  INTO 
dry  ice  at  - 109  degrees  Fahrenheit 
By  South  Pole  standards  that's  just 
a  nippy  day  Winter  temperatures 
have  dipped  to  -117  degrees.  Inhale  too 
quickly  through  your  mouth,  you  can  crack 
your  teeth.  Exposed  skin  freezes  in  seconds. 
Its  easily  the  coldest,  most  lifeless  place  on 
Earth — the  "on  Earth"  part  being  crucial: 
While  the  North  Poles  ice  cap  floats  on 
water,  the  South  Pole's  sits  on  rock.  While  the 
north's  is  thin  (15  feet,  average),  the  souths 
is  8,900  feet  thick. 

The  only  human  habitation  here  is  a 
U.S.  scientific  research  base — the  Amund- 
sen-Scott Station— sited  directly  on  the 
geographic  pole.  It  gets  only  a  few  dozen 


visitors  a  year,  and  those  only  during  the 
summer  months.  There's  an  ice  runway 
near  the  station,  but  that  doesn't  make  the 
trip  riskless.  At  -50  degrees,  metal  landing 
gears  snap  and  engine  oil  turns  to  jelly. 

Flying  was  too  tame.  So  last  Decem- 
ber I  joined  a  "Ski  the  Last  Degree"  expe- 
dition organized  by  Voyage  Concepts 
(voyageconcepts.co.uk)  and  Geographic 
Expeditions  (geoex.com).  We  would  fly  to 
89  degrees  south  latitude,  then  cross-country 
ski  the  remaining  70  miles  to  the  pole.  We 
would  have  to  haul  sleds  carrying  all  of  our 
gear  and  food.  There  were  four  of  us: 
William  Roberts,  a  46-year-old  lawyer  from 
Dublin;  David  Gibb,  40,  a  fund  manager 
from  Johannesburg;  our  guide,  British  polar 


expert  Stephen  Jones,  39;  and  I.  Price  tag  per 
person  for  this  chilly  holiday:  $41,000,  plus 
round-trip  airfare  to  Punta  Arenas,  Chile. 

After  we  got  to  Santiago,  we  had  three 
more  flights:  to  Punta  Arenas  via  LAN 
Airlines,  then  to  Patriot  Hills,  Antarctica  via 
Antarctic  Logistics  &  Expeditions  and  finally 
to  89  degrees  south  via  a  Kenn  Borek  Air 
Twin  Otter.  Then  we  began  skiing  on  the 
polar  plateau,  where  high  wind  is  the  norm 
and  absolutely  no  life  is  to  be  seen.  Had  it 
not  been  for  GPS,  wed  have  had  no  idea  in 
which  direction  to  ski,  since  there  are  no 
landmarks.  In  all  directions  stretches  a  lone 
and  level  desert  of  ice. 

It  was  summer,  but  that  didn't  make  it 
easy.  The  plateau  on  which  we  stood  is  9,300 
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Polar  Car  Pool 
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Soon  there  may  be  another  option  for  getting  to  the  South  Pole:  via  van. 
Voyage  Concepts'  Jason  De  Carteret  set  a  world  record  in  December  for  the 
fastest  drive:  His  specially  prepared  Ford  Econoline  (nicknamed  Ice  Challenger) 
traveled  from  Patriot  Hills  on  the  Antarctic  coast  to  the  pole  in  69.5  hours,  smashing 
the  old  record  of  24  days  set  by  a  Japanese  (on  a  motorcycle,  no  less)  in  1992.  The 
feat  will  be  listed  in  the  Guinness  Book  of  World  Records. 

"It  was  a  very  rough  trip,  but  with  more  time  and  development,  yes,  tourists  could 
use  the  vehicle  to  get  to  the  pole,"  says  De  Carteret. 

The  team  of  five  adventurers,  which  included  De  Carteret,  took  turns  driving  the 
700-mile  stretch  of  polar  ice  cap,  burning  360  gallons  of  gasoline  supplied  from  two 
fuel  dumps  along  the  way.  Cost  for  the  project,  two  years  in  the  making,  was 
5400,000,  a  third  of  which  was  covered  by  Andrew  Moon,  former  capital  markets 
chief  at  London's  Maples  &  Calder  and  one  of  the  drivers.  The  SUV  was  built  in 
Iceland  and  flown  to  Antarctica  via  a  Russian  cargo  plane. 

The  first  land-vehicle  trip  to  the  pole  was  in  1958,  when  Mount  Everest  pioneer 
Sir  Edmund  Hillary  drove  a  tractor,  taking  82  days.  — J.M.C. 


ForbesLife  

feet  above  sea  level,  making  the  air  thin  and 
bone  chilling.  The  body  acclimates  only 
grudgingly  to  the  lack  of  oxygen,  and  for  the 
first  few  days  I  suffered  nausea  and  headache 
while  hauling  a  1 10-pound  sled.  Each  days 
routine  was  the  same:  We  woke  at  7  a.m., 
then  fired  up  stoves  to  melt  snow  for  a  break- 
fast of  oatmeal.  By  10  a.m.  tents  were  dis- 
mantled and  camp  was  packed.  Then  eight 
grueling  hours  of  skiing. 

We  pushed  on  in  stints  of  60  minutes, 
then  broke  for  15,  skied  another  60,  broke, 
and  so  on.  Burning  1,000  calories  an  hour, 
we  scarfed  as  much  chocolate,  dried  fruit 
and  nuts  as  possible  during  the  breaks, 
washing  them  down  with  hot  drinks  from 
our  thermoses.  When  the  wind  kicked  up, 
we  donned  face  masks  to  avoid  frostbite. 

Despite  my  discomfort  I  couldn't  help 
admiring  the  view,  surreal  and  otherworldly. 
One  day  "sun  dogs"  appeared,  a  phenome- 
non wherein  a  large  rainbow  rings  the  sun, 
with  two  false  suns  on  either  side.  Another 
day  tiny  ice  crystals  began  falling  from  a  per- 
fectiy  clear  sky.  We  stared  at  the  ground, 
looking  (unsuccessfully)  for  meteorites.  The 
area  near  the  South  Pole  is  perhaps  the 
worlds  best  place  to  hunt  for  them,  because 
a  dark  rock  against  a  white  background  is 
easy  to  spot.  If  you  spot  one  in  such  isolated 
ice,  you  can  be  sure  it  didn't  come  from  any- 
where else  but  the  sky. 

At  6  p.m.,  thoroughly  exhausted,  we 
would  set  up  camp.  Then  it  was  more 
snow-melting  to  prepare  the  freeze-  dried 
dinners  we  carried.  After  dinner  we  hit 
our  sleeping  bags,  rated  to  -40  degrees 
Fahrenheit,  for  some  shut-eye.  Even  this 
was  difficult.  At  the  height  of  the  Antarc- 
tic summer  the  sun  never  sets,  circling  the 
sky  at  23  degrees  above  the  horizon  like  a 
celestial  clock.  At  least  the  light  helped 
heat  the  tent,  sometimes  pushing  the  tem- 
perature inside  above  freezing. 

After  six  days  of  this  the  Amundsen  - 
Scott  Station  appeared,  first  as  a  tiny  dot 
on  the  horizon,  then  growing  into  a  small 
complex  of  buildings.  On  the  seventh  day 
we  reached  the  pole  and  were  treated  to  a 
hot  meal  and  station  tou  r  by  the  National 
Science  Foundation  staff. 

Established  in  1957  (and  rebuilt  in 
1975)  by  the  U.S.  to  mark  the  Interna- 
tional Geophysical  Year,  has  char- 
acter. In  the  dining  room  there  is  an 


The  South  Pole  marker  (top),  surrounded  by  the  flags 
of  12  nations;  refueling  our  Twin  Otter. 

upside-down  globe  with  Antarctica  on 
top.  (The  reason  most  globes  have  the 
North  Pole  on  top  is  demographic,  not 
astronomical.)  There  is  a  small  store  for 
souvenirs  (U.S.  currency  only,  and  no 
credit  cards!),  as  well  as  a  post  office, 
where  we  had  our  passports  stamped. 
About  240  people  reside  at  the  pole  in 
summer,  working  on  science  projects  and 


constructing  a  new  main  building. 
In  winter  the  number  drops  to  60. 

Courtesy  of  graduate  student 
Yuki  Takahashi,  27,  we  toured  a 
new  telescope  built  by  the 
California  Institute  of  Technology 
to  study  the  creation  of  the  uni- 
verse. We  also  visited  a  National 
Oceanic  &  Atmospheric  Adminis- 
tration complex  established  in 
1997  to  measure  the  ozone  hole 
over  Antarctica.  We  posed  for 
photos  at  the  pole  marker.  Walk 
around  the  marker  and  you  cover 
24  time  zones  in  a  few  seconds. 

After  camping  at  the  pole  for 
three  days,  we  were  ready  to  fly 
back  to  Patriot  Hills.  When  our 
transportation— a  plane  carrying 
polar  explorer  Victor  Boyarsky 
(his  team  crossed  Antarctica  via 
the  pole  in  1989)  and  some  Russ- 
ian tourists — arrived,  I  wasn't  sure 
whether  I  envied  them  or  not:  I'd 
•earned  the  pole,  they  hadn't.  Still,  I 
had  skied  only  70  miles — nothing  com- 
pared with  the  700  skied  by  adventurers 
coming  in  from  the  Antarctic  coast  or  the 
1,450  covered  by  Robert  Scott,  the  British 
explorer  who  in  1911  raced  Norwegian 
Roald  Amundsen  to  the  pole,  finished 
second,  and  died  on  his  return. 

For  video  of  our  trip  (and  more  photos), 
visit  forbes.com/adventurer.  F 


176      FORBES      JULY  3, 


Earn  Flights  Fast 

Over450  Worldwide  Destinations 

Complimentary 
Companion  Certificate 

American  Express®  Service 

Two  fly  for  the  price  of  one.  That's 
an  annual  reward,  one  of  many 
benefits  that  come  with  any 
Platinum  Delta  SkyMiles®  Credit 
Card  from  American  Express. 
Visit  farbeyondmiles.com  or  call 
1-800-SKy-MILeS  to  apply  now. 

Rewards  that  go  far  beyond  miles™ 


ADelta 


I  conditions  and  restrictions  apply.  Platinum  Companion  Certificate  will  be  awarded  each  year  the  Platinum  Delta  SkyMiles  Credit  Card  is  renewed  Taxes  and  fe 
icate  are  the  responsibility  of  the  passenger  and  must  be  paid  at  the  time  the  ticket  is  booked.  Companion  Certificate  seats  are  limited  and  may  not  be  avail! 
ill  markets.  All  SkyMiles  program  rules  apply.  To  review  the  rules,  please  visit  delta.com/skymiles.  ©2006  American  Express  Bank  FSB 


THE  ADVENTURER 


Run  in  the  Midnight  Sun 


When  running  a  marathon 
near  the  North  Pole,  be 
careful  where  you  step. 

By  Kimi  Puntillo 


THIS  YEAR'S  NORTH  POLE  MARATHON  GOT  OFF  TO  A  LESS  THAN 
auspicious  start  when  workers  building  the  base  camp's  landing  strip 
air-dropped  a  4-ton  bulldozer,  only  to  see  it  crash  through  the  ice  and 
sink.  A  second  dozer,  dropped  later,  survived. 

Camp  Borneo,  which  caters  to  adventurers  and  scientists,  is  set  up  six 
weeks  a  year  by  Polus,  a  Russian  company,  starting  in  late  March,  when  the 
ice  is  thick  enough  to  support  the  landing  of  a  19-ton  cargo  plane  carrying 

generators,  kitchen  equipment  and  cold- 
weather  gear.  If  leads — cracks  in  the  ice 
created  by  floe  pressures— intersect  the  land- 
ing strip,  it  must  be  extended  in  a  different 
direction.  By  April  conditions  are  as  good  as 
they  ever  get  here  for  convening  a  marathon: 
24-hour  sunlight  and  6  to  12  feet  of  ice. 
The  North  Pole  Marathon  was  first  run 
in  2002,  when  Irishman  Richard  Donovan,  bent  on  becoming  the  first  man 
to  complete  marathons  at  both  the  South  and  North  Poles,  flew  to  90 
degrees  north  latitude  and  ran  around  in  circles,  solo,  with  a  GPS.  Midrun, 
the  weather  took  a  turn  for  the  worse,  and  he  had  to  retreat  south  to  Camp 
Borneo  in  order  to  complete  the  last  8  miles.  Most  runners  in  the  2003  event 
also  had  to  finish  there.  Now  marathons  are  run  entirely  at  camp. 

To  get  here  runners  fly  first  to  Spitsbergen,  a  Norwegian  island  in  the 
Arctic  Ocean,  350  miles  north  of  the  mainland.  From  Oslo,  the  closest  city, 
the  trip  takes  at  least  three  hours.  Participants  then  get  to  Borneo  aboard  an 
Antonov  jet  chartered  by  Donovans  company,  Polar  Running  Adventures. 

On  boarding  the  Antonov  I  discovered  that  its  sparsely  windowed  inte- 
rior hadn't  been  cleaned  in  decades.  Seats  flattened  forward  like  cheap  fold- 
ing chairs.  Luggage,  piled  in  back,  blocked  emergency  exits,  and  signs 
instructed  disembarking  passengers  to  "Hold  the  Rope"  before  jumping  out. 
Clearly,  this  plane  lacked  FAA  safety  certification.  But  I  wasn't  intimidated 
enough  to  give  up  my  seat.  After  we  touched  down  at  Borneo,  my  fellow 
passengers  applauded,  grateful  not  to  have  suffered  the  same  fate  as  the 
sunken  bulldozer. 

Race  day  began  on  the  camp's  outskirts,  where  race  director  Donovan 
yelled  "Go!"  (The  Russian  with  the  starting  gun  could  not  be  found.)  Our 
course  was  a  1.6- mile  loop.  Snowshoes  kicked  up  clouds  of  ice  as  54  runners 
stampeded  past  the  kitchen  tent,  headed  down  the  runway  and  took  a  sharp 
right  to  avoid  a  4-foot-wide  lead.  A  thin  crust  of  ice  masked  the  surface  of 
the  cold  black  water.  Put  your  foot  down  here  and  it's  a  2-mile  drop  to  the 
ocean  floor  below. 

The  saving  graces  were  a  mild  Arctic  temperature  of  zero  degrees 
Fahrenheit  and  a  gentle  wind.  Proper  clothing  helped:  a  thin  layer  of  long 
underwear  to  wick  away  perspiration,  topped  by  insulated  windproof  pants 
and  jacket.  Perspire  too  much  and  you  risk  getting  hypothermia.  Runners 
stopped  for  water  in  the  kitchen  tent,  where  a  motherly  Russian  woman 
flipped  pancakes  and  served  butter  cookies  and  bread. 

Donovan  recorded  each  runner's  rounds  with  a  pen  kept  warm  in  his 
jacket  so  its  ink  wouldn't  freeze.  The  winner?  Michael  Collins,  42,  a  novelist 
from  Bellingham,  Wash.,  at  4:28:35.  For  costs,  logistics  and  tentative  dates 
for  next  year's  marathon,  visit  www.npmarathon.com.  F 
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or  visit  www.insure.com  to  obtain  personal  quotes  specific  to  your  health  history  profile.  Copynght  ©  1984-2006  Quotesmith  com,  Inc..  8205  South  Cass 
Avenue,  Suite  102  Darien.  Illinois,  60561.  All  rights  reserved.  CA  agent  #0A13858,  LA  agent  #200696.  MA  agent  #333509159.  Quotesmith.com.  Inc. 
dba  Insurecom  Insurance  Services  in  CA  under  agent  #0827712,  in  LA  under  agent  #205078  Quotesmith  com,  Inc  dba  Insurecom  Insurance 
Services,  Inc.  in  UT  under  agent  #90093.  Quotesmith  com  dba  Insure  com  and  Life  Quotes,  Inc.  in  CO. 


Business  Classified 

Office  Furniture 

Luxury  Yachting 

★  FAS  J,  FREE  DELIVERY  FROM 
80  DISTRIBUTION.  CENTERS  , 
COAST  TO  COAST 

★  LOWEST  PRICES  GUARANTEED 

♦  *  20  YEARS  EXPERIENCE 


^Hon  4  Dra' 
Lateral  Fi 
$299.99  to 


rawer 
Files 
$449.99 


Mesh 
Back  Chair 


ft 


^Etensfve  Online  Catalog  ML 
Including  Desks,  Chairs,  Files,  Tables  &  Bookcases 


Setting  the  Standard  for  Online  Office  Furniture 


PLANET 

/J\    OFFICE  FURNITURE 

www.PlanetOfficeFurniture.com 
^1-866-380-4978 
Authorized  Online  Dealer  for  I-K3HM 
Save  even  more!  Enter  special  promo  code  [616891 


The  Forbes  Stock  Market  Course 


The  Forbes  Stock  Market  Course 

is  an  easy-to-read  common  sense 
guide  to  building  wealth.  It  is  a 
perfect  gift  for  family  and  friends 
...for  anyone  who  is  interested  in 
investing.  The  newest  edition  gives 
you  a  better  understanding  of  every- 
thing from  Financial  Statements  to 
Fundamental  and  Technical  Analysis  - 
Stocks  and  Bonds  to  Futures  and 
Options  -  Mutual  Funds  to  Hedge 
Funds.  As  a  reader  of  Forbes  Magazine 
you  are  invited  to  take  advantage  of 
a  special  price  of  just  S99.95 
(save  S50  off  the  regular  $149.95  price.) 

Go  to  www.forbesinc.com/smc4  and  place  your 
order  now  or  call  1-800-429-0105  and  give  the 
operator  a  special  savings  code  of  S3Q05 


in  Albuquerque, 
and  make  lots  of  money  !! 
Call  the  experts  today,  Property 
Management  provided.  Jose  Vazquez 
cell  505-450-6249,  Fax  505-449-5337 


Forbes 

Subscriber  Service 

To  plan  your  order,  to  renew, 
change  your  address  or 
other  customer  se 
visit  our  site  at.... 
www.forbes.com/customersi 

orcall...800-888-989i 


BACK  PAIN? 


Get  FREE  information  on 
GUARANTEED  seat  and  back  supports. 

Posture  Education 

www.poshjreedutation.com 


CALL  TOLL-FREE  1-800-392-0363 


^  vRent  A  Greek 


Cruising  Palace 


And  sail 
among  the 
,000  Greek 
islands 


THEX  YOU  CAN  SELECT  YOUR  OWN 
ENVIRONMENT;  VOI  R  OWN  SCENERY.  YOUR  OWN  ISLAND' 
Charter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (tor  4  to  20U  frutrsts, 
from  60  to  4fXY  and  $1,500  to  $200,000  per  Jay  tor  entire  yacht  with 
its  hall  crew)  from  VALEF  YACHTS,  agents  tor  the  largest  fleet 
or  crewcJ  yachts  tor  charter  in  Greece. 

IT  COSTS  XO  MORE  THAX  BEING  OX  A  CRUISE  SHIP 


•  You  can  plan  your  own  itinerary  with  your  own  captain 
•  Your  food  w  ith  your  ow  n  chet 
•  Your  drinks  w  ith  your  own  steward,  or  leave  it  up  to  them 
to. .  .pamper  you. 

VALEF  YACHTS  LTD. 

International  Headquarters:  "2^4  Fir  Rd..  ROB.  385,  Ambler,  PA  1*102  USA. 
Tel:  (215,»  641-0423  •  vS(X»*  223-3&0  •  Fax:  (215)641^1746 
E-mail:  INFOWVAtEFVACHTS.  torn  •  W  ebsite:  VALEFYACHTS.com 


Business  Opportunities 


S 


LAWSUIT  PROTECTION 


Neveda  Corps.  /  $10  plus  fees 
Domestic  or  Offshore  Solutions 
Asset  Protection  Trusts 

800-710-0002 

Visit  www.Assetprotection.com 


Own  a 
Private  Bank 
800-733-2191 


WBC 

WORLDWIDE 
BUSINESS  CONSULTANTS 


Forbes 

Business  Classified 

For  Advertising  Information 
and  Rates  Contact: 

Media  Options 
1-800-442-6441 

mediopt@aol.com 


Mortgage^  yj£ 


Luxury  Homes  Lender 


George  Hart 

AHM  Mortgage  ■  Nationwide  Lender 
1-888-531-7888 

George.  Hart@Amencanhm.  com 

Lending  to  $12,000,000 
Licensed  mortgage  lender  in  all  50  states 


American  Home  Mortgage  investment  Corp 
Georgia  Residential  Mortgagee  Licensee  2100 
Riveredge  Pkwy  Atlanta  GA  30328  License 
#14650  Licensed  or  Authorized  Mortgage 
Lender  m  the  Fifty  Slates  and  trie  DiStnct  0* 
Columbia  AHM  LR #060503331 


You  can  charge  your  ad 

VISA 


W: 


Forbes 


Forbes 


SLAM  DUNK  INVESTING  IN  OIL 


Curtis  Hesler,  Editor  of 
Professional  Timing  Service,  rec- 
ommended Enerplus  Resources 
(ERF)  at  $17.  It's  now  $43,  and 

still  pays  a  10%  dividend,  He 
believes  that  there  are  4  major 

opportunities-crude  oil,  gold, 
stocks  and  bonds— that  will  make 
and  break  millionaires.  Subscribe 

today  and  get  his  free  spedal 
report,  Oil:  Slam  Dunk  Investing 

for  Income  &  Capital  Gains. 
Call  toll  free  1-877-733-7876  or 
www.forbesnewsletters.com/pts 


Forbes  Subscribers  Service... to  plan 


to  renew,  change  your  address  or  other 


customer  service,  visit  our  site  at.. .www.forbes.com/customerservice  or  call.. .800-888-9896 


Advertisement 


Exercise  in  exactly  4  minutes  per  day 

Winner  of  the  1991  Popular  Science  Award  for  the 
"Best  of  What's  New"  in  Leisure  Products 


$14,615 


ROM  •  MANUFACTURED  IN  CALIFORNIA  SINCE  1990 


TIME  IS  IT  Over  92%  of  people  who  own  exercise  equipment 
and  88%  of  people  who  own  health  club  memberships  do  not 
exercise.  A  4  minute  complete  workout  is  no  longer  hard  to 
believe  for  all  the  people  who  since  1990  have  bought  our 
excellent  Range  of  Motion  machine  (ROM).  Over  97%  of 
people  who  rent  our  ROM  for  30  days  wind  up  purchasing  it 
based  upon  the  health  benefits  experienced  during  that  tryout, 
and  the  ROM  performance  score  at  the  end  of  each  4  minute 
workout  that  tells  the  story 


highly  trained  athletes  as  well.  The  ROM  adapts  its  resistance 
every  second  during  the  workout  to  exactly  match  the  user's 
ability  to  perform  work.  It  balances  blood  sugar,  and  repairs 
bad  backs  and  shoulders.  Too  good  to  be  true?  Get  our  free 
video  and  see  for  yourself.  The  best  proof  for  us  is  that  97% 
of  rentals  become  sales.  Please  visit  our  website  at: 
www.FastExercise.com.   


of  health  and  fitness 
improvement.  At  under  20 
cents  per  use,  the  4  minute 
ROM  exercise  is  the  least 
expensive  full  body  complete 
exercise  a  person  can  do. 
How  do  we  know  that  it  is 
under  20  cents  per  use? 
Over  90%  of  ROM  machines 
go  to  private  homes,  but  we 
have  a  few  that  are  in 
commercial  use  for  over  12 
years  and  they  have  endured 
over  80,000  uses  each, 
without  need  of  repair  or 
overhaul.  The  ROM  4  minute 
workout  is  for  people  from 
10  to  over  100  years  old  and 


The  typical  ROM  purchaser  goes  through  several  stages: 

1.  Total  disbelief  that  the  ROM  can  do  all  this  in  only  4  minutes. 

2.  Rhetorical  (and  sometimes  hostile)  questioning  and  ridicule. 

3.  Reading  the  ROM  literature  and  reluctantly  understanding  it. 

4.  Taking  a  leap  of  faith  and  renting  a  ROM  for  30  days. 

5.  Being  highly  impressed  by  the  results  and  purchasing  a  ROM. 

6.  Becoming  a  ROM  enthusiast  and  trying  to  persuade  friends. 

7.  Being  ignored  and  ridiculed  by  the  friends  who  think  you've  lost  your  mind. 

8.  After  a  year  of  using  the  ROM  your  friends  admiring  your  good  shape. 

9.  You  telling  them  (again)  that  you  only  exercise  those  4  minutes  per  day. 
10.  Those  friends  reluctantly  renting  the  ROM  for  a  30  day  trial. 

Then  the  above  cycle  repeats  from  point  5  on  down. 

The  more  we  tell  people  about  the  ROM  the  less  they  believe  it. 

From  4  minutes  on  the  ROM  you  get  the  same  results  as  from  20  to  45 
minutes  aerobic  exercise  (jogging,  running,  etc.)  for  cardio  and 
respiratory  benefits,  plus  45  minutes  weight  training  for  muscle  tone  and 
strength,  plus  20  minutes  stretching  exercise  for  limberness/flexibility. 


•  ROM  is  the  best 
time  management 
tool  ever. " 

Anthony  Robbins 


Motivational  speaker  Anthony 
Robbins  calls  the  ROM  a  fan- 
tastic time  management  tool. 
He  owns  3  ROM  machines:  one 
at  his  home,  one  at  his  resort  in 
Fiji,  and  one  that  travels  with 
him  to  all  his  seminars. 


Order  a  FREE  DVD  or  video  from  www.FastExercise.com  or  call  (818)  787-6460 

Factory  Showroom:  ROM  FAB,  8137  Lankershim  Blvd.,  North  Hollywood,  CA  91605 
Fax:  (818)  301-0319  •  Email:  sales@FastExercise.com 


RENT  A  ROM  FOR  30  DAYS.  RENTAL  APPLIES  TO  PURCHASE. 


THOUG H  TS 


On  the  Business  of  Life 


arly  one  morning  last  summer  we  were  briskly  motorcycling  along  the  Colorado  highway  on  our 
way  from  Forbes  Trinchera  to  Jackson  Hole,  Wyo.  I  expected  the  worst  when  the  flashing  red 
beacon  [in  the  rearview  mirror]  beckoned.  While  I  was  lowering  the  kickstand  and  fishing  for  my 
license,  the  beaming  state  trooper  strode  over  and  said,  "As  I  watched  the  five  of  you  go  past  back  there,  I  kept 
waiting  for  the  van  with  your  balloons  to  come  along.  Why  no  balloon  with  you,  Mr.  Forbes?  Are  you  out  of 
hot  air?"  With  a  sigh  of  relief,  I  assured  him  that  the  day  we  were  out  of  hot  air  would  never  come.  He  waved 
us  on  our  way.  That's  the  only  time  a  flashing  red  light  made  our  day.  — MALCOLM  S.  FORBES  ( 1 986) 


One  of  the  most  common  disrupters  of 
marital  bliss  is  the  choice  of  where  to 
spend  a  vacation.  What  this  country 
needs  is  an  ocean  in  the  mountains. 

—PAUL  SWEENEY 


/  hate  vacations.  If  you  can  build 
buildings,  why  sit  on  the  beach? 

—PHILIP  JOHNSON 


Babies  don't  need  vacations,  but  I  still  see 
them  at  the  beach. 

—STEVEN  WRIGHT 


On  fashionable  suntans:  Skins  tanned  to 
the  consistency  of  well-traveled  alligator 
suitcases. 

—RUSSELL  BAKER 


Summer  makes  a  silence  after  spring. 

—VITA  SACKVILLE-WEST 


In  a  summer  season  when  soft  was 
the  sun. 

— WILLIAM  LANGLAND 


What  is  so  rare  as  a  day  in  June? 
Then,  if  ever,  come  perfect  days. 

—JAMES  RUSSELL  LOWELL 


/  always  say  that  a  girl  never  really  looks 
as  well  as  she  does  on  board  a  steamship, 
or  even  a  yacht. 

—ANITA  LOOS 


It's  a  sure  sign  of  summer  if  the  chair  gets 
up  when  you  do. 

—WALTER  WINCHELL 


A  tourist  is  a  fellow  who  drives  thousands 
of  miles  so  he  can  be  photographed 
standing  in  front  of  his  car. 

— EMILE  GANEST 


If  all  the  cars  in  the  United  States  were 
placed  end  to  end,  it  would  probably  be 
Labor  Day  weekend. 

—DOUG  LARSON 


Nothing  is  more  memorable  than 
a  smell.  One  scent  can  be  unexpected, 
momentary  and  fleeting,  yet  conjure  up 
a  childhood  summer  beside  a  lake  in  the 
mountains. 

—DIANE  ACKERMAN 


To  go  out  with  the  setting  sun  on  an  empty 
beach  is  to  truly  embrace  your  solitude. 

—JEANNE  MOREAU 


In  summer,  the  song  sings  itself. 

—WILLIAM  CARLOS  WILLIAMS 


The  summer  night  is  like  a  perfection 
of  thought. 

—WALLACE  STEVENS 


To  sit  in  the  shade  on  a  fine  day, 
and  look  upon  verdure  is  the  most 
perfect  refreshment. 

—JANE  AUSTEN 

Deep  summer  is  when  laziness  finds 
respectability. 

—SAM  KEEN 


The  summer  holidays!  The  magic  words! 
The  mere  mention  of  them  used  to  send 
shivers  of  joy  rippling  over  my  skin. 

— ROALD  DAHL 

A  Text ...  

And  all  things,  whatsoever 

ye  shall  ask  in  prayer,  believing, 

ye  shall  receive. 

—MATTHEW  21:22 


Sent  in  by  Joan  Barrett,  Houston,  Tex. 
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LIVE  TASTEFULLY 


The  word  "engineering"  means 
different  things  to  different  people. 


TO  STUDY  THE  EXTERIOR  LINES  OF  THE  2007  SL-CLASS  IS  TO  STUDY  A  WORK  OF  ART. 
7b  carefully  examine  Its  mechanical  systems,  Internal  components  and  technological  advancements  Is  to 
behold  another  level  of  beauty  altogether- and  to  understand  the  Mercedes-Benz  definition  of  engineering. 


The  retractable  hardtop  is  a 
marvel  of  its  own.  Eleven 
separate  hydraulic  cylinders 
work  in  concert  to  effortlessly 
conceal  it  within  the  trunk  in  a  scant  16  seconds.  And  with 
the  top  up  or  down,  the  SL  slices  the  air  with  an  unmatched 
aerodynamic  proficiency. 

This  car's  impeccable  handling  is  a  product  of  both  an 
exceptionally  rigid  body  and  a  development  known  as  Active 
Body  Control.  This  system  continuously  stabilizes  the  car 
during  cornering  as  well  as  acceleration  and  braking. 


Explained  here  in  a  single  sentence,  it  is  the  result  of  years 
of  research;  a  feature  which  seems  to  almost  defy  the  laws 
of  physics,  delivering  a  ride  which  is  nothing  short  of 
breathtaking. 

Inside  the  cabin  of  the  SL,  every  dial  and  switch  has  been 
painstakingly  engineered  to  provide  a  balance  of  aesthetics 
and  function.  Luxury  is  abundant  but  never  superfluous. 
Driver  and  passenger  experience  all  the  comforts  of  a 
Mercedes-Benz,  and  all  the  invigorating  performance 
characteristics  of  our  finest  roadster. 


THIS  IS  THE  2007  SL-CLASS.  Awe-inspiring  beauty.  Both  above  the  hood  and  beneath  it.  To  us,  that  is  engineering. 
 Unlike  any  other.   


Mercedes-Benz 
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WHAT'S  HE  REALLY  TRYING 
TO  DO  WITH  GAZPROM'S 
MONSTER  RESERVES? 


The  Audi  Q7  From  the  creator  of  quattro? 

The  Audi  Q7  has  arrived.  An  SUV  combining  a  race-bred  350  (DIN)  hp  V8  or  280  (DIN)  hp  V6*  with  the  increased 
power,  efficiency  and  reduced  fuel  consumption  of  FSIC  Direct  Injection.  A  technology  honed  on  the  ALMS 
race  circuit  enabling  Audi  to  go  longer  and  stronger  on  less  fuel.  Add  to  that  a  driver-centric  interior  focus 
and  Audi  has  truly  engineered  leading-edge  performance  without  compromise  -  to  complement  its 
renowned  quattro  all-wheel  drive.  Powerful  yet  efficient,  the  Audi  Q7  makes  the  impossible  possible. 

'Audi  Q7  3.6  available  Fall  2006  European  model  shown.  "Audi,"  "Never  Fpilow    Q7."  "quattro.  "FSI"  and  the  lour  rings  emblem  are  registered  trademarks  of  AUDI  AG  ©2006  Audi  of  Amend). 
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Coverages  underwritten  by  member  companies  of  Zunch  in  North  America,  including  Zurich  American  Insurance  Company.  Certain  coverages  not  available  in  all  states. 
Some  coverages  may  be  written  on  a  nonadmitted  basis  through  surplus  lines  brokers. 
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We  can  handle  the  big  ones. 

At  Zurich,  we  understand  that  complex 
businesses  face  a  wide  range  of  risk.  Our 
industry  specialists  are  trained  to  look 
for  possible  exposures,  then  devise  risk  man- 
agement solutions  to  help  minimize  the 
potential  for  loss.  Because  of  our  experi- 
ence, our  customers  can  feel  protected. 
www.zurichna.com/corporatebusiness 


Because  change  happenz 


ZURICH 


rtistic  expression  should  fit  in  a  pock 


At  Samsung,  we  realize  that  to  succeed  in  business  we  must  also  succeed  in  life. 

Around  the  .■fiffl^&yL.mobile  phones  are  famed  for  their  award-winning  design.  What  you  might  not  know 
is  that  we  also  si.': be  -  trie  world  of  .art  at  large.  Our  recipierjts  include  no  less  preeminent  institutions  as 
the  Bolshoi  B'all'^H^H^itributirig  to  this  form  of  beauty  is  something  we'll  continue  to  strive  for. 

HhhSRP  re  committed  to  making  this  a  better  world. 

A  better  world  is  our  business. 


Del!  cannoi  be  responsible 
Xeon  and  Xeon  inside  are  u?,. 


Dell  logo  and  PowerEdge  are  trademarks  of  Dell  Inc.  Intel.  Intel  logo.  Intel  Inside.  Intel  Inside  logo, 
-  Jon  or  its  subsidiaries  in  the  United  States  and  other  countries.  ©  2006  Dell  Inc.  All  rights  reserved. 


Xeon 

inside1 


PURE  PRODUCTIVITY 

Pure  Dell.  It's  an  uncomplicated  approach  to  increased 
productivity.  With  scalable  Linux  and  data-management 
solutions,  you  can  get  more  real-time  information  to 
streamline  your  supply  chain.  And  faster  returns  on  your  IT 
dollar.  So  growth  isn't  just  a  goal,  it's  a  given.  That's  the 
direct  path  to  success.  That's  Pure  Dell. 


PURE 


www.dell.com/proven/forbes 


1.866.224.2202 


The  world 
is  your  oyster. 

O  Fidelity  can  help  you  find  the  pearls. 

78%*  of  the  world's  investment  opportunities  lie  outside  of  the  U.S.  That's  why  we 
have  over  300  analysts  stationed  all  over  the  world.  No  one  else  comes  close  to 
that  kind  of  coverage.  The  chart  to  the  right  shows  the  fruits  of  our  international  *• 
labor.  Look  for  our  new  fund,  the  Fidelity  International  Value  Fund. 


1  Total  returns  are  historical  and  include  changes  in  share  value  and  reinvestment  of  dividends  and  capital  gains,  if  any. 

'  Prior  to  October  1,  200'        irhational  Discovery  Fund  operated  under  certain  different  investment  policies.  Accordingly,  thel 

historical  performance  may  not  represent  its  current  investment  policies. 
*Source:  Morgan  Stanley  Capital  International  (MSG)  (from  Factset)  as  of  3/31/2006. 


delity  International  Discovery  Fund2  30.54%         13.70%  11.04% 


delity  Overseas  Fund 

30.22% 

8.75% 

7.97% 

delity  Europe  Fund 

28.58% 

12.58% 

11.37% 

frnance  data  shown  represents  past  performance  and  is  no  guarantee  of  future  results.  Investment 
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A  Speculative  Buy 

ASSET  PLAYERS  WILL  FIND  THIS  ONE  INTRIGUING:  A  STOCK 
that  lets  you  buy  oil  in  the  ground  for  $2  a  barrel.  Sort  of. 

In  the  story  on  page  94  Michael  Freedman  and  Heidi  Brown 
raise  the  question  of  whether  the  Russian  natural  gas  outfit 
Gazprom  is  a  suitable  repository  of  investor  dollars.  It's  cheap,  no 
question.  But  there's  a  reason  why  it's  cheap. 

Here  are  the  numbers.  This  sleeping  giant  is  sitting  on  the 
equivalent  of  something  between  120  billion  and  190  billion 
barrels  of  oil,  depending 


on  how  you  count  them. 
It  has  the  equivalent  of 
6  billion  American 
Depositary  Receipts  out- 
standing. So,  one  of  these 
ADRs,  which  trade  at  $40, 
comes  with  a  deed  to  at 
least  20  barrels  of  oil. 
Two  bucks  each.  Much 


less  than  what  you  pay 

for  reserves  when  you  buy  a  $62  share  of  ExxonMobil.  The 
Exxon  share  comes  with  less  than  4  barrels  of  oil  equivalent  lying 
underground. 

Gazprom  shares,  on  balance,  are  not  a  bad  bet.  But  before 
you  mortgage  your  ranch  in  Texas  to  buy  a  lot  of  them,  consider 
three  things. 

One  is  that  the  vast  bulk  of  Gazprom's  fossil  fuel  is  gas,  not 
oil.  The  conversion  formula  looks  only  at  energy  content.  But  a 
BTU  of  gas  is  not  worth  nearly  as  much  as  a  BTU  of  oil,  because 
gas  is  hard  to  transport.  Some  of  Gazprom's  gas  fields  are  in  the 
middle  of  nowhere.  It  has  96,000  miles  of  pipelines,  but  they've 
got  a  bit  of  rust. 

The  next  matter  is  one  of  profitability.  Exxon,  steeped  in  the 
19th-century  capitalism  of  John  D.  Rockefeller,  is  adept  at  turn- 
ing hard  assets  into  cash.  Gazprom,  new  to  capitalism,  doesn't 
extract  much  profit  from  its  capital.  Per  dollar  of  earnings,  in  fact, 
the  Russian  company  is  more  expensive  than  the  American  one. 

The  third  problem  is  that  not  just  capital,  but  property, 
too,  is  a  novel  concept  in  eastern  Europe.  Someday  a  thug  or 
an  oligarch  or  the  government  itself  might  declare  that 
Gazprom's  reserves  do  not  belong  to  Gazprom's  shareholders. 
Looting  is  not  unknown  in  the  U.S.,  but  it  takes  place  on  a 
smaller  scale.  Suppose  a  greedy  executive  at  a  big  U.S.  corpo- 
ration walked  off  with  assets  in  the  form  of  an  overly  generous 
pension  plan.  How  much  might  he  carry  away?  Perhaps  0.1% 
of  the  company's  market  value?  In  Russia  the  bad  guys  could 
wind  up  with  50%  or  100%. 

EDITOR 
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Throughout  the  U.S.  and 
around  the  world,  ADM  turns 
farmers'  crops  into  biofuels 
and  serves  as  an  essential 
link  between  growers  and 
the  global  market. 


ADVERTISEMENT 


thefu 


As  citizens  worldwide  look  to  the  future,  it  is  clear  that  energy 
demand  is  rapidly  outpacing  petroleum  supplies.  Energy  needs  will 
be  met  by  a  variety  of  alternative  resources,  including  biofuels,  which 
are  created  from  renewable  resources  like  corn  and  oilseeds. 


ADM:  An  Essential  Link 

As  a  leader  in  biofuels,  ADM  is  unlocking  the  potential  of  nature  to  meet  today's 
and  tomorrow's  energy  needs.  Here  in  the  U.S.,  ADM  has  led  the  market  in  the 
development  of  ethanol.  In  Europe,  it  is  a  leader  in  biodiesel,  and  is  bringing  that 
expertise  to  the  U.S.  market. 

Today,  more  than  30%  of  the  gasoline  sold  in  the  U.S.  is  blended  with  ethanol. 
And  the  passage  of  the  2005  Energy  Bill  and  the  2005  Transportation  Bill  means 
that  demand  for  ethanol  will  continue  to  grow.  Because  of  growing  demand, 
ADM  has  announced  plans  to  increase  U.S.  ethanol  production  capacity  by  half  a 
billion  gallons.  For  all  Americans,  it  means  a  cleaner-burning,  homegrown  fuel. 
For  American  farmers,  this  means  increased  demand  for  the  corn  they  produce. 

Biofuels  Benefits 

Ethanol,  a  gasoline  additive  primarily  used  to  power  cars,  is  made  from  the  starch 
in  corn.  Biodiesel  is  made  from  vegetable  oils  that  come  from  soybeans  and  other 
oilseeds,  and  powers  diesel  engines  in  cars,  trucks,  railroad  locomotives,  heavy 
equipment  and  farm  machinery. 

Biofuels  are  good  for  the  environment  because  they  come  from  crops,  which 
remove  some  of  the  carbon  dioxide  from  the  atmosphere.  They  help  reduce 
reliance  on  foreign  oil,  supporting  energy  security.  Biofuels  also  give  an  economic 
boost  to  farmers  by  providing  a  vital  value-added  market  for  corn  and  oilseeds. 

Committed  to  the  Future 

ADM  is  committed  to  the  future  of  biofuels,  because  helping  find  alternatives  to 
meet  our  nation's  energy  needs  is  good  for  our  environment,  good  for  our  energy 
security,  good  for  our  economy  and  good  for  our  farmers.  • 


Find  out  more  at  admworld.com 
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Wild  Speculation 


"Gold  Rush"  (June  19,  p.  150)  was  entertainingly  written  but  does  a  disservice 
to  the  tradition  of  up-and-comers  in  the  global  resource  boom.  In  your  zeal- 
ous pursuit  of  the  notion  that  most  of  the  market  cap  in  our 
industry  is  unwarranted,  you  have  in  fact  singled  out  many  of  its 
best  performers.  Las  Christinas  in  Venezuela,  for  example, 
belongs  in  this  category.  As  for  your  criticism  of  Sheldon 
Inwentash,  whose  performance  as  a  fund  manager  puts 
most  of  Wall  Street  to  shame,  I  guess  his  mistake  was  to 
make  most  of  his  money  in  resource  stocks  instead  of 
tech  or  home  builders.  If  he  was  running  a  small- 
cap  fund  he  might  be  on  your  cover— with  a  celebra- 
tory headline. 
Bullion  bull:  U.S.  Gold  MARC  C.  HENDERSON 

Corp.'s  Robert  McEwen.  Chief  Executive 

Laramide  Resources 


Fuel's  Gold 


Just  Asking 


After  reading  your  story  about  ethanol 
"Field  of  Dreamers"  (June  5,  p.  90),  it 
occurs  to  me  that  you  may  need  an  addi- 
tion to  your  magazine's  glossary.  You 
refer  to  Vinod  Khosla  as  a  wealthy  ven- 
ture capitalist  who  wants  to  tax  Califor- 
nia oil  production  and  use  the  proceeds 
to  develop  alternative  energy  resources 
in  which  he  is  investing.  Moreover,  he  is 
"all  over  Washington  trying  to  drum  up 
support."  It  sounds  like  he's  trying  to  tap 
taxpayer  dollars  to  feed  the  businesses  in 
which  he  invests.  This  is  not  venture 
capitalism,  it  is  venture  socialism. 

RICHARD  MANHARD 
Sterling,  Va. 

The  Wheel  Celeb? 

How  can  you  possibly  compile  a  list  of 
actors,  businesspeople  and  athletes  using 
consistent  criteria  without  including 
Lance  Armstrong  in  "The  Celebrity  100" 
(July  3,  p.  116)?  Over  50  million  people 
wear  his  Livestrong  bracelet.  Arm- 
strong's income  and  ability  to  attract 
media  suggests  he's  far  better  known 
than  most  of  those  on  your  list. 

ROBERT  L.  H4YTER 
Senior  Counsel,  Law  Department 
Halliburton 
Houston,  Tex. 


I  commend  you  for  your  foresight  in 
"Tightening  Noose"  (June  19,  p.  48). 
More  attention  needs  to  be  brought  to 
the  unrelenting  tactics  of  parasitic  tort 
lawyers.  But  the  elephant  in  the  room 
is  Milberg  Weiss'  predictive  ability 
with  respect  to  stock  declines.  How 
did  Milberg  Weiss  know  that  each 
of  its  target  company  stocks  would 
plummet? 

SCOTT  I.  WHITE 
Portfolio  Manager 
Research  Capital 
Toronto,  Canada 

When  Bulldozers  Fly 

Our  review  this  issue  of  Joseph 
Finder's  new  novel,  Killer  Instinct 
(p.  192),  states  that  another  Finder 
book,  Paranoia,  has  sold  270,000 
copies;  it  has  actually  sold  750,000. 
"Run  in  the  Midnight  Sun"  (July  3, 
p.  178)  said  that  an  air-dropped  bull- 
dozer crashed  through  the  ice  at  this 
year's  North  Pole  Marathon;  in  fact,  it 
broke  apart  in  pieces. 


Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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You  became  your  own  boss  so  you  could  be  in  control.The  MasterCard  BusinessCard^lets  you 
choose  your  own  payment  date,  and  helps  keep  your  business  expenses  separate  from  personal 
ones  for  better  accounting.  It  also  gives  you  extended  warranties,  travel  benefits  and  discounts 
from  leading  suppliers  and  retailers. Visit  mastercardbusiness.com  or  call  1-866-629-6754. 

there  are  some  things  money  can't  buy.  for  everything  else  there's  MasterCard? 


CMDDATC  TUC  "Real-time  numbers 
CIVIDKMLC  mC    mean  real-time  insight" 


it  Dynamics,  the  Microsoft  Dynamics  logo,  and  Your  potential 
".oft  Corporation  i'rvithe  United  States  and/or  other  countries 


TAKING  _  

WITH  YOUPUNVESTJVIENTS 

DOESN'T  MAKE  MUCH  SENSE  EITHER. 


Trying  to  make  money  on  exciting,  unpredictable  investments  is  one 
of  the  surest  ways  to  lose  it.  Which  is  why  Edward  Jones  recommends 
investment  strategies  that  have  proven  themselves  over  the  long  term. 
To  find  the  Edward  Jones  office  nearest  you,  call  1-800 -ED-JONES  or 
visit  www.edwardjones.com.  Member  SIPC. 


Edwardjones 

MAKING  SENSE  OF  INVESTING 


Fact  and  Comment 

By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding." 


Why  Still-Tame 

WHY  ARE  LARGE  U.S.  CORPORATIONS  STILL  CLUTCHING  THEIR 
cash?  Why  aren't  they  substantially  boosting  capital  expenditures, 
especially  given  rapid  global  economic  growth  and  the  dazzling 
opportunities  technology  is  opening  up?  Yes,  capital  expenditure  out- 
lays are  growing  nicely,  but  proportionately  the  big  boosts  have  come 
from  smaller  outfits.  Not  since  the  1960s  has  cash  made  up  as  large 
a  part  of  the  corporate  balance  sheet  as  it  does  today.  Corporate  cash 
flows  outpaced  the  rise  in  capital  investments  until  early  this  year — 
very  late  into  this  expansion.  Recently  at  a  get-together  at  our  offices 
brother  Tim  asked  the  CEO  of  a  successful  major  company  why  cor- 
porate America  was  exhibiting  such  seemingly  inexplicable  caution. 

His  answer:  Wall  Street.  For  all  its  talk  of  celebrating  entre- 
preneurial capitalism  and  risk-taking,  Wall  Street  currently  has 
all  the  animal  spirit  of  a  savings  bonds  buyer.  A  major  capital 
investment  will,  in  the  short  term,  cut  earnings  from  what  they 
would  otherwise  have  been — new  depreciation  charges  guaran- 
tee that.  But  worse,  in  the  eyes  of  todays  shortsighted  Wall  Street 
money  managers  and  analysts  these  expenditures  will  hurt  profit 
margins.  Say  a  company  spends  $1  billion  on  a  new  facility  or 
product  that  will  hearteningly  enhance  its  prospects  for  future 


Animal  Spirits? 

profits  and  productivity.  Our  visiting  CEO  made  the  point  that 
such  an  outlay  would  be  costly:  The  resulting  hit  on  margins 
would  probably  clip  the  company's  market  value  several  times  the 
actual  outlay,  say  to  the  tune  of  $2  billion  to  $4  billion. 

Wall  Street  is  less  punishing  of  acquisitions,  hence  the  rapid  rise 
in  recent  mergers  and  acquisitions  activities.  Sure,  the  stock  of  an 
acquiring  company  may  go  down  a  little  bit  but  not  nearly  as  much 
as  it  would  if  the  company  made  massive  capital  investments. 

Corporate  chieftains  often  complain  about  the  pressure  from 
Wall  Street  for  short-term  results.  The  Street's  current  obsession  with 
profit  margins  is  what  you  might  call  an  M.B.A.  version  of  this 
myopic  attitude. 

What's  amazing  is  the  fact  that  America's  stock  exchanges- 
supposed  bastions  of  vibrant  capitalism — are  now  so  risk-averse, 
the  opposite  of  the  anything-goes  attitude  of  the  late  1990s.  Fear 
is  the  unspoken  byword  today— Sarbanes-Oxley;  the  public's 
string-'em-up  attitude  toward  corporate  miscreants;  and  massive, 
disruptive  change.  Even  once  impregnable  mainstays  like  daily 
newspapers  wonder  whether  the  Web  will  do  to  them  what  rail- 
roads did  to  the  Erie  Canal  more  than  150  years  ago. 


Term  Limits  for  Foundations? 


IN  ANNOUNCING  HIS  EXTRAORDINARY  GIFT  TO  THE  BILL 
&  Melinda  Gates  Foundation,  Warren  Buffett  repeatedly  criticized 
efforts  to  repeal  the  death  tax,  warning  of  the  dangers  of  "dynastic 
wealth"  and  belittling  the  idea  that  great  wealth  should  be  passed 
on  to  "members  of  the  lucky  sperm  club." 

Ironically,  there  is  one,  largely  unaccountable 
aristocracy  in  American  life  today:  foundations. 
These  organizations  run  on  in  perpetuity. 
They  control  hundreds  of  billions  of  dollars 
in  assets.  They  only  have  to  distribute  a  min- 
imum of  5%  of  their  assets  each  year,  and 
even  that  mandate  can  be  lessened  by  various 
loopholes  and  legal  dodges.  They  do  not 
answer  to  the  marketplace  or  an  electorate. 
Most  of  them  are  dominated  by  proactivist- 
government  types  vibrating  with  barely  con- 
cealed hostility  to  entrepreneurial  capitalism. 

At  least  charitable  organizations  such  as 
the  American  Red  Cross  and  United  Way 
have  some  form  of  public  accountability 
because  they  are  dependent  on  private  dona- 
tions. Hence  the  American  Red  Cross'  presi- 
dent felt  she  had  no  choice  but  to  resign  when 


Death  tax  advocates  profess  fears  that 
its  absence  will  foment  European-like 
aristocracies.  In  reality,  inheritors  will 
more  likely  dissipate  inheritances. 


it  turned  out  that  monies  received  to  help  victims  of  9/11  were 
being  diverted  for  other  purposes.  Years  before,  the  president  of 
the  United  Way  had  to  resign  in  the  aftermath  of  bad  publicity 
over  excessive  salaries  and  expense-account  abuses. 

As  for  the  death  tax,  its  very  existence  has 
actually  helped  to  preserve  those  "dynastic" 
fortunes  so  worrying  to  Warren  Buffett.  It  has 
led  to  a  proliferation  of  trusts  and  other 
instruments  designed  to  escape  the  tax  collec- 
tor. These  devices — usually  run  by  competent 
money  managers — help  preserve  and  expand 
fortunes  by  not  letting  the  heirs  get  their 
hands  directly  on  the  money.  Real-world 
experience  demonstrates  that  heirs  prolifer- 
ate, and  all  of  them  have  unmet  needs.  In 
short,  human  nature  quickly  dissipates  great 
fortunes — when  allowed  to  do  so. 

As  for  the  "lucky  perm  club,"  doesn't  Buf- 
fett realize  how  foi  tunate  ne  was  to  have  been 
born  with  his  brainpower?  We  can't  pick  our 
genes  or  that  witl  aich  we  are  endowed.  We 
can  only  do  a  Buffett  has  so  splendidly 
done — make   ;e  most  of  our  blessings. 
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Fact  and  Comment 


Limited  Risks  =  Limited  Gains 


THE  GATES  FOUNDATION  HAS  SET  ITSELF  THE  EXCITING  CHAL- 
lenges  of  finding  cures  for  a  number  of  diseases,  including  AIDS, 
and  of  truly  reforming  America's  high  schools.  Will  Bill  Gates 
infuse  these  areas  with  the  same  entrepreneurial  spirit  that  he  so 
magnificently  applied  to  high  tech? 

On  the  disease  front  his  organization 
can  quickly  save  the  lives  of  hundreds  of 
thousands  of  people  each  year  by  forcefully 
pushing  to  once  again  use  DDT  in  the  fight 
against  malaria.  The  chemical  was  banned 
in  most  of  the  world  for  the  alleged  harm  it 
did  to  the  environment.  But  experience  has 
demonstrated  that  applying  small  amounts 
of  it  to  the  inside  of  huts  kills  malaria-bear- 
ing mosquitoes— without  harming  people 
or  the  environment— and  would  sharply 
cut  the  incidence  of  this  killer  ailment. 
South  Africa  used  this  approach  several 
years  ago,  with  great  success.  Such  a  move 
would  be  absolutely  un-PC  and  would  sub- 


Notoriously  undiplomatic  Dr.  Arata  Kochi, 
director  of  the  World  Health  Organization's 
global  malaria  program,  has  little  patience  for 
belittlers  of  DDT.  The  Gateses  should  hire  him — 
or  clone  him. 


ject  Gates  and  his  foundation  to  withering  criticism  from  certain 
quarters.  But  if  the  foundation  is  truly  serious  about  its  mission,  it 
must  be  prepared  to  endure  occasional  castigation. 

On  the  education  front  the  Gateses  are  helping  to  establish 
innovative  high  schools  to  show  how  kids 
can  be  more  effectively  taught.  But  these 
institutions  would  find  quicker  emulation 
if  parents  were  given  genuine  choice  as  to 
which  schools  their  kids  could  attend. 
Only  parental  choice  can  bring  about  the 
real  reform  of  our  primary  and  secondary 
schools.  Monopolies  are  disastrous,  includ- 
ing government  and  union  ones.  Compe- 
tition brings  accountability,  infinitely 
more  innovation  and  superior  services. 

Is  the  Gates  Foundation  willing  to  suf- 
fer the  slings  and  arrows  of  Americas  all- 
powerful  teachers  unions  if  it  makes 
school  choice  and  the  advancement  of 
charter  schools  a  key  part  of  its  mission? 


Fateful  Fixations 


13  Steps  Down — by  Ruth  Rendell  (Vintage  Crime,  $13).  This 
Dostoyevsky-like  thriller  set  in  London  deftly  delineates  the  ugly 
descent  of  Mix  Cellini  from  fitness  equipment 
repairman  to  murderer.  The  theme:  obsession.  Cellini 
focuses  more  and  more  on  his  hero,  a  serial  necrophil- 
iac  killer,  Reggie  Christie,  who  was  hanged  for  his 
crimes  half  a  century  earlier.  Cellini's  other  obsession 
is  a  supermodel  whom  he  takes  to  stalking.  Cellini 
convinces  himself  that  if  he  just  meets  her  he  will  win 
her  heart,  marry  her  and  become  a  celebrity  himself. 

Rendell  populates  her  book  with  less-than-lik- 
able  characters.  Cellini's  landlady  hasn't  connected 
with  the  world  since  the  1950s — even  microwave  ovens  utterly 
baffle  her.  Her  house  hasn't  been  cleaned  in  decades,  and  she 


thinks  she  can  win  the  heart  of  a  doctor  who  treated  her  dying 
mother  in  the  early  1950s,  deliriously  believing  her  then  infatua- 
tion was  actually  reciprocated.  We  have  a  phony  psy- 
chic whose  "readings"  actually  are  near  the  mark  and 
a  wealth  of  coincidences  the  author  renders  plausibly. 

A  chilling  read  for  a  warm  summer's  day. 
Excerpt:  Ma  Winthrop  had  touched  his  arm  with  one 
finger.  It  was  when  she  was  asking  him  if  old  Chawcer 
had  confided  in  him.  Her  finger  had  touched  him  and  it 
had  been  warm,  as  warm  as  the  skin  it  touched.  And 
that  should  have  told  him,  but  told  him  only  now,  that 
old  people  weren't  cold  to  the  touch,  their  temperature 
was  the  same  as  in  young  ones.  So  if  Chawcer  was  ice-cold  it  was 
because  she  was  dead  already. . .  He  had  killed  a  dead  woman. 


RESTAURANTS:  GO,  ,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  dona—  208  East  52nd  St.  (Tel.:  212-308-0830).  Chic  new 
East  Side  hot  spot.  The  food  is  varied  and  delicious.  Try  the 
appetizer  of  fish  tartare;  the  grilled  branzino  served  over  small 
potatoes  and  artichoke;  the  pasta  with  lamb,  caponata  and  egg- 
plant sauce;  and  the  unusual  risotto  verde. 

•  Tigerland— 85  Avenue  A,  between  5th  and  6th  streets.  (Tel.: 
212-477-9887).  Sensational  fare  in  an  attractive,  stylish  space.  The 
largely  organic  and  impeccably  fresh  ingredients  combine  to 
delight  the  palette.  Favorites:  Tom  Ka  Gai  (chicken  coconut  soup), 
green-mango  pan-fried  trout  Vietnamese  lemongrass  beef  over 
watercress  salad,  pan-seated  tilapia  fillets  and  the  clay-pot  spicy 


glass  noodles  with  wild  scallops.  For  dessert:  The  coconut  tapioca 
and  the  organic  Vietnamese  coffee  pot  de  creme  are  outstanding. 

•  A  Voce— 41  Madison  Ave.,  at  26th  St.  (Tel.:  212-545-8555). 
One  of  the  hippest,  noisiest  and  most  difficult  places  to  book  in 
town.  Beautiful  decor  and  attentive  service.  The  meals  are  gen- 
erally excellent.  Try  the  duck  meatballs  and  the  roast  pork. 

•  Urena— 37  East  28th  St.  (Tel.:  212-213-2328).  A  serene  and 
minimalist  place  offering  up  a  delectable  and  imaginative 
menu.  Of  particular  note:  the  marinated  grouper  appetizer,  the 
tuna  crusted  with  sesame,  and  all  of  the  mouthwateringly  tasty 
desserts.  They're  worth  every  calorie.  F 
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HYUnDHI 

Drive  your  wayT 


fe've  built  the  top-ranked  car  in  the  world 
ut  still  managed  to  keep  all  four  wheels  on  the  ground. 


ner  of  AutoPacific's  Best  in  Class  Vehicle  Satisfaction  Award.  According  to  AutoPacific,  the  Azera  is  "the  highest  scoring  passenger  car, 
id  of  vaunted  Premium  Luxury  Cars  like  the  Lexus  LS,  Jaguar  XJ  and  Mercedes  S-Class.  The  fact  that  these  cars  are  twice  the  price  of  an  Azera 
;t  icing  on  the  cake."  We  couldn't  agree  more.  Of  course  we  also  believe  we  shouldn't  let  all  that  praise  go  to  our  heads.thenewAzera.com 


always  be  worn.  ©  2006  AuloPacilic,  Inc.  Vehicle  Satislaclion  Award.  Hyundai  and  Hyundai  model  namesafe  registered  Irademarks  ol  Hyundai  Motor  America.  All  rights  reserved.  ©  2006  Hyundai  Motor  Amen 


Special  Advertising  Feature 

THE  BENEFITS  OF  CARING™  brought  to  you  by  CIGNA® 

STARTING  YOUNG 

IT'S  NOW  COMSIDK RED  Tl  IE  BEST  WAY 

TO  FIG) ITOL  I?  GROWING  OBESITY  PROBLEM 


Hit  the  rewind  button.  Thirty  years 
ago,  American  society  hadn't  yet  traded 
the  playground  for  the  computer  screen, 
adopted  a  diet  chock  full  of  fast  food  or 
learned  to  say  "Supersize  Me." 

Recognizing  what's  changed  since 
those  slimmer  days  is  an  important  step 
in  reshaping  the  future.  Faced  with  a 
generation  of  Americans  whose  weighty 
problems  are  starting  to  strain  the  medical 
system,  health  care  experts  are  launching 
a  society-wide  effort  to  bring  back  such 
things  as  longer  recess,  safer  playgrounds, 
walkable  sidewalks  and  healthier  school 
lunches.  The  primary  focus  of  their 
efforts:  It's  kids. 

Why  kids?  For  one  thing,  they  are 
more  adaptable.  Establish  good  nutrition 
and  exercise  habits  when  they're  young, 
and  chances  are  good  that  those  healthy 
behaviors  will  stick. "There  is  no  question 
that  obesity  is  very  difficult  to  treat  once 
it  develops,"  says  Dr.  Stephen  R.  Daniels, 
professor  of  pediatrics  and  environment 
health  at  Cincinnati  Children's  Hospital 
Medical  Center.  "Starting  earlier  gives  us 
a  better  shot." 

Research  shows,  for  example,  that 
kids  who  participate  in  some  kind  of 
obesity  programming  can  do  very  well. 
"In  fact,  they  do  much  better  than  their 
adult  counterparts,"  says  pediatrician 
Lorna  Friedman,  senior  medical 
executive  at  CIGNA  Healthcare.  That's 
the  good  news,  she  says. 

The  bad  news:  Some  15%  of  children 
are  currently  considered  obese.  That 
compares  to  the  early  70s  when  obesity 
rates  were  closer  to  5%.  In  some  popula- 
tions, the  current  numbers  are  even 
higher.  In  New  Jersey,  a  full  20%  of  sixth 


graders  are  obese,  and  another  19%  are 
overweight. 

Translate  those  statistics  into  health 
problems,  doctors  say,  and  the  trend  is 
even  scarier.  "We  are  starting  to  see 
health  outcomes  in  children  that  had 
previously  only  been  seen  in  adults," 
says  Dr.  Jeffrey  P.  Koplan,  vice  president 
for  academic  health  affairs  at  Emory 
University  and  chairman  of  the 
committee  that  authored  the  Institute 
of  Medicine's  2004  report,  "Preventing 
Childhood  Obesity."  Type  II  diabetes, 
once  virtually  unknown  in  children, 
is  a  prime  example,  he  says.  "What 
previously  could  be  tossed  off  as 
aesthetic,  now  is  being  seen  for  what  it 
really  is — a  serious  risk  factor  for  disease." 
There  are  other  costs  as  well.  Obese 
children  are  more  likely  to  suffer  from 
low  self-esteem  and  depression.  And  as 
they  grow  up,  there's  a  70%  chance  that 
they  will  stay  obese.  Indeed,  the  rise  of 
obesity,  unhealthy  eating  habits  and 


physical  inactivity  has  prompted  the  U.S. 
Surgeon  General  to  warn  that  we  may 
see  the  first  generation  with  a  "shorter 
lifespan  than  their  parents." 

A  recent  Rand  Corporation  study 
found  that  obese  people  spend  36%  more 
on  health  care  services  and  77%  more 
on  medications.  Other  studies  set  the 
national  health  care  cost  of  obesity 
and  overweight  conditions  in  adults  at 


between  $98  billion  and  $129  billion 
a  year.  "That's  nowhere  near  the  full 
impact  of  the  obesity  epidemic,"  says 
Dr.  Koplan.  Even  if  obesity  rates  level 
off,  costs  will  continue  to  rise  as  today's 
obese  children  become  adults. 

Finger-pointing  is  counterproductive. 
"It's  not  one  group's  fault  or  responsi- 
bility," says  Vickie  James,  R.D,  L.D,  of 
Healthy  Kids  Challenge,  a  nonprofit 
organization  that's  taking  its  emphasis  on 
fitness  and  nutrition  to  the  schools.  "It 
is  everyone  taking  simple,  small  steps 
together."  These  simple  steps,  however, 
add  up  to  a  major  overhaul  of  some  deeply 
entrenched  aspects  of  American  life  and 
business.  The  new  Institute  of  Medicine 
report  has  thrown  down  the  gauntlet, 
calling  for  major  change  in  everything 
from  what's  put  in  the  school  vending 
machines  to  what's  put  on  the  television 
screen.  Likened  by  some  to  the  first 
surgeon  general's  report  on  tobacco,  the 
report  makes  far-reaching  recommenda- 


tions on  issues  as  diverse  as  local  zoning 
ordinances,  health  plan  incentives,  media 
advertising  and  the  family  television. 

By  focusing  on  kids,  these  experts 
also  hope  to  create  a  ripple  effect.  "There 
are  very  few  people  in  this  country  who 
aren't  connected  to  a  child,"  explains 
Ms.  James.  By  mobilizing  society  to 
focus  on  kids,  she  says,  the  message  gets 
delivered  to  everyone. 


Establish  good  nutrition  and  exercise  habits 
when  they're  young,  and  chances  are  good  that 
those  healthy  behaviors  will  stick.  y  y 


Carrots  doift  come  in  nacho  cheese  flavor.  So  it's  no  surprise  kids  are 
more  willing  to  sit  down  with  a  bag  of  chips  than  eat  something  nutritious. 
Unfortunately,  such  habits  tend  to  grow  with  kids  into  adulthood,  when 
obesity  can  cause  serious  physical  and  emotional  problems.  At  CIGNA® 
we  realize  obesity  can  affect  the  home  as  well  as  the  workplace.  With 
the  Healthy  Kids  Challenge  we're  working  with  families  and  physicians 
alike  on  the  importance  of  eating  healthy  and  exercising  at  a  young  age. 
After  all,  playtime  is  jusl  as  important  when  you're  an  adult.  For  more 
information  on  CIGNA  employee  benefits,  ask  your  employee  benefits 
manager  or  visit  us  at  www.eigna.com/obesity. 

(  \jS  *!  C,GNA  is  a  Proud  national  sponsor  of  the  Healthy  Kids  Challenge. 


CIGNA 

A  Business  of  Caring. 
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her  Comments 


There  is  no  point,  in  a  situation  like  this,  being  an  80%  ally. 

—JOHN  HOWARD,  prime  minister  of  Australia 


The  Disloyal  Opposition  Awash  as  we  are  in  the 

cranky  appraisals  of  our  war  in  Iraq  and  the  congressional  proj- 
ects to  end  it  summarily,  we  have  every  reason  to  conclude  that 
for  some  Americans  a  real  war  is  not  nearly  as  amusing  as  one 
produced  in  Hollywood.  A  real  war  is  a  lot  more  difficult  to 
script  than  a  war  headed  for  the  silver  screen.  Inopportune  events 
take  place.  Even  uncovenanted  happenings  occur.  During  World 
War  II  more  than  14,000  American  POWs  died  in  German  and 
Japanese  hands.  President  Franklin  Roosevelt  had  not  anticipated 
such  brutal  treatment.  Other  unanticipated  enormities  took 
place,  for  instance,  the  dithering  in  the  hedgerows  of  France  after 
the  D-Day  landings.  Still,  no  congressional  investigations  were 
convened  to  distract  our  leaders  from  bringing  the  war  to  a 
diplomatically  viable  conclusion. 

— EMMETT  TYRRELL,  founder  and  editor  in  chief, 
American  Spectator,  in  Townhall.com 

R.I.P.,  Soft  Of  We  do  not  need  sophisticated  economics 
to  teach  us  that  the  death  tax  is  bad.  The  fundamental  lesson  of 
Adam  Smith,  rooted  in  common  sense,  and  confirmed  in  the  lab- 
oratories of  history,  is  that  an  economic  system  must  align  with  or- 
dinary moral  principles  to  allow  society  to  flourish.  The  death  tax 
at  its  most  basic  level  does  not.  It  falls,  when  it  falls,  on  the  wrong 
people— even  for  those  who  seek  to  tax  the  rich,  on  the  wrong  rich 
people.  The  death  tax  comes  to  the  industrious,  the  thrifty  and  the 
altruistic.  It  spares  the  unproductive,  the  spendthrift  and  the  self- 
ish. There  is  nothing  wrong,  and  a  good  deal  right,  with  working 
hard  and  saving  well  and,  at  the  end  of  the  day,  should  fortune  so 
smile,  with  passing  on  wealth  to  the  next  generation.  There  is  ample 
time  under  a  properly  designed  tax  system  to  tax  the  heirs  when 
and  as  they  spend.  Our  current  tax  system  taxes  people  when  they 
work,  when  they  save,  when  they  marry,  when  they  give,  and  when 


"That's  Karl,  before  he  was  purchased  by  the  Chinese." 
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they  die.  These  are  wrong  choices,  all.  We  should  tax  people  when 
and  only  when  they  spend.  And  then  we  can  repeal  the  death  tax, 
once  and  for  all,  for  the  simple  reason  that  dead  men  don't  spend. 
(And  nor,  of  course,  do  dead  women.) 

—EDWARD  J.  MCCAFFERY,  professor  of  law  and 
political  science  at  USC,  Wall  Street  Journal 

A  Good  Gut  Instinct  I  consider  myself  a  libertar- 
ian. I'm  not  a  card-carrying  member,  but  it's  my  gut  instinct 
toward  things:  Keep  the  government  out  of  your  wallet  and  out  of 
your  bedroom. 

—JOHN  TIERNEY,  columnist  for  the  New  York  Times, 

quoted  in  Reason 

Angst  Over  Energy  Free  markets  work.  Rising 

[energy]  prices  from  the  global  boom  will  lead  to  more  conserva- 
tion, less  consumption  and  more  production,  but  only  so  long  as 
government  stays  out  of  the  way.  Instead  of  blaming  ExxonMobil 
for  high  gas  prices,  irate  motorists  and  voters  should  blame 
Congress  for  mandating,  regulating,  and  taxing  against  energy. 
Indeed,  bashing  big  oil  won't  create  a  drop  of  new  energy.  Over  the 
past  fifteen  years,  ExxonMobil's  total  investment  has  exceeded  the 
company's  earnings,  according  to  Washington  analyst  James  K. 
Glassman.  Meanwhile,  all  the  evidence  from  time  immemorial  shows 
that  gas  prices  are  set  by  market  forces,  not  manipulation  at  the 
production  level.  So-called  price  gouging  is  nothing  but  a  political 
red  herring.  Windfall  profits  taxes  and  special  tax  subsidies  will  only 
diminish  energy  investment,  not  increase  it. 

—LAWRENCE  KUDLOW,  New  York  Sun 

A  Picture  Is  Worth  . .  .  The  average  cost  of  a  wed- 
ding in  the  United  States  now  exceeds  $20,000.  You  didn't  think 
the  federal  government  would  stand  for  that  sort  of  thing  without 
staking  out  a  piece  of  the  action,  did  you?  As  of  [May]— the  onset 
of  peak  nuptials  season — the  National  Park  Service,  acting  on  a 
directive  from  Congress,  started  charging  fees  as  high  as  $250  per 
day  to  commercial  photographers  plying  their  trade  at  choice 
Washington  venues,  such  as  the  Jefferson  Memorial  or  the  vista 
looking  out  on  the  Capitol  from  the  Ulysses  S.  Grant  Memorial, 
all  frequently  used  in  wedding  photos.  Video  photographers  face 
fees  up  to  $750  per  day.  Still,  there  may  be  a  silver  lining  in  this  for 
fledgling  marrieds.  A  National  Parks  permit  will  at  least  secure 
them  a  block  of  time  in  which  they  can  have  a  cherished  parks 
venue  all  to  themselves.  Who  says  money  can't  buy  you  love? 

—SHAWN  ZELLER,  CQ  Weekly 

Ready  for  R  and  R  If  you  look  like  your  passport 

photo,  you're  too  ill  to  travel. 

—WILL  KOMMEN  F1 


Now  would  be  a  good  time  to  introduce  ourselves. 


You  might  not  know  us  yet,  but  you  soon  will. 

We're  TD  Bank  Financial  Group  -  one  of  North 
America's  ten  largest  banks.  And  for  the  past  150  years, 
we've  prided  ourselves  on  our  commitment  to  the  highest 
level  of  customer  service. 

Now  with  our  investment  in  TD  AMERITRADE, 

a  leading  financial  firm 
dedicated  to  helping 
independent  minded  investors,  investors  can  find  guidance, 
tools  and  straightforward  pricing  to  help  them  thrive 
with  confidence. 


AMERITRADE 


Banknorth 


We  also  offer  TD  Banknorth's  straight  talking 
and  truly  hassle  free  approach  to  banking.  And  with 
over  600  branches  and  m 
growing,  TD  Banknorth 
gives  you  easy  access  to  better  serve  your  needs. 

Add  all  this  up  and  TD  Bank  Financial  Group  is 
even  better  positioned  to  pay  serious  attention  to  what 
counts  -  you. 

If  you'd  like  to  find  out  more,  ask  one  of  our 
14  million  customers.  Better  yet,  visit  us  online  at 
www.td.com  to  learn  more. 


www.tdameritrade.com 


www.tdbanknorth.com 


Bank  Financial  Group 


AERITRADE,  Inc.,  member  SIPC,  is  a  wholly  owned  subsidiary  of  TD  AMERITRADE  Holding  Corporation.  TD  Bank  Financial  Group  investment  is  in  TD  AMERITRADE  Holding  Corporation.  Investment  products  held  in 
tERITRADE  brokerage  accounts  ore  NOT  FDIC  INSURED/NOT  BANK  GUARANTEED/MAY  LOSE  VALUE.  TD  AMERITRADE  is  a  trademark  owned  jointly  by  The  Toronto-Dominion  Bank  ond  Amerirrade  IP  Company,  Inc. 
nknorth,  N.A.  -  Member  FDIC.  TD  ond  the  TD  Logo  are  registered  trade-marks  of  The  Toronto-Dominion  Bank. 
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network  security,  if  you're  not 

ahead  of  the  threat 


you're  only  reacting  to  / 


Let  Internet  security  systems  stop 
network  threats  before  they  impact  your  business. 

How  do  you  ensure  compliance  and  manage  costs  when  your  security  is  less  than  certain? 
Even  "zero-day"  solutions  aren't  fast  enough  to  protect  against  losses  once. an  Internet  attack  hits. 
The  alternative  is  preemptive  security  from  Internet  Security  Systems.  Because  our  enterprise  solutions 
are  based  on  the  world's  most  advanced  vulnerability  research,  only  ISS  can  can  offer  preemptive  security  and 
stop  threats  More  they  impact  your  business.  So  why  rely  on  "reaction"  when  security  can  be  a  sure  thin 

Need  proof?  Get  a  free  whitepaper,  Preemptive  Security:  Changing  the  Rules, 

at  www.iss.net/proof  or  call  800-776-2362. 


NETWORK  &  HOST  INTRUSION  PREVENTION 


MANAGED  SECURITY  SERVICES 


VULNERABILITY  MANAGEMEN 


(#  Internet  |  Security  |  Systems 

Ahead  of  the  threat 


TM 


Recommended  by  the  Hamiltons, 
the  Franklins,  the  Jacksons,  and  the  Grants. 


Heres  an  investment  tip  for  you:  AMD.  Because  servers  based  on  the  AMD  Opteron™  processor 
will  pay  off  for  your  business,  bigtime.  AMD  Opteron  processors  are  designed  for  maximum 
performance-per-watt,  so  they  consume  less  energy,  run  cooler,  and  can  lower  your  total 
cost  of  ownership.  What's  more,  they  are  easy  to  integrate  and  scale  to  your  existing  hardware 
based  upon  changing  data  center  requirements.  Anyway  you  look  at  it,  it's  a  great  investment. 


AMD  Opteron'" processors  can  deliver  a  100<%>  performance- 
per-watt  advantage  over  the  competition. 


AMDH 

Smarter  Choice 


lurrent  Events 


ly  Ernesto  Zedillo,  former  President  of  Mexico 

HRECTOR,  YALE  CENTER  FOR  THE  STUDY  OF  GLOBALIZATION 
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Imbalances  Can't  Go  on  Forever 


HE  WORLD  ECONOMY  CONTINUES  TO  LOOK  STRONG  DESPITE 
:cent  hiccups  in  international  capital  markets  and  the  recalcitrance 
f  high  oil  prices.  It's  almost  certain  that  for  the  third  year  in  a  row 
rorld  output  will  grow  around  5%,  with  record  low  inflation  world- 
ide.  Yet  economists  are  increasingly  worried  about  the  possibility 
fa  serious  economic  setback,  if  not  this  year  then  sometime  in  the 
ot-so-distant  future.  The  culprit  at  the  root  of  die  latest  bouts  of 
isomnia  and  divided  opinions  torturing  my  fellow  members  of 
le  dismal  profession  is  the  situation  dubbed  "global  imbalances." 

If  present  trends  hold,  the  U.S.  current  account  deficit — which 
:fiects  the  country's  excess  of  expenditure  over  income — could  reach 
900  billion  in  2006,  or  6.8%  of  GDP.  This  will  be  the  highest  deficit 
/er  registered  by  the  U.S.  economy.  It's  being  financed  by  the  equally 
nprecedented  surpluses  being  run  by  other  economies,  most  no- 
ibly — but  not  exclusively — those  in  the  Asia  Pacific  region. 

The  benign  version  of  the  global-imbalances  story  posits  that 
igher  productivity  in  the  U.S.  has  given  Americans  both  a  revalu- 
ion  of  their  assets  and  an  expectation  of  higher  future  income,  which 
as  encouraged  them  to  spend  more  and  save  much  less  than  before, 
.t  the  same  time,  the  phenomenon  of  higher  productivity  has  made 
le  U.S.  a  more  attractive  place  for  other  countries  to  invest  their  cur- 
:nt  account  surpluses,  the  result  of  their  greater  propensity  to  save, 
cport  and  accumulate  foreign  exchange  reserves.  From  this  perspec- 
ve  the  current  state  of  affairs  is  simply  one  more  of  the  many  favor- 
?le  consequences  of  financial  globalization,  which  allows  resources 
)  move  swiftly  to  where  expected  returns  are  more  attractive. 

Other  analysts,  however,  question  this  happy  tale.  They  per- 
;ive  global  imbalances  to  be  the  result  of  faulty  fiscal,  monetary, 
tchange-rate  and  structural  policies  of  the  countries  contributing 
)  them.  For  example,  some  point  to  American  profligacy,  trig- 
ged by  both  lax  fiscal  and  monetary  policies,  as  a  chief  suspect. 
>thers  believe  that  currency  manipulation  by  East  Asian  coun- 
ies,  particularly  China,  is  mostly  to  blame.  And  then  there  are 
lose  who  see  the  reluctance  of  some  of  the  major  European 
auntries  to  reform  their  economies  as  being  part  of  the  problem. 

At  first  glance  all  of  the  above  perceptions  seem  to  be  competing 
q>lanations  of  the  causes  of  global  imbalances.  But  they  aren't.  As 
any  Eichengreen  of  the  University  of  California,  Berkeley  has  lu- 
idly  argued,  none  of  them  can  individually  account  for  the  imbal- 
nces,  but  each  provides  elements  of  truth  that  add  up  to  the  larger 
:ory.  Eichengreen  grants  that  because  of  its  flexibility,  which  leads 
)  higher  profitability,  the  American  economy  continues  to  attract 
le  savings  garnered  by  some  of  the  other  major  economies.  But 
e  also  makes  clear  that  the  decline  in  the  share  of  U.S.  investment 


financed  out  of  U.S.  savings  has  gone  beyond  what  is  warranted  by 
the  higher  profitability  of  the  U.S.  economy.  He  also  believes  a  sub- 
stantial part  of  the  problem  is  that  Asian  countries,  in  order  to  propel 
their  economic  growth,  rely  on  undervalued  exchange  rates  to  stim- 
ulate exports  instead  of  relying  on  increased  domestic  consumption. 

Even  adherents  to  the  benign  interpretation  of  global  imbal- 
ances don't  believe  things  can  continue  indefinitely  as  they  are.  If 
the  present  inertia  could  conceivably  be  sustained,  the  U.S.  would 
owe  foreigners  more  than  50%  of  its  GDP  by  the  end  of  the  decade 
and  much  more  than  100%  ten  years  beyond  that.  You  don't  need 
to  be  a  paranoid  nationalist  to  figure  out  that  this  trend  will  some- 
how stop.  Of  course,  it  would  be  in  nobody's  interest  if  it  were 
changed  by  a  sudden  interruption  of  capital  inflows  into  the  U.S., 
dramatic  changes  in  exchange  rates  and  sharp  jumps  in  interest  rates, 
which  would  eventually  be  followed  by  a  worldwide  recession.  Yet 
this  will  be  the  most  likely  outcome  if  nothing  is  done  or  if  the  bur- 
den of  any  adjustment  is  imposed  on  one  player  alone. 

Unfortunately  for  politicians  in  the  countries  that  bear  responsibil- 
ity for  the  global  imbalances,  discussion  of  the  issue  has  degenerated 
into  a  blame  game,  at  times  charged  witf  i  nasty  rhetoric  and  propos- 
als that,  if  adopted,  would  be  counterproductive,  particularly  those 
calling  for  less-open  markets  for  international  trade  and  investment. 
People  playing  the  game — not  only  in  the  U.S.  but  also  in  Asia  and 
Europe — would  like  to  see  other  countries,  not  theirs,  make  adjustments 
to  fix  the  imbalances  before  a  serious  global  financial  crisis  unfolds.  But 
I'm  afraid  that's  what's  coming  if  they  just  keep  playing  this  useless  game. 

Synchronization  Is  Best 

The  formula  for  avoiding  the  lose-lose  scenario  has  been  in  the 
policy  arsenal  for  a  long  time,  though  it's  been  seldom  practiced:  col- 
lective and  coordinated  action  in  order  to  smooth  the  adjustment  and 
make  it  less  costly  for  every  participant.  Disorderly  and  traumatic  cor- 
rection can  be  avoided  if  every  pertinent  country  commits  and  honors 
its  part  in  a  coordinated  plan.  Asians  and  Europeans  would  be  required 
to  implement  expansionary  policies  grounded  in  stronger  macro- 
economic  fundamentals.  The  U.S.  would  need  to  address  its  fiscal  deficit 
seriously.  All  would  have  to  synchronize  their  monetary  policies  in  order 
to  realign  their  exchange  rates.  Admittedly,  even  when  collective  action 
is  in  all  countries'  self-interest,  it  is  typically  resisted  and  hard  to  achieve. 
Consequently,  it  has  yet  to  be  seen  whether  the  recent  mandate  given 
the  IMF— to  undertake  multilateral  consultations  with  a  view  toward 
narrowing  the  global  imbalances  while  maintaining  global  economic 
growth— reflects  enlightened  responsibility  by  the  major  players  or 
is  merely  one  more  trick  on  their  part  to  deflect  responsibility.  F 


Forbes 


Ernesto  Zedillo,  director,  Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  Lee  Kuan  Yew,  minister  mentor 
of  Singapore;  and  Paul  Johnson,  eminent  British  historian  and  author,  rotate  in  writing  this  column. 
To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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Barclays  is  now  the 

WORLD  LEADER  IN  ETFs. 

It  has  created  somewhat  of  a  frenzy  around  here. 


The  most  comprehensive  family  of  ETFs  in  the  world.1  Fifty-seven  percent  market 
share  in  the  US.2  Two  hundred  billion  in  US  assets.3  Yes,  challenging  the  status 
quo  has  really  gotten  us  pumped.  Join  the  movement  at  quietlyconquering.com 


$  BARCLAYS 

quietly  conquering  the  world  of  finance 


'  Barclays  Global  Investors  12/31/05.  Morgan  Stanley  Institutional  Equity  Report,  1/30/06. 

2  iShares  ETFs  commands  5796  of  US  ETF  industry  market  share  -  FRC  as  of  12/31/05.  Universe  excludes  exchange  traded  grantor  trusts. 

3  iShares  ETFs  US  assets.  Barclays  Global  Investors  as  of  4/28/06. 

Carefully  consider  the  funds'  investment  objectives,  risk  factors  and  charges  and  expenses  before  investing.  This  and  other  information 
can  be  found  in  the  funds'  prospectuses,  which  may  be  obtained  by  calling  1  800  iShares  (1  800  474  2737)  or  by  visiting  www.iShares.com. 
Read  the  prospectus  carefully  before  investing. 

Investing  involves  risk,  including  possible  loss  of  principal.  The  iShares  Funds  ("Funds")  that  are  registered  with  the  US  Securities  and 
Exchange  Commission  under  the  Investment  Company  Act  of  1940  are  distributed  in  the  US  by  SEI  Investments  Distribution  Co.  (SEI).  Barclays  Global 
Fund  Advisors  (BGFA)  serves  as  an  advisor  to  the  Funds.  Barclays  Global  Investors  Services  (BGIS)  assists  in  the  marketing  of  the  Funds.  BGFA  and  BGIS 
are  subsidiaries  of  Barclays  Global  Investors,  N.A.,  which  is  a  majority-owned  subsidiary  of  Barclays  Bank  PLC,  none  of  which  is  affiliated  with  SEI.  This 
material  does  not  constitute  an  offer  or  solicitation  to  sell  or  a  solicitation  of  an  offer  to  buy  any  shares  of  any  Fund  (nor  shall  any  such  shares  be  offered 
or  sold  to  any  person)  in  any  jurisdiction  in  which  an  offer,  solicitation,  purchase  or  sale  would  be  unlawful  under  the  securities  law  of  that  jurisdiction. 
©  2006  Barclays  Bank  PLC.  All  rights  reserved.  iShares®  is  a  registered  trademark  of  Barclays  Global  Investors,  N.A.  Barclays  is  a  trademark  of  Barclays  Bank 
PLC.  All  other  trademarks,  servicemarks  or  registered  trademarks  are  the  property  of  their  respective  owners.  2989-iS-0506 


Digital  Rules 

By  Rich  Karlgaard,  Publisher 


The  Scandinavian  Model 


LAST  MONTH  IN  COPENHAGEN,  AT  THE  FORBES  CEO  EUROPE 
Forum,  I  moderated  a  discussion  between  Steve  Forbes  and 
Vlads  0vlisen,  the  chairman  of  Lego.  Steve  defended  the  Ameri- 
:an  form  of  entrepreneurial  capitalism,  with  its  lower  taxes  and 
■egulatory  burdens  and  greater  risks  and  rewards.  Mads  spoke 
br  the  Danish  model,  with  its  far  higher  taxes  and  rates  of  social 
.pending.  Since  Steves  arguments  are  familiar  to  FORBES  read- 
;rs,  I'll  touch  mostly  upon  Mads'  points. 

As  P.J.  O'Rourke  once  said  about  Sweden:  "[It]  works,  but  it 
ihouldn't."  Denmark  also  works  quite  well,  growing  last  year  at 
5.4%  and  chugging  along  at  4%  earlier  this  year.  Denmark  has 
ichieved  this  growth  despite  a  top  income  tax  of  63%  that  hits 
10%  of  working  Danes.  The  one  bright 
iide  is  that  Denmark  has  a  smaller 
payroll  tax,  borne  by  the  employer, 
rhis  small  relief  hardly  makes  up  for 
m  income  tax  that's  high  even  by  Con- 
inental  and  Scandinavian  standards. 

Mads  0vlisehs  highest  salary  when 
le  was  CEO  of  Lego  was  about 
)300,000,  which  left  him  an  aftertax 
ake-home  pay  of  about  $115,000.  Its 
lard  to  imagine  a  CEO  of  a  large  U.S. 
:ompany  making  so  little.  Low  salaries 
ind  high  tax  rates  would  seem  to  be  a 
brmula  for  work  disincentives  and  eco- 
lomic  stagnation.  But  oddly  the  formula  works  in  Denmark  Why? 

The  answer,  Mads  said,  is  that  because  Denmark  is  a  small, 
ribal  nation  of  only  5  million  people,  it  has  a  tradition  of  social 
equality.  True  enough.  But  Steve  was  quick  to  point  out  another 
eason  for  Denmark's  success:  Government  works  more  effi- 
:iently  in  Denmark  than  it  does  in  the  U.S.  Thanks  to  the  coun- 
ry's  tribal  nature,  the  Danes  are  apt  to  share,  implicitly,  the  goals 
ind  means  of  their  government.  Bribery  and  corruption  are  sel- 
lom  seen.  Lobbyists  are  scarce.  Laws  and  policies  that  have 
topped  working  are  phased  out  more  quickly  than  they  are  in 
he  U.S.  For  example,  we  retained  the  1898  Spanish- American 
<Var  tax  as  part  of  our  phone  bills  until  earlier  this  year. 

The  Danes  have  also  embraced  labor  flexibility,  or  what  they 
all  "flexicurity."  This  Third  Way  tradeoff  gives  employers  the 
ight  to  hire  and  fire  easily,  while  the  state  guarantees  a  good  wage 
.nd  retraining  for  the  fired.  As  the  South  China  Morning  Post 
loted:  "The  Nordic  model  apparently  manages  to  combine  gener- 
>us  welfare  benefits  with  flexible  labor  markets,  which  results  in 
ow  levels  of  unemployment."  Earlier  this  year  France  floated  its 
>wn  flexicurity  model  but  quickly  withdrew  it  when  French  pro- 
esters  took  to  the  streets.  The  French  would  rather  preserve  their 


Lego  Chairman  Mads  Ovlisen 
taxes  and  low  CEO  salaries- 


way  of  life  with  its  20%  unemployment  rate  for  young  workers. 

Danes  love  to  travel  and  trade,  a  legacy  of  their  seafaring  her- 
itage. Neither  on  the  political  left  nor  right  will  you  find  many 
Chuck  Schumersens  or  Lou  Dobbsens. 

Finally,  Danish  taxes— while  plenty  high— are  not  as  bad  as  the 
whopping  63%  income  tax  suggests.  The  death  tax  is  a  mere  15%, 
and  corporate  taxes  are  a  light  28%.  The  low  corporate  tax  (and 
the  1:2.25  differential  between  it  and  the  income  tax)  encourages  a 
lot  of  tax  shifting.  Clever  Danes  set  up  little  corporations  to  absorb 
their  income  and  write  off  expenses,  such  as  cars.  Don't  these  tax 
shelters  anger  the  tax  collectors?  No,  said  a  Danish  attendee  at  the 
FORBES  forum.  The  Danish  government  is  quite  happy  to  look 
the  other  way  as  long  as  Denmark 
keeps  cranking  out  3%  growth  with 
scant  inflation.  Who  knew  the 
Danes  were  closet  supply-siders? 

Denmark  is  not  without  its 
problems.  State-supported  college 
education  means  that  students  take  a 
John  Belushi-like  seven  years  to 
complete  the  work  of  four.  The  most 
talented  entrepreneurs  often  leave 
Denmark,  before  or  shortly  after 

starting  their  companies.  And  as 

explains  the  Danish  way-high    Mads  0viisen  said)  the  one  thing 

-to  a  skeptical  Steve  Forbes.  i  Ti- 

lled like  to  import  from  the  U.S.  is 

our  sense  of  optimism  about  the  future.  Despite  having  it  quite 

good  regarding  income  and  living  standards,  Danes  can  be  a 

brooding  lot.  But  then  so  are  Minnesotans. 

Yes,  Denmark  could  work  better.  That  it  works  at  all,  bearing 
the  weight  of  its  hefty  tax  burden,  is  a  testament  to  the  idea  that 
national  economies  must  be  fitted  to  the  culture.  The  benign 
authoritarianism  that  produces  healthy  growth  in  Singapore  and 
the  ruder  variant  that  delivers  10%  growth  in  China  would  never 
work  in  the  U.S.  Nor  would  the  Scandinavian  model,  despite 
every  American  liberal's  fondest  hopes. 

The  American  high-risk,  high-reward  system  maps  to  our 
diverse  culture,  which  was  built  on  risk-taking  immigrants.  We 
probably  have  this  risk  capacity  in  our  genes  (see  "Blessed  Are  the 
Hypomanic,"  Digital  Rules,  June  19).  We  are  not  one  tribe,  and 
the  Danish  model  would  bore  us  to  death.  F 

Correction:  Typo  gremlins  mysteriously  swapped  the  home  states  of  U.S.  Congress- 
men James  Sensenbrenner  and  Tom  Tancredo  in  the  July  3  Digital  Rules.  Sensen- 
brenner  is  from  Wisconsin,  Tancredo  from  Colorado. 


I  Forbes 


Read  Rich  Karlgaard's  daily  blog  at 
http://blogs.forbes.com/digitalrules  or  visit 
his  home  page  at  www.karlgaard.com. 
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For  1 50  years,  people  have  been  coming  to  Northwestern  Mutual  to  put  their  minds  at  ease.  ^?  Northwestern  Mutual 

the  quiet  company 

northwesternmutuai.com  insurance  /  investments  /  ideas1 


HOW 

NORTHWESTERN 
MUTUAL  PUTS 
THEIR  CLIENTS' 
MINDS  AT  EASE. 

(NO.  12  IN  A  SERIES) 


12.  CONSISTENTLY 
LARGER  DIVIDEND 
PAYOUTS. 

For  the  last  10  years  in 
a  row,  Northwestern 
Mutual  has  paid  out  more 
life  insurance  dividends 
than  any  company  in  the 
insurance  industry* 
In  2006  alone,  the  total, 
payout  is  $4.27  billion  to 
our  policyowners.  That's 
the  kind  of  consistent 
performance  that  can  really 
help  you  sleep  at  night. 


informer 

NFORMER@FORBES.COM 

Crying  Time  she"  Game 

#        *J  At  a  recent  $29.  ud  29 


)espite  much  press  and  a  heavyweight 
oard,  the  Rhythm  &  Blues  Foundation, 
et  up  in  1988  to  support  aging,  ailing 
ecording  talent  from  decades  past,  hands 
iut  a  mere  $225,000  yearly,  half  the  grants 
unded  in  the  late  1990s.  The  nonprofits 
ist  tax  filing,  for  the  year  ended  May 
005,  also  shows  a  $91,000  deficit  and  just 
129,000  in  incoming  gifts — down  from 
2.6  million  three  years  earlier.  A  "long- 
;rm  strategic  partnership"  announced  in 
003  with  vodka  seller  Millennium 
mport  LLC — not  the  best  symbolism  for 
hese  beneficiaries — has  yielded  little 
;reen.  Nor,  despite  past  broadcast  poten- 
ial,  has  the  groups  Pioneer  Awards  event, 
ield  last  month  in  the  foundation's  new 
leadquarters  city  of  Philadelphia  after  a 
hree-year  gap.  Executive  Director  Kayte 
Connelly,  herself  fresh  to  the  job, 
cknowledges  recent  "difficult  times"  but 
ays  things  are  now  on  the  upswing, 
loard  members  include  record  industry 
xecutives,  singer  Bonnie  Raitt  and  CBS 
lewsman  Ed  Bradley.  Ray  Charles  is  listed 
m  the  official  Web  site  as  a  "found- 
ing director  emeritus" 
despite  his  apparent 
death  in  2004. 
—William  P.  Barrett 

Still  on  their  mind: 
Ray  Charles. 


At  a  recent  $29,  up  29%  this  year,  Biocoral, 
a  French  outfit  traded  over-the-counter 
here  that  sells  bone  substitutes  derived 
from  coral,  has  a  $329  million  market  cap. 
That's  1,042  times  its  2005  revenue  of  just 
$316,000  and  comes  atop  $20  million  of 
accumulated  losses  over  the  years  that 
have  produced  a  $3  million  negative  net 
worth.  Cutting-edge  stuff?  While  claiming 
165  patents,  the  firm  acknowledges  that 
much  of  its  core  biotechnology  comes 
from  a  1995  acquisition  based  on  French 
government  research  dating  to  the  1970s. 
Biocoral  also  faces  such  better-heeled 
competitors  as  Biomet  (2005  revenues, 
$1.9  billion) — whose  wherewithal  to  buy  a 
small  rival  actually  might  be  a  factor  in 
Biocoral's  recent  stock  rise.  "We  don't  con- 
trol the  markets,"  shrugs  Biocoral  boss 
Nasser  Nassiri.  The  Levallois-Perret, 
France  company  has  all  of  nine  full-time 
employees,  plus  executives  like  Nassiri 
who,  filings  say,  "devote  as  much  time  as 
they  believe  necessary."  — Matthew  Rand 

Charity  Starts  at  Home 

Midland,  Tex.  oil  exploration  partners 
Jack  E.  Brown  and  Cyril  Wagner  Jr.,  who 
graced  14  Forbes  400  lists  through  1995, 
have  sued  to  challenge  Internal  Revenue 
Service  claims  totaling  $147  million  in 
extra  taxes  and  penalties  concerning  huge 
asset  transfers  to  trusts  benefiting  their 
descendants.  The  feds  say  in  moving 
$383  million,  Brown,  81,  and  Wagner,  72, 
and  their  wives,  valued  $217  million  of 
taxable  gifts  at  only  $45  million,  partly  by 
using  a  ploy  involving  charitable  dona- 
tions that  the  IRS  calls  "contrary  to  public 
policy '  Their  lawyer,  John  Porter,  defends 
the  reported  values  as  correct  and  lawful. 

— Janet  Novack 


Who  Would  Have  Thought? 


i 


A  new  academic  study  says  that  a  home's  value  falls  4%  when  a  registere 
offender  moves  in  within  a  0.1  mile  radius.  Columbia  University  economist 
nden  and  Jonah  Rockoff  write  that  homes  beyond  that  distance — a  little  less 
o  football  fields— show  no  decline.  They  looked  at  a  decade  of  data 


Northwestern  Mutual" 

the  quiet  company* 


northwesternmutual.com 


*  Source:  A.M.  Best  Company; 
includes  Ordinary  and  Group  Life 
Insurance  Dividends 

©2006 The  Northwestern  Mutual  Life 
Insurance  Co.,  Milwaukee,  Wl.  The 
policy  dividend  and  the  underlying 
interest  rate  are  not  guaranteed  be- 
yond 2006.  Dividends  are  reviewed 
annually  and  are  subject  to  change 
by  the  Company's  Board  of  Trustees. 
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On  My  Mind  

By  Leonardo  Maugeri,  head  of  strategy  and  development  at  Italian  oil  and  natural  gas  company  eni; 

AUTHOR,  THE  AGE  OF  OIL:  THE  MYTHOLOGY,  HISTORY  AND  FUTURE  OF  THE  WORLD'S  MOST  CONTROVERSIAL  RESOURCE. 


Oil,  Oil  Everywhere 

We're  not  running  out  of  oil— but  high  oil  prices  are  needed  to  find  it. 


THERE  IS  AN  ALARMIST  THEORY 
that  the  world  is  running  out  of  oil. 
Quite  the  contrary.  There  is  plenty  of 
oil  in  the  ground,  and  high  prices  are 
just  what's  needed  to  tap  the  earth's 
vast  reserves. 

For  two  decades  low  prices  have 
discouraged  the  search  for  new 
resources  in  areas  with  the  largest 
deposits  of  crude.  Over  time  this  has 
thinned  out  global  production  capac- 
ity and  virtually  eliminated  the  safety 
margin  needed  to  provide  a  cushion 
against  sudden  crises.  Today  spare 
capacity  is  a  mere  2%  of  world  con- 
sumption, holding  the  price  of  oil 
hostage  to  every  kind  of  political  or 
climatic  crisis,  and  fueling  rumors  and 
speculation. 

Starting  in  the  mid- 
1980s  and  continuing  until 
the  early  years  of  the  new 
century,  the  price  of  oil 
mostly  oscillated  between 
$18  and  $20  a  barrel,  held 
down  by  oversupply.  In 

1986  and  1998-99  prices  dipped  below  $10.  In  this  environment 
oil  producers,  terrified  by  the  specter  of  overproduction,  held 
back  on  the  search  for  new  oilfields.  Some  countries  limited  pro- 
duction to  already  active  fields. 

The  scope  of  this  phenomenon  is  extraordinary  but  barely 
understood  outside  the  industry.  During  the  last  25  years  more 
than  70%  of  exploration  has  taken  place  in  the  United  States  and 
Canada,  mature  areas  that  probably  hold  only  3%  of  the  world's 
reserves  of  crude.  The  Middle  East,  on  the  other  hand,  has  been 
the  scene  of  only  3%  of  global  exploration,  even  though  it  har- 
bors 70%  of  the  earths  reserves.  In  the  Persian  Gulf,  holding  65% 
of  the  regions  reserves,  fewer  than  100  exploration  wells  were 
drilled  between  1995  and  2004.  During  the  same  period,  15,700 
such  wells  were  drilled  in  the  U.S. 

Looking  back  over  a  longer  time  frame,  you  find  the  same 
lopsided  ratios.  In  Saudi  Arabia  only  300  oil  and  gas  wells 
(including  developmental  wells)  have  ever  been  drilled,  as 
opposed  to  several  hundred  thousand  in  the  U.S.  The  contrast  is 
even  more  striking  with  respect  to  Iran  and  Iraq,  and  Russia  is 


Only  3%  of  global  exploration 
has  taken  place  in  the  Middle  East, 
even  though  it  harbors  70%  of  the 
 Earth's  reserves.  


still  paying  the  price  for  the  technologi- 
cal backwardness  and  poor  manage- 
ment of  its  fields  during  the  Soviet  era. 
Even  today  it  is  scarcely  expanding  its 
productive  base,  although  its  recent 
groping  toward  Western  capital  and 
expertise  may  change  that  picture  (see 
story,  p.  94). 

Venezuela  could  double  its  produc- 
tion of  crude  in  ten  years  with  the  help 
of  foreign  capital  and  technology,  but 
political  considerations  drive  it  in  the 
opposite  direction,  and  its  production  is 
falling. 

In  fact,  the  vast  majority  of  prime 
producing  countries  get  their  oil  from 
old  fields,  most  of  which  have  been  in 
production  since  their  discovery  in  the 
first  half  of  the  last  century. 
And  in  many  instances  they 
are  operated  with  50-  and 
60-year-old  technology  and 
equipment. 

There  is  little  that  the 
small  or  large  Western  oil 
companies  can  do  to  alter  this 
situation.  They  control  only  8%  of  global  reserves  of  crude,  while 
more  than  90%  of  the  world  s  reserves  are  in  countries  that  do  not 
allow  foreign  access  and  are  unwilling  or  unable  to  develop  new 
reserves  on  their  own. 

While  the  industrialized  world  is  concerned  with  future  energy 
supply  security  and  price,  the  producing  countries  have  been  driven 
by  concern  over  future  demand.  Will  consumption  of  crude  hold 
up  in  the  future,  they  ask,  or  is  the  current  scenario  only  a  bubble, 
bound  to  explode  as  it  has  done  so  many  times  before? 

Only  relatively  high  prices  for  oil  can  provide  a  painful  but 
effective  antidote  for  the  current  situation.  The  process  has 
already  begun,  but  the  cure  will  take  time.  Thanks  to  high  prices, 
investment  in  oil  exploration  and  development  has  exploded 
during  the  last  two  years  worldwide.  A  plausible  forecast  is  that 
by  the  end  of  the  decade  the  daily  demand  for  oil  will  have 
expanded  by  7  to  8  million  barrels.  If  global  production  contin- 
ues at  present  rates,  it  could  grow  by  12  to  15  million  barrels  per 
day  in  that  period.  In  other  words,  there  is  more  than  enough  oil 
in  the  ground.  F 
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Welcome  to  the  market's  middle, 
where  established  companies  and  growth 
potential  are  woven  together  as  one. 


It  just  may  be  the  sweet  spot  you've  been  looking  for.  Invest  in  it  with  MidCap  Spiders. 

You've  built  a  portfolio  with  a  solid  blue  chip  foundation.  Now  you're  considering  more  diversification 
and  a  different  balance  of  upside  potential  and  risk. 


MidCap  Spiders  add  the  entire  S&P  MidCap  400® 
to  any  portfolio.  This  exchange  traded  fund  (ETF) 
represents  all  400  middle  market  stocks  of  the  S&P 
MidCap  400®  in  every  share. These  companies  have 
matured  to  achieve  a  sizeable  $1-4  billion  in  market 
cap,and  meet  rigorous  selection  criteria.  While  mid-cap 
securities  are  subject  to  greater  risk  than  large-caps, 
mid-cap  companies  are  less  volatile  than  companies 
in  the  often  uncertain  start-up  phase. 

MidCap  Spiders  can  help  you  build  a  "beyond  the 
blue  chips"  investment  strategy  without  having  to 
pick  individual  stocks  since  every  share  gives  you  all 
the  middle  market  companies  of  the  S&P  MidCap 
400.  Low  fees  make  the  MidCap  SPDRs  cost  efficient, 
too.  Of  course,  when  you  buy  or  sell  MidCap  Spiders, 
the  usual  brokerage  commission  applies. 

Want  to  learn  more?Visit  www.MidCapSPDR.com  and 
see  if  MidCap  Spiders  could  be  a  sweet  addition  to  any 
portfol  io.  Ticker  symbol  Amex:MDY 


Over  the  last  five  years  MidCap  Spiders  delivered  a  cumulative 
return  of  nearly  80%.  Not  bad  for  a  middleweight. 

And  since  inception,  average  annual  total  returns  have 
been  approximately  15%. 


Average  annual 
total  return  of  MDY 
as  of  3/31/06 

Based  on 
NAV 

Based  on 
Market  Price 


One 
Year 


Five 
Years 


Ten 
Years 


Since 
Inception 


21.25%  12.43%  14.08%  15.16% 
2168%   12.46%    14.10%  15.11% 


Total  returns  are  calculated  quarterly  using  the  daily  4.00  p.m.  net  asset 
value  (NAV).  Distributions,  if  any,  are  assumed  to  be  reinvested  back 
into  the  fund  on  the  pay  date  at  the  NAV  on  that  date.  Per/ormance 
data  quoted  represents  past  per/ormance  and  is  no  guarantee  of  future 
results.  Current  per/onnance  may  be  lower  or  higher  than  quoted.  The 
investment  return  and  principal  value  of  an  investment  will  fluctuate  so 
that  an  investor's  shares,  when  sold  or  redeemed,  are  subject  to  market 
volatdity.  They  may  be  worth  more  or  less  than  their  original  cost.  MDY 
shares  are  bought  and  sold  at  market  price  (not  NAV)  and  are  not 
individual^  redeemed  from  the  fund.  Brokerage  commissions  will  reduce 
returns.  To  obtain  most  recent  month-end  per/ormance.  please  call 
1-800-843-2639  or  visit  u-uw.MidCapSPDR.com. 


MidCap 

State  Street  cc®*a 

Global  Advisors  ^ 

^^■■^  An  investor  should  consider  investment  objectives ,  risks ,  charges  and  expenses  of  the  investment 
<s=^  company  carefully  before  investing.  To  obtain  a  prospectus,  which  contains  this  and  other 
AMERICAN  information ,  go  to  vjvjui.MidCapSPDR.com  or  call  l'800-843-2639.  Please  read  the  prospectus 
carefully  before  investing.  Past  performance  is  no  guarantee  of  future  results.  S&P  MidCap 
400®and  MidCap  SPDR®are  trademarks  of  The  McGraw-Hill  Companies,  Inc.,  licensed  for  use  by  State 
Street  Global  Markets,  LLC.  MidCap  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  Standard  & 
Poor's  and  S&P  makes  no  representation  regarding  the  advisability  of  investing  in  MidCap  SPDRs. 
©2006  State  Street  Corporation 

ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust, 
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Follow-Through 


OCTOBER  13,  2003 

The  Bronf  mans 
And  the  Cult 


»"**^  by  ichansmjltc  leaden 


The  waatt fi»  and  wtH  conn  acted  aw  nod11"* 


We  took  a  skeptical  look  at  an  executive 
training  firm  called  NXIVM  (pronounced 
nexium),  run  by  a  charismatic  leader 
named  Keith  Raniere.  Among  Raniere's 
acolytes  were  Sara  and  Clare  Bronfman, 
daughters  of  Seagram  billionaire  Edgar 
Bronfman  Sr.  and  half-sisters  of  Edgar 
Bronfman  Jr.,  chief  of  Warner  Music. 
Himself  a  former  Raniere  client,  Bronf- 


man Sr.  had  turned  on  Raniere,  labeling 
the  coaching  program  a  "cult." 

Since  our  story  the  Bronfman  sisters' 
entanglement  with  NXIVM  and  its  execu- 
tives has  deepened.  According  to  two 
sources,  the  sisters  recently  took  out  a  line 
of  credit  from  Citigroup  and 
used  their  trust  as  collateral. 
One  of  the  sources  says  the 
money  was  used  to  help 
Raniere.  In  February  Sara 
bought  an  apartment  in 
i  the  Trump  Interna- 

KoHL  tional  Hotel  and  Tower 
^  on  Central  Park  West 

for  $6.45  million. 
Nancy  Salzman, 
Raniere's  business 
partner  and 
NXIVM's  president, 
is  using  the  apartment,  says  one  source, 
and  two  sources  report  that  Salzman  is 
flying  around  in  a  private  jet  owned  by  the 
sisters.  FORBES  has  also  obtained  docu- 
mentation of  a  $2  million  loan  Clare  made 
to  NXIVM.  According  to  a  former  consult- 
ant to  NXIVM  who  was  given  a  copy  of  the 
company's  internal  records  concerning 
the  arrangement  with  Clare,  the  $2  mil- 


^TWcaUtom-Vanluaid' 


lion  loan  will  be  entirely  paid  off  through 
training  sessions  that  are  to  be  personally 
delivered  by  Nancy  Salzman  and  via  cred- 
its earned  by  Salzman  in  exchange  for 
being  available  to  take  calls  from  Clare. 
Meanwhile,  Sara  was  reportedly  part  of  a 
NXIVM  team  sent  to  Dublin  to  recruit  new 
adherents.  Sara,  Clare  and  three  of  the 
trustees  to  the  sisters'  estate  did  not 
respond  to  requests  for  comment.  Nor  did 
Raniere  and  Salzman. 

— Phyllis  Berman 

JULY  25,  2005 

Picking  Winners 

Permit  us  some  chest-thumping.  Taken 
together,  the  73  stocks  presented  in  last 
year's  International  Investment  Guide 
turned  in  a  20%  price  gain  (before  trans- 
action costs).  That  beats  the  15%  advance 
clocked  by  Morgan  Stanley  International's 
EAFE  stock  index  of  developed  economies 
and  the  2%  rise  in  the  S&P  500  during 
those  12  months. 

Among  the  stronger  performers  were 
our  seven  Canadian  picks,  which  turned 
in  double-digit  advances.  Leading  the 
way:  oil  and  gas  outfit  Nexen,  which  rose 


FLASHBACKS 


85  YEARS  AGO  IN  FORBES  |  JULY  9,  1921 

Lay  and  Skilling,  Take  Note  They  do  things  differ- 
ently in  England.  The  cables  announce  that  Thomas  Farrow, 
founder  of  Farrow's  Bank,  which  failed  last  Christmas,  has 
been  "sentenced  to  four  years  penal  servitude  on  conviction 
of  having  published  a  report  and  balance  sheet  which  he  knew 
to  be  false."  One  of  his  associates  was  also  sent  to  prison  for 
four  years  and  another  for  one  year.  Note  that  the  crime  was 
publishing  a  false  report  and  balance  sheet.  If  every  man 
responsible  for  issuing  false  and  misleading  reports  and 
balance  sheets  in  this  country  were  sent  to  jail,  there  would 
be  a  building  boom. 

30  YEARS  AGO  IN  FORBES | AUGUST  1,  1976 

Shell  Oil's  Money  Machine  If  you  make  money  in  the 

oil  business  some  politician  comes  along  and  says  you  are  rip- 
ping off  the  public  and  threatens  to  break  you  up.  Therefore, 
John  Bookout,  the  lanky  Louisiana  geologist  who  took  charge 
at  Shell  Oil  in  May,  is  uncomfortable  with  the  question.  "We 
are  moving  into  a  time  when  the  returns  on  gasoline  will 
improve."  What  Bookout  means  is  simply  this:  Traditionally,  the 
big  profits  have  been  made  in  crude  oil  production.  But  now. 


the  picture  is  changing  and  refining  and  marketing  should 
become  more  profitable. 

10  YEARS  AGO  IN  FORBES  |  OCTOBER  14, 1996 

Buffett's  Giving  Plans  Warren  Buffett  runs  a  tiny  $20 

million  foundation,  but  the  rest  of 
his  money,  $15  billion,  is  nestled  in 
Wk         Berkshire  Hathaway  stock,  where 
I  -      it  has  been  compounding  at  29% 
;^^^<,'       a  year  for  the  past  decade.  Only  a 
1    "J'  i       small  percentage  of  the  estate  will 
i  jMf         go  to  his  kids  when  he  dies.  He 
I     f         >njj^P  told  FORBES  he  plans  on  leaving  it 

^/tW  to  his  wife,  Susan  Buffett,  who  in 

M  turn  will  leave  it  to  the  founda- 

tion. Meanwhile,  he's  not  throw- 
ing the  money  away.  He  could  easily  finance  his  present 
lifestyle  on  1%  of  his  fortune.  The  rest  continues  to  compound. 
The  richer  he  gets  while  on  earth,  the  bigger  the  pot  for  good 
works  when  he  dies. 

In  June  Buffett  announced  plans  to  donate  $31  billion  to  the 
Bill  &  Melinda  Gates  Foundation. 
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uddenly,  your  commute  is  shorter.  And  more  invigorating.  As  the  Acura  TL.  strikes  a  deft  balance  of  sophisticated  V-6  power 
nd  voice-activated  technology.  Your  arrival  will  be  fashionable.  It  just  won't  be  late.  The  TL.  ©ACURA 

sit  acura.com  or  call  1-800-To-Acura  for  more  information.  8)2005  Acura.  Acura  and  JL  are  trademarks  of  Honda  Motor  Co.,  Ltd. 


Morning  sun  creeps  through  nature's  wondrous  canopy. 
Framing  your  approach  to  the  fifteenth  green. 


A  SIGNATURE 


Sea  island  property 


With  land  for  fewer  than  400  residences 
among  its  expansive  3,000  acres, 
h  ederica  is  a  place  of  unspoiled 
beauty.  Here,  you'll  find  the  things 
you  value  most — friends  and  family, 
uncomplicated  privacy,  an  easygoing 
manner.  Here,  a  classic  sporting  life  is 
in  play.  Championship-caliber  golf 
greets  members  on  a  course  created 
by  Tom  Fazio  in  collaboration  with 
Sir  Michael  Bpnallack,  former  secretary 
of  the  Royal  and  Ancient  Golf  Club. 
Trophy  bass  teem  in  some  of  the 
country's  best-stocked  lakes.  Ihe 
Sea  Island  Stables  will  offer  paddocks 
and  a  riding  area,  while  the  arts  are  sure 
to  thrive  at  the. Cultural  Arts  Center. 
Here,  each  day  brings  to  life  the  timeless 
world  of  classic  standards  that  Sea  Island 
has  always  embodied.  Welcome  to  a 
destination  to  call  home — Frederica, 
the  extraordinary,  private  community 
on  St.  Simons  Island. 

Wc  invite  you  to  inquire  about  this  unique 
real  estate  opportunity. 

FREDERICA.SEAISLAND.COM 
or  phone  912  638  5161 


In  tribute  to  the  area's  history  and  natural 
resources,  the  distinctive  architectural  element 
known  as  tabby,  made  from  material  born  of 
the  sea  and  the  earth,  graces  Frederica's 
community  Guesthouse  (above). 


SEA  I  S  LAND 
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Follow-Through 


55%.  Among  the  Chinese  energy  stocks 
we  cited,  China  Petroleum  &  Chemical 
was  a  standout,  climbing  40%. 

Laggards  included  a  group  of  French 
picks  and  emerging-markets  telecom 
stocks.  In  the  latter  category:  Israel's 
Alvarion  and  Brazil's  Tele  Norte  Leste 
Participates,  which  slid  37%  and  23%, 
respectively.  If  you're  a  contrarian,  Tele 
Norte  now  goes  for  only  10  times  trailing- 
1 2-month  earnings,  versus  an  equivalent 
multiple  of  18  for  AT&T. 

— Andrew  T.  Gillies 

NOVEMBER  14,  2005 

Refunds  on  Hold 

In  May  the  U.S.  Treasury  belatedly  con- 
ceded what  was  obvious  to  us  last  year: 
The  Internal  Revenue  Service  had  been 
illegally  collecting  a  3%  tax  on  long- 
distance phone  bills.  The 
Treasury  caved  in 
only  after  five 
appeals  courts 
ruled  against  it. 
But  its  plan  for 
paying  $13  billion 
in  refunds  seems 
designed  to  delay  the 
budgetary  hit  even  longer.  Before  May 
hundreds  of  companies  had  filed  refund 
daims  with  the  IRS.  The  IRS'  response:  It 
would  stop  processing  refund  claims  for 
taxes  paid  after  Feb.  28,  2003  and  require 
any  such  claims  (from  individuals  and 
:ompanies)  to  be  submitted  on  income 
tax  returns  that  include  Dec.  31,  2006. 
That  means  some  corporations  on  non- 
:alendar  fiscal  years  won't  be  able  to  ask 
for  their  money  back  until  2008.  "It's 
absurd,"  fumes  lawyer  Jack  J.  Miles,  whose 
firm,  Kelley  Drye  &  Warren,  represents 
160  companies  in  refund  cases. 

— Janet  Novack 

IUNE  6,  2005 

Bad  Blood 

We  wrote  about  a  novel  treatment  for 
patients  suffering  from  chronic  heart  fail- 
ure. Vasogen,  a  publicly  traded  biotech  in 
Mississauga,  Ont.,  had  developed  a  ther- 
apy called  Celacade  that  uses  a  modified 


sample  of  a  patient's  own  blood  to  trick 
the  immune  system  into  fighting  cardiac 
inflammation.  When  our  story  ran,  Cela- 
cade had  been  approved  for  use  in  Europe 
and  was  in  late-stage  U.S.  trials.  In  lune 
Vasogen  announced  some  bad  news: 
Preliminary  trial  results  showed  that 
Celacade  failed  to  significantly  reduce  the 
risk  of  death  or  hospitalization  among 
2,000  patients.  Vasogen's  stock  plummeted 
74%  on  the  news.  The  company  maintains 
that  Celacade  reduced  the  risk  of  cardiac 
inflammation  in  a  subset  of  692  healthier 
patients.  Vasogen  will  present  complete 
trial  results  in  September. 

— Mary  Ellen  Egan 

JULY  22,  2002 

Shark  Swallowed  By 
TV  Guide 

Four  years  ago  we  wrote  about  34-year- 
old  computer  trainer  Jon  M.  Hein's 
attempt  to  get  rich  off  a  catchphrase  he'd 
coined  and  trademarked.  "Jump  the 
shark"  means  the  moment  a  TV  show 
heads  downhill,  referring  to  the  Happy 
Days  episode  in  which  the  Fonz  water- 
skied  over  a  shark,  sending  the  show 
into  a  downward  spiral.  In  January 
Sirius  Satellite  Radio  tapped  Hein  to 
cohost  two  Howard  Stern-offshoot 
talk  shows.  Then  Gemstar-TV  Guide 
International  bought  Hein's  Web  site, 
Jumptheshark.com,  for  an  undisclosed 
price  that  several  reports  peg  at  more 
than  $1  million.  Not  a  fortune,  but  how 
many  entrepreneurs  can  say  they 
invented  a  phrase  that  now  appears 
in  Webster's? 

— Kiri  Blakeley 
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FINANCE  &  IT 

Two  superpowers  join  forces 


Toshiba  black  and  white /color  hybrid  copiers  bring  two  opposing  forces  together.  IT  people  delight 
in  offering  their  people  fast  and  affordable  black  and  white  with  the  added  convenience  of  color — all  from  one 
source.  And  finance  folks  are  attracted  to  the  built-in  color  restriction  codes  that  limit  color  access  to  a  select 
group  while  tracking  monthly  output.  Oh,  the  power.  Let  the  Harmony  Begin.com 


TOSHIBA 

Don't  copy.  Lead. 


T  STARTED  INNOCENTLY  ENOUGH: 
Tiny  state-run  outfits,  financed  by  pri- 
vate insurers,  selling  policies  to  home- 
owners in  blighted  urban  areas  no  one 
wanted  to  cover.  Then  over  the  last 
decade  the  last-resort  insurers  got  big.  State 
plans,  including  those  in  Florida,  Missis- 
sippi and  Texas,  began  writing  lots  of  poli- 
cies for  folks  living  in  hurricane-prone 
coastal  communities.  Now  there's  a  new 
problem.  The  state-run  plans  are  getting 
into  financial  trouble. 

Last  month  Mississippi  Governor  Haley 
Barbour  announced  he  would  use  $50  mil- 
lion of  federal  money  not  to  fix  roads  or  re- 
pair homes  damaged  by  Hurricane  Katrina 
but  to  absorb  losses  in  his  states  insurance 
program. 

What  you  are  seeing  is  the  socialization 
of  insurance  costs.  People  in  towns  that  are 
high  and  dry  are  subsidizing  the  lifestyle  of 
coastal  property  owners. 

"People  have  lived  in  these  areas  for  years 
and  years,  and  they  need  to  rebuild  their  lives," 
pleads  Barbour  spokesman  Peter  Smith, 
noting  that  a  proposed  400%  rate  increase 
would  be  too  much  for  many  families  to  bear. 
"If  that  means  using  Federal  money  to  de- 
crease rate  increases,  we're  going  to  do  it." 

Well,  at  least  Barbour  has  company. 
Florida  Governor  Jeb  Bush  tapped  $715  mil- 
lion in  sales  taxes  to  bail  out  his  state-run  in- 
surer, Citizens  Property  Citizens  insures  6,000 
homes  worth  $1  million  or  more,  many  sec- 
ond homes  right  on  the  coast,  all  too  risky 
for  private  insurance — at  least  at  rates  regu- 
lators allow.  But  Citizens  is  in  desperate  shape. 

BAILOUT 


■ 


Stormy  Weather 

What  happens  when  politicians  get  into  the  insurance  business?  Losses. 
By  Bernard  Condon 


Qutfroni 

It's  set  to  become  the  states  largest  home  in- 
surer this  month,  yet  has  no  book  value.  That 
is,  it  has  no  cushion  of  assets  with  which  to 
cover  unexpected  losses.  In  fact,  its  $1.7  bil- 
lion in  the  hole. 

Expect  more  such  raids  on  the  public 
till.  Frustrated  over  not  being  allowed  to 
raise  rates  high  enough  in  vulnerable 
states,  many  private  insurers  have 
stopped  offering  new  policies  and  have 
refused  to  renew  old  ones.  So  the  coun- 
try's 30  state  plans  are  getting  bigger.  Is  it 
any  surprise  that  the  business  that  pri- 
vate insurers  are  running  away  from  is 
not  a  particularly  profitable  business?  A 
third  of  the  state-run  homeowner  insur- 
ers now  have  deficits.  The  timing  is  not 
good.  This  hurricane  season  could  see  as 
many  as  17  big  storms,  double  the  aver- 
age over  the  past  40  years,  according  to 
Colorado  State  University. 

"There's  not  one  coast  state  with  a 
beach  or  wind  plan  that  couldn't  be  bank- 
rupted with  a  single  big  storm  this  year— 
none  of  them,"  says  Robert  Hartwig,  chief 
economist  of  the  Insurance  Information 
Institute.  "And  that's  because  none  charges 
enough  for  the  risk." 

Are  the  state  plans  making  the  hurricane 
problem  worse  by  encouraging  people  to 


build  houses  on  the  beach?  Sure  looks  that 
way.  Since  1980  Florida's  coastal  population 
has  increased  75%.  Nationally,  153  million 
people  live  near  coasts  now,  up  28%  over  the 
same  period. 

"People  couldn't  buy  insurance  before  on 
the  coasts,  so  they  didn't  build,"  says  James 
Oliver,  general  manager  of  the  quasi-state 
Texas  Wind  Storm  Association.  "Now  folks 
say,  'I  want  to  live  where  I  want  to  live — but 
they  don't  have  the  inalienable  right  to  insur- 
ance that  they  think  they  do.  Our  coastal  peo- 
ple can't  afford  [their  lifestyles]." 

On  the  Texas  Gulf  Coast  all  but  a  half- 
dozen  of  200  insurers  have  either  pulled  out 
of  the  market  or  significantly  cut  policies, 
says  Oliver.  As  a  result,  Texas  Wind  Storm 
expects  to  cover  $38  billion  worth  of 
homes  and  businesses  by  the  end  of  the  year, 
triple  its  exposure  five  years  ago.  Insurers 
are  pulling  out  of  Cape  Cod,  too.  The  state- 
run  plan,  which  in  2004  became  the  biggest 
home  insurer  there  with  a  third  of  the  mar- 
ket, has  asked  for  a  25%  hike  in  rates.  The 
Massachusetts  attorney  general  is  arguing 
for  1.2%. 

God  forbid  that  a  politician  ask  a  home- 
owner to  pay  his  own  way.  A  year  ago  Florida 
chief  financial  officer  and  now  gubernatorial 
candidate  Thomas  Gallagher  blasted  Allstate's 


planned  28%  rate  increase  as  "uncon- 
scionable." It  eventually  agreed  to  10%.  A  few 
weeks  later  Gallagher  ordered  an  independ- 
ent review  of  rates  at  State  Farm  after  it  had 
requested  a  hike — the  third  such  probe  of  in- 
surers in  three  months.  Gallagher  spokes- 
person Tami  Torres  notes  that  Florida  insur- 
ers already  have  hiked  rates  300%  since  2002. 
Insurance  Institute's  Hartwig,  who  served  on 
a  task  force  advising  Florida  lawmakers  on 
reform,  says  that  to  cushion  the  blow  from 
future  storms,  premiums  need  to  double 
again  in  much  of  the  state. 

That's  as  likely  to  happen  as  365  days  of 
fair  weather.  Florida,  eager  to  lighten  its  load, 
has  been  offering  cash  bonuses  to  private  in- 
surers to  take  Citizens'  policies  back  The  state 
was  hoping  to  attract  big  insurers  with  big 
balance  sheets.  Instead  the  program  got  thinly 
capitalized  outfits  created  virtually  overnight 
A  third  of  Florida  homeowner  insurance 
comes  from  companies  with  book  values  of 
$25  million  or  less.  Poe  Financial  Group  of 
Tampa,  owner  of  three  property  insurers, 
wrote  policies  for  thousands  of  people  under 
the  program  in  exchange  for  bonuses.  Now 
it  seems  that  many  Poe  customers  will  be 
making  a  round-trip  this  month — right 
back  to  Citizens.  Poe's  insurers  were  recently 
declared  insolvent.  F 


CATASTROPHE  CASH 


Riders  on  the  Storm 

Hedge  funds  are  leading  a  $25  billion 
bet  on  this  year's  hurricane  season. 
Are  they  nuts?  By  Nathan  Vardi 


ANOTHER  NASTY  STORM  SEASON  IS 
on  the  way,  says  the  National 
Oceanic  &  Atmospheric  Adminis- 
tration. Everyone  hopes  it  wont  be  as  bad  as 
last  year's,  when  Katrina  caused  $45  billion 
in  insured  losses.  Mostly  hedge  funds, 


which  have  led  the  $25 
billion  in  new  reinsur- 
ance investments  since 
the  calamity. 

Are  they  crazy  to 
take  on  such  risk?  The 
potential  reward  is  good: 
Some  reinsurance  premiums  for  coverage 
in  places  like  the  Gulf  Coast  have  doubled. 
The  potential  loss,  in  a  bad  season,  is  100%. 

There  are  several  ways  to  play.  Billionaire 
Kenneth  Griffin's  Citadel  Investment  Group 
and  other  hedge  funds  helped  back  eight  new 


reinsurance  startups,  at  $500  million  to  $1  bil- 
lion each,  in  Bermuda  at  the  end  of  last  year. 
Hedge  funds  have  also  propped  up  existing 
reinsurers  and  bought  scads  of  catastrophe 
bonds— $2.3  billion  worth  of  high-yielding  se- 
curities that  transfer  hurricane  risk  have 
been  issued  this  year.  Then  there  are  so-called 
sidecars,  which  assume  a  percentage  of 
underwriting  risk  from  reinsurers  for  a  cut  of 
premiums.  Hedge  funds  have  been  big 
buyers  of  the  $3.1  billion  worth  since  Katrina 

But  already  there  are  signs  of  trouble.  D.E.  j 
Shaw  &  Co.  led  a  group  of  fellow  hedge  funds 
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OIL  ECONOMY 

Why  Worry? 

When  the  Fed  frets  over  high  oil  prices,  the  stock 
market  reels.  The  real  numbers,  though,  tell  a 
happier  story  |  By  Daniel  Fisher 


IN  EARLY  JUNE  FEDERAL  RESERVE 
(Chairman  Benjamin  Bernanke 
spooked  markets  worldwide  with 
fears  of  energy-fueled  inflation.  With  its 
latest  interest-rate  increase  a  few  weeks 
later,  the  Fed  hinted  those  fears  may 
have  passed.  Indeed,  the  economy  seems 
to  have  handily  absorbed  a  sevenfold 
increase  in  oil  prices  since  1999.  "If  it 
was  gonna  bite  it  would  have  bitten 
harder  by  now,"  says  Alec  Young, 
strategist  at  S&P  Equity  Research 
Services. 

Even  with' oils  startling  surge,  from  S10 
a  barrel  in  1 999  to  the  $70  range  lately,  the 
resulting  rise  in  gasoline  prices  has  had 
nowhere  near  the  impact  of  the  last  oil  cri- 
sis, back  in  the  early  1980s.  Gas  was  at  7.2% 
of  consumer  spending  20  years  ago— but 
it  is  at  only  half  that  rate  today  (3.7%).  As 
a  slice  of  the  U.S.  GDP,  gasoline  is  down  by 
a  third,  to  3%. 

Nor  is  growth  a  problem.  Industrial 
production  in  May  was  up  4.3%  over  a 
year  ago,  and  capacity  utilization  is  at 
82%,  above  the  historical  average. 
Corporate  profits  keep  growing 
despite  the  oil  inflation  that 


was  supposed  to  roil  business.  Companies 
in  the  S&P  500  have  racked  up  a  record  louri 
years  of  up  earnings  and  look  to  increase) 
profits  another  12%  this  year. 

One  key:  This  time  around  oil  pricea 
have  risen  at  a  slower  and  more  stable  pace,, 
says  Hillard  Huntington,  director  of  the 
Energy  Modeling  Forum  at  Stanford! 
University,  hi  the  Arab  oil  embargo  in  19731 
prices  more  than  doubled  in  three  months., 
That  spread  economic  mayhem  because 
makers  had  to  seek  new  efficiencies  eveni 
as  sales  slumped. 

"The  unexpectedness  and  the  inability 
of  people  to  adjust  quickly  caused  problems," 
says  Huntington.  "And  I  don't  see  that  hap- 
pening in  this  economy' 

The  bigger  threat  today:  an  overreac- 
tion  by  Bernanke  (rhymes  with  "cranky"). 
"If  you're  so  bent  on  an  anti-inflation 
policy,  then  what  you're  willing  to  do  is 
sacrifice  economic  growth  and  employ- 
ment to  prevent  price  increases,"  says* 
Douglas  Bohi,  an  energy  policy  expert 
with  CRA  International  in  Washington. 
And  that  would  be  bad — far  worse  than 

the  rather  innocuous  ills  wrought  so  far 
by  oil  s  escalating  cost.  F 


Outfront  

that  recapitalized  Bermuda  reinsurer  PXRE  by 
purchasing  $375  million  of  preferred  shares 
last  October,  which  converted  into  common 
priced  at  $  1 1 .  PXRE  fixed  its  annual  pretax  loss 
from  the  big  storms  at  $477  million;  then  in 
February  it  upped  those  losses  an  additional 
$31 1  million.  Shares  now  trade  at  $3.74. 

More  foul  weather  may  lie  ahead.  Last 
month  Standard  &  Poor's  placed  $1.4  billion 
of  catastrophe  bonds  on  credit  watch  nega- 
tive after  risk-modeling  agencies  determined 
that  warmer  water-surface  temperatures  made 
serious  hurricanes  more  probable.  S&P  plans 
to  downgrade  some  of  those  bonds,  already 
junk  rated,  by  as  much  as  two  notches. 

How  do  fund  managers  find  shelter?  By 
cutting  deals  that  partly  insulate  them.  In- 
vestors, including  Daniel  Och's  Och-Ziff 
hedge  fund,  put  up  $500  million  in  2001  to 
create  Olympus  Re,  a  sidecar  that  had  a  deal 
to  get  premiums  from  units  of  Bermuda 
reinsurer  White  Mountains.  Last  year's  storms 
wiped  out  the  original  investment.  To  keep 
things  going  Olympus  raised  $  1 56  million  in 
January.  Those  new  investors  appeared  to  have 
made  a  big  mistake  when  in  June  White 
Mountains  had  to  ratchet  up  its  2005  hurri- 
cane losses  by  another  $203  million,  $  143  mil- 
lion of  which  was  supposed  to  be  covered  by 
Olympus.  Remarkably,  White  Mountains 
said  it  would  take  the  hit,  eating  $  1 37  million 
of  Olympus'  losses  and  reducing  EPS  by  $12 
for  the  second  quarter.  Why  the  reprieve?  In 
a  conference  call  John  Byrne,  White  Moun- 
tains' chairman,  responded,  murkily,  that  the 
Olympus  reimbursement  was  "in  the  inter- 
est of  White  Mountains  shareholders." 

Storms  or  no  storms,  billionaire  Louis 
Bacon,  who  runs  Moore  Capital,  and  his 
brother,  Zack  Bacon  III,  have  landed  a  sure- 
fire way  to  score.  In  1999  Moore  Capital 
helped  create  Max  Re,  and  it  is  now  the  biggest 
shareholder  in  the  Nasdaq-listed  Bermuda 
reinsurer.  Zack,  who  sits  on  Max  Re's  board, 
is  also  a  shareholder  and  chief  investment 
officer  of  Alstra,  which  advises  Max  Re  on  its 
hedge  fund  investments.  Because  Max  Re  has 
30%  of  its  portfolio  in  hedge  funds,  includ- 
ing Moore  Capital,  that  adds  up  to  a  lot  of 
fees— $35  million  in  the  last  three  years.  No 

word  if  any  of  that  has  been  shared  with  Moore  L»; 
Capital's  investors.  But  Max  Re  Chief  Finan-  " 
cial  Officer  Keith  Hynes  says,  "The  company 
is  very  happy  with  the  relationship."  F 
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TURNAROUND 


Carly  Resurrected 

A  year  after  a  lynch  mob  went 
after  Carleton  Fiorina,  it  appears  that 
her  decisions  laid  the  groundwork 
for  profits  at  Hewlett-Packard. 

By  Chana  R.  Schoenberger 


A YEAR  AND  FIVE  MONTHS  HAVE 
passed  since  Carleton  Fiorina  left  in 
brave-faced  ignominy  as  Hewlett- 
Packard's  chief  executive.  "Sacked,"  she  called 
it  in  a  speech  last  month  at  her  alma  mater, 
the  University  of  Maryland.  Now  she's  look- 
ing for  vindication  in  the  court  of  public  opin- 
ion. She  may  get  it. 

Fiorina  strode  into  HP  a  well-packaged 
sales  goddess  and  spoke  of  an  innovation  rev- 
olution at  HP.  But  to  many  HPers,  she  was 
full  of  herself  and  out  of  touch.  Her  replace- 
ment, Mark  Hurd,  was  the  anti-Carly,  ignor- 
ing all  fluff  for  execution.  Wall  Street  loves 
the  guy.  HP  shares  have  risen  50%  since  Fio- 
rina departed. 

But  if  you're  famous  and  smart  and  you've 
been  booted  from  running  a  huge  corpora- 
tion, you  don't  let  go  so  easily.  You  attempt 
redemption.  You  seek  work  (Fiorina  has  had 
offers  to  run  other  companies)  or  maybe  run 
for  office  (she  has  been  approached  to  be  a 
Republican  candidate).  And  you  work  on 


your  image. 

In  October  60  Minutes 
will  air  an  interview  pro- 
moting her  memoir  Tough 
Choices,  due  from  Pen- 
guin days  later.  Though  the 
manuscript  is  under  wraps 
and  Fiorina  isn't  talking, 
the  parts  on  HP  will  be  "un- 
flinchingly honest,"  says 
William  Weisser,  associate 
publisher  for  Penguin's 
Portfolio  imprint. 

Fiorina's  demise  was  chalked  up  to  bad 
execution  of  bad  strategic  moves,  most  no- 
tably the  2002  Compaq  acquisition.  But  Hurd 
has  always  said  there  was  nothing  wrong  with 
Fiorinas  strategy.  He  seems  to  be  hewing  close 
to  it.  He  rejiggered  the  org  chart  but  said  he'll 
keep  the  company  together  instead  of  break- 
ing it  up  along  premerger  lines,  as  Fiorina's 
loudest  critics  suggested  doing. 

Three  months  before  she  left  HP,  Fior- 


Returning  to  the  limelight  with  a 
tell-all  and  a  60  Minutes  spot. 
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Carly  Fiorina  arrived  at  HP  a  year  before  the  tech  sector  swooned  and  steered  it 
through  a  bitterly  contested  merger.  Her  firing  came  midway  into  a  steady  rally. 
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ina  planned  to  cut  10,000 
to  12,000  jobs.  Eight 
months  later  Hurd  cut 
15,000.  Fiorina  said  HP 
would  be  the  biggest  tech 
company  in  the  world.  Lo 
and  behold,  HP's  revenue  of 
$87  billion  is  now  pulling 
even  with  IBM's,  and  will 
likely  pass  IBM's  this  year 
(albeit  IBM  is  more  than 
twice  as  profitable).  HP  is 
number  two  worldwide  in 
PCs  to  Dell,  number  one  in 
Windows  and  Linux 
servers,  number  one  in 
printers  and  number  four 
in  tech  services.  Her  deci- 
sion to  drop  an  exclusive 
arrangement  with  Intel  on 
server  chips  and  align  with 
Advanced  Micro  Devices 
proved  to  be  extremely  timely  as  Intel  sub- 
sequently stumbled  in  its  server  line. 

Fiorina  told  a  roomful  of  stock  analysts 
in  December  2004  that  HP's  earnings  could 
rise  by  20%  annually  and  the  pretax  profit 
margin  could  be  7%  to  9%.  In  the  most  re- 
cent quarter  earnings  before  interest  and  taxes 
hit  $1.7  billion,  up  41%  above  the  same  quar- 
ter last  year,  and  the  margin  came  in  at  7%. 

Whose  results  are  these?  You  could 
make  a  case  that  they  are  as  much  Fiorina's 
as  Hurd  s.  The  effects  of  strategic  moves  like 
buying  Compaq  stretch  out  over  years. 

Fiorina  has  been  honing  her  act  on  the 
road  She's  become  a  traveling  talking  head, 
sharing  the  dais  with  Bill  Clinton  and  Rudy 
Giuliani  in  places  such  as  Australia,  South 
Africa  and  Florida.  Her  stump  speech  is  on 
leadership  and  managing  change.  Fiorina  in 
May  joined  the  advisory  board  of  Colin  Pow- 
ell's New  York  policy  think  tank  She  dotes 
on  her  two  grandchildren  and  her  portfolio, 
beefed  up  by  $21  million  in  severance  pay, 
in  addition  to  HP  stock  and  options  that 
would  be  worth  $30  million  today. 

People  will  be  talking  again  about  Carly 
this  fall — maybe  about  how  she  got  a  raw 
deal.  But  even  if  she  did,  the  real  reason 
people  at  HP  didn't  like  Fiorina  was  exactly 
because  she  drew  too  much  attention  to  her- 
self. That  flaw  may  get  in  the  way  of  her  next 
corporate  job.  F 
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A  JUST  REWARD 


Klimt-astic  Deal 

Maria  Altmann  won  back  valuable  Klimt  paintings 
that  were  looted  by  the  Nazis  and  sold  the  best  for  a 
nice  bundle.  Now,  the  tax  news  is  pretty  good,  too. 

By  William  Heuslein 


WHEN  THE  NEWS  BROKE  IN  JUNE 
that  FORBES  rich  lister  Ronald 
Lauder  and  his  Neue  Galerie 
bought  Gustav  Klimt's  celebrated  1907 
golden  portrait  of  Adele  Bloch-Bauer  for  a 
chart- topping  $135  million,  it  was  yet  the 
latest  amazing  turn  in  a  seven-decade  saga 
for  90-year-old  Maria  Altmann  and  her 
family,  who  lost  the  artwork  to  Nazi  loot- 
ing but  eventually  recovered  it.  It  couldn't 
get  much  better,  huh? 

Well,  the  exclamation  point  on  this 
deal  is  that  the  elegant  Mrs.  Altmann — 
niece  of  Adele  and  her  husband,  Ferdi- 
nand Bloch-Bauer,  a  prominent  Viennese 
sugar  magnate — and  her  fellow  heirs  evi- 
dently don't  have  to  pay  any  federal  tax  on 
the  money.  This  dispensation  comes  cour- 
tesy of  the  folks  in  Washington. 

As  part  of  the  2001  tax-cut  legislation,  Nazi 


Reunion:  Maria  Altmann  with  Gustav  Klimt 
portrait  of  Adele  Bloch-Bauer,  her  late  aunt. 


victims  and  their  heirs  don't  have  to  pay  fed- 
eral income  taxes  on  restitution  payments  or 
assets  they  recover  through  settlements  with 
foreign  governments.  Earlier  this  year  the 
Bloch-Bauer  heirs  were  awarded,  through  a 
unanimous  arbitration  ruling  in  the  Austrian 
courts,  five  Klimts  (two  portraits  of  Adele  and 
three  landscapes)  looted  in  1938.  Because  of 
the  2001  law  the  tax  basis  for  Mrs.  Altmann 
and  the  other  four  heirs  (three  of  whom  are 
from  Canada)  was  the  fair  market  value  at  the 
time  of  the  recovery.  Canada  doesn't  tax 
compensation  and  restitution  payments. 
Mrs.  Altmann,  a  resident  of  Los  Angeles  and 
a  former  dress  shop  owner,  shouldn't  be  taxed 
by  the  state  of  California,  either. 

Seems  that  Congress  didn't  see  this 
one  coming.  The  Joint  Committee  on 
Taxation  estimated  the  budget  impact  of 
the  2001  provision  would  be  forgone  rev- 
enues of  just  $27  million  over  nine  years. 
And  the  Bloch-Bauer  heirs  have  sold  only 
one  painting  so  far,  albeit  the  most  valu- 
able of  their  Klimts.  No  word  yet  on  their 
plans  for  the  other  paintings.  Los  Angeles 
lawyer  Steven  Thomas,  who  handled  the 
Klimt  sale  for  Mrs.  Altmann,  would  not 
comment  on  her  tax  situation. 

The  Feds  are  likely  to  grab  some  ordi- 
nary income  taxes  from  another  Los  Ange- 
les lawyer,  who  was  instrumental  in  the  legal 
proceedings  to  obtain  the  looted  art.  That's 
E.  Randol  Schoenberg,  39,  the  son  and 
grandson  of  longtime  Altmann  family  friends 
(and  grandson  of  two  Austrian  composers, 
Arnold  Schoenberg  and  Eric  Zeisl).  The  orig- 
inal contract  called  for  Schoenberg  to  receive 
as  his  fee  a  40%  cut  of  whatever  assets  were 
recovered,  according  to  people  familiar  with 
the  agreement.  On  paper,  that's  $54  million 
for  this  one  painting.  Schoenberg  declined 
to  discuss  his  fee,  other  than  to  note  that  "I 
have  a  longstanding  relationship  with  Maria. 
Everybody's  very  happy'  F 


HEALTH  CARE  SQUABBLE 

Nurse  Hoffa 

The  radical  nurse 
who  licked  Arnold 
Schwarzenegger  is 
taking  her  caring 
but  costly  agenda 
nationwide. 
By  David  Whelan 


Union  head 
Deborah  Burger 
is  agitating  for 


more  nurses, 


DEBORAH  BURGER  MAKES  $50  AN 
hour  working  half-time  in  pictur- 
esque Santa  Rosa,  Calif,  taking 
care  of  diabetes  patients  at  a  Kaiser  Per- 
manente  hospital.  She  has  a  nurse's 
warm  smile  and  simple  manner,  sympa- 
thizing with  patients  who  struggle  with 
their  diets  or  medicine.  "If  a  plan  of  treat- 
ment isn't  working,  I  let  them  take  a  di- 
abetic vacation.  I  say,  'That's  okay,  let's 
work  on  something  else,'"  she  says. 

Burger  is  less  lenient  in  her  other 
life,  as  president  of  the  California 
Nurses  Association.  The  CNA,  tagged  by 
its  opponents  as  "longshoremen  in 
scrubs,"  is  set  on  unionizing  the  nursing 
profession  nationwide.  An  ex-Teamsters 
organizer  is  its  executive  director.  Its 
chief  goal  is  to  carve  into  law  a  patient- 
to-nurse  ratio  of  5-to- 1  or  less,  a  feat  it 
achieved  in  California  over  the 
objections  of  Governor  Arnold 
Schwarzenegger.  The  ratio  varies  from 
state  to  state  and  by  medical  specialty 
but  runs  as  high  as  12-to-l.  "We  want  a 
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nationwide  standard  of  care,"  says  Burger. 

She's  having  some  success.  Massachusetts 
seems  set  to  pass  a  ratio  maximum,  with  Illi- 
nois and  another  dozen  states  right  behind. 
Thousands  of  nurses  in  Illinois,  Kentucky, 
Arizona  and  Georgia  have  affiliated  with  the 
CNAs  new  national  arm,  the  National  Nurses 
Organizing  Committee.  Smaller  groups  have 
joined  in  another  39  states. 

Burger  defends  the  more  generous 
staffing  ratios  as  a  patient-safety  issue,  citing 
a  2002  study  in  the  Journal  of  the  American 
Medical  Association  that  found  death  rates  rise 
by  7%  for  every  patient  (after  four)  who's 
added  to  a  nurse's  workload. 

Burgers  crusade  comes  at  an  awkward 
time  for  hospitals:  It's  hard  to  find  nurses  these 
days.  Some  150,000  nurse  jobs  are  unfilled 


NETWORKERS 

Yelp  Your 
Heart  Out 

A  couple  of  yahoos 
in  San  Francisco  think 
they  can  do  local  search 
better  than  the  giant 
Web  portals. 
By  Erika  Brown 

NEED  TO  TAKE  YOUR  HONEY  SOME- 
place  special  for  dinner  tonight?  A 
guidebook  could  help,  but  it  might 
be  out-of-date.  And  what  if  you're  looking 
for  a  gentle  dentist?  You  could  ask  a  neigh- 
bor for  a  referral,  but  then  you'll  have  to  re- 
turn that  thing  you  borrowed— and  broke. 

Or  you  could  ask  thousands  of  "friends" 
at  once.  That's  the  idea  behind  Yelp,  a  new 
search  engine  of  sorts  that  provides  informa- 
tion on  a  local  scale.  It  hosts  hundreds  of 
thousands  of  reviews  of  restaurants,  boutiques 
and  plumbers  as  well  as  bike  trails,  dog- 
friendly  parks  and  breakup  spots.  Reviews  are 
written  by  regular  people  who  get  no  pay  but 
post  personal  profiles  and  message  one 
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across  the  country.  Thousands  of  "traveling 
nurses"  from  the  South  and  Midwest  have  to 
fill  spots  in  California,  which  already  ranks 
last  among  states  in  nurses  per  capita.  Many 
hospitals  there  aren't  in  strict  compliance  be- 
cause they  can't  find  or  afford  enough  nurses. 

Then  there's  the  question  of  who's  going 
to  pay  for  this.  The  hospital  industry,  peren- 
nially balancing  lower  reimbursements  with 
rising  costs,  is  outraged.  California^  hospital 
association,  citing  government  figures,  says 
its  members  spent  an  estimated  $650  million 
last  year  to  comply  with  ratios  and  will  spend 
$1  billion  annually  by  2008.  Hospitals  in 
Massachusetts,  the  current  legislative  battle- 
ground, forecast  that  nursing  costs  will  rise 
$450  million  a  year,  or  20%,  if  a  5-to-l  ratio 
is  mandated  Hospital  chain  Universal  Health 


Services  is  avoiding  ratio  states.  "We 
wouldn't  want  a  pervasive  presence  in  Cali- 
fornia because  of  the  nurse  issue,"  says  Steve 
G.  Filton,  Universal's  chief  financial  officer. 

Even  Linda  Aiken,  the  University  of 
Pennsylvania  professor  who  wrote  the  JAMA 
study,  cautions:  "Legislation  is  not  the  opti- 
mal solution  because  there  are  always  unin- 
tended consequences."  For  instance,  she 
says,  to  meet  the  ratios,  hospitals  might  cut 
ancillary  support,  so  nurses  would  have  to 
pick  up  duties  like  housekeeping. 

Paul  Wingle,  of  the  Massachusetts  Hos- 
pital Association,  says  nobody  is  opposed  to 
robust  staffing,  but  his  group's  members  don't 
want  to  let  bureaucrats  and  politicians  dic- 
tate staffing  levels.  Watch  out  for  nurses  who 
say,  "This  won't  hurt  a  bit"  F 


From  food  to  strip  dubs:  Yelp  founders  Russel  Simmons  deft),  Jeremy  Stoppelman. 


another.  Citysearch  married  to  MySpace.  28-year-old  chief  executive.  "We  have  some- 

"Yelpers  don't  do  drive-by  reviews,  thing  none  of  the  other  local  search  compa- 

They 're  looking  for  trust,  reliability  and  en-  nies  has,  which  is  community' 
tertainment,"  says  Jeremy  Stoppelman,  Yelp's  The  two-year-old  San  Francisco  com- 


heStandard 

Positively  different. 

isurance.  Retirement, 
lvestments  &  Advice. 


DISABILITY        LIFE  DENTAL 

Employees  depend  on  you  to  make  the  right  decisions  about  their  benefits.  You  can 
count  on  us  for  financial  strength,  security  and  superior  service.  After  all,  we've  been 
providing  them  to  our  customers  for  100  years.  For  group  disability,  life  and  dental 
insurance,  we  are  The  Standard.  800.633.8575  Standard.com 


iS  3  ™rk.etin9  name  for  StanCorp  Financial  Group,  Inc.  and  subsidiaries.  Insurance  products  are  offered  by  Standard  Insurance  Company  of 
rtiand,  Ore.  in  all  states  except  New  York,  where  insurance  products  are  offered  by  The  Standard  Life  Insurance  Company  of  New  York  of  White  Plains  N  Y. 
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pany  thinks  that  may  be  enough  of  an  edge 
as  it  takes  on  Yahoo,  Google,  lAC/Interac- 
tiveCorp,  regional  newspapers  and  the 
phone  books  for  die  local-listings  business, 
estimated  to  be  worth  as  much  as  $20  bil- 
lion. A  good  chunk  of  Web  searches  are  for 
local  services.  AOL  estimates  20%  of  its 
search  queries  are  for  businesses  and  prod- 
ucts near  the  searchers  location. 

Competition  will  be  daunting— to  put  it 
mildly.  According  to  Media  Metrix,  Yahoo 
had  130  million  unique  visitors  in  May, 
Google  104  million,  InteractiveCorp's 
Citysearch  15  million.  Yelp  claims  1  million. 

Yelp  taps  the  latest  technology  ideas  on 
the  Web.  It  makes  money  selling  relevant 
sponsored  listings  that  appear  alongside  user 
reviews.  Users  can  update  listings  as  they  can 
Wikipedia  entries,  but  things  like  phone  num- 
bers and  addresses  are  screened  for 
accuracy.  Like  MySpace,  subscnbers  fill  out 
their  personal  profiles  with  pictures.  Yelp  also 
asks  users  to  validate  other  users,  a  la  Ebay, 
but  it  dien  uses  that  data  in  a  complex  algo- 
rithm that  ranks  search  results. 

Businesses  with  fewer  than  three  (of 
five)  stars  cannot  advertise  on  Yelp,  and 
fees  are  based  on  the  value  of  each  lead.  A 
chiropractic  patient  is  worth  more  than, 
say,  a  restaurant  patron. 

Stoppelman  and  cofounder  Russel  Sim- 
mons, 27,  met  at  PayPal  in  2000.  In  2002  Ebay 
bought  PayPal  for  $1.5  billion  and  the  duo 
fled,  Stoppelman  to  Harvard  Business  School 
and  Simmons  to  Mongolia,  among  other 
places.  They  came  up  with  the  Yelp  idea  early 
in  the  summer  of  2004. 

Stoppelman  dropped  out  of  HBS.  PayPal 
cofounder  Max  Levchin  pitched  in  $1  mil- 
lion. They  raised  another  $5  million  from 
Bessemer  Venture  Partners  and  launched  the 
service  in  San  Francisco  in  July  2004.  Other 
cities,  such  as  Boston,  New  York  and  Chicago, 
trickled  in. 

Yelp  competitors,  such  as  Judy's  Book  and 
Insider  Pages,  include  profiles,  but  their  user 
bases  differ.  Eight  out  of  ten  Yelp  users  are 
between  18  and  35,  while  Insiders  chief,  Stu 
J.  MacFarlane,  says,  "Our  demographic  is  par- 
ents and  homeowners.  We  review  medical 
providers  and  home-improvement  experts, 
not  escort  services."  For  the  record,  Yelpers 
have  not  yet  reviewed  escort  services,  though 
strip  joints  are  well  represented.  F 


Look  Prettier  Now 

A  double  chin,  age  spots,  thin  lips,  bad  hair— everyone  has  something  they 
hate  about  their  face,  one  teensy  thing  holding  them  back  from 
gorgeousness.  What  if  nothing  could  hold  you  back? 

A  month  ago  three  Israeli  scientists  unveiled  a  bit  of  software  that  can 
produce  a  better  you — or  at  least  a  better  photograph  of  you — based  on  a 
formula  that  took  three  years  to  concoct  They  can  feed  a  scanned  headshot 
of  any  woman  into  their  computer  and  make  it  conform  to  a  higher  stan- 
dard of  attractiveness.  "It's  digital  plastic  surgery'  says  Gideon  Dror,  one  of 
the  trio  who  developed  the  technology. 

To  calculate  hotness,  the  researchers  asked  300  men  and  women  to  look 
at  100  pictures  of  women,  some  beautiful,  some  decidedly  not,  and  rank 
each  on  a  7-point  scale.  They  fed  the  scores  into  a  piece  of  software  and 
correlated  them  with  detailed  measurements  of  each  face,  arriving  at  a 
"beauty  formula"  that  every  woman  should  aspire  to.  Is  it  accurate?  The 
highest  score  so  far  has  gone  to  Angelina  Jolie,  who  got  a  6.8. 

The  most  important  factors — neck  up — turn  out  to  be  hair  color,  skin  tex- 
ture, the  distance  between  the  lower  lip  and  the  chin,  the  size  of  the  eyes  and 
the  distance  between  them.  A  "perfect"  woman  would  be  blonde  with  clear 
skin,  larger-than-average  eyes  and  lush  lips  closer  to  the  chin  than  average. 
The  system  is  for  ladies  only  but  can  be  adjusted  to  work  on  men,  too. 

The  software  could  find  its  way  in  a  year  or  two  into  digital  cameras  or 
editing  software  such  as  Photoshop.  Plastic  surgeons  may  benefit,  too. 

The  work,  done  by  computer  scientist  Dror  of  the  Academic  College  of 
Tel  Aviv-Yafo  and  Eytan  Ruppin  and  Daniel  Cohen-Or  at  Tel  Aviv  Univer- 
sity, turned  up  broad  agreement  on  looks.  Despite  differences  in  gender, 
race  and  economic  status,  any  two  groups  of  observers  showed  90% 
agreement  on  what  makes  a  face  attractive.  "Beauty  is  not  in  the  eyes  of 
the  beholder.  It  is  just  a  mathematical  formula,"  says  Dror,  closing  another 
chapter  on  high-tech  stripping  life  of  its  fun.  — Dan  Fishel 


We  had  some  work  done  on  actress  Sandra  Bernhard,  who  scored  a  2.27  out  of  7  on  a 
computer  beauty  scale.  With  a  few  subtle  changes,  she  goes  to  a  2.61.  Better,  no? 
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Dear  Ketel  One  DrittHcr 
flre  you  a  glass  half  empty'  or 
a  glass  half  full'  Kind  of  person? 
Probably  depends  on  what's 
in  the  glass,  doesn't  it? 


pgtlN  NT 


Diamond  giant  De  Beers  has  embarked  on  a  flight 
of  fancy  lifted  straight  from  the  pages  of  a  Clive 
Cussler  novel  |  By  Alan  Farnham 


UNDER  COVER  OF  DARKNESS,  A 
giant  Zeppelin  cruises  back  and 
forth  above  the  Kalahari  desert, 
high-tech  sensors  onboard  piercing  not 
just  the  starry  night  but  the  sands  beneath, 
in  search  of  buried  diamonds. 

Prospecting  at  night  by  Zeppelin? 
Techno-thriller  novelist  Clive  Cussler 
couldn't  make  this  up,  even  for  his  hero,  Dirk 
Pitt.  Yet  for  the  past  ten  months  South  Africas 
De  Beers  Group  has  been  engaged  in  pre- 
cisely this.  Collaborating  with  Germany's 
Zeppelin  Luftschifftechnik  and  Houston 
geophysical  survey  firm  Bell  Geospace,  they 
hope  to  find  rich  new  caches  of  diamonds 


not  detectable  by  less  exotic  means. 

Remarks  De  Beers  Chairman  Nicky 
Oppenheimer  drily:  "One  would  have  to  go 
far  to  combine  a  more  romantic  association 
than  Zeppelin  airships  and  diamonds."  He 
says  he  congratulates  De  Beers  personnel  for 
this  display  of  "lateral  thinking."  Thinking 
doesn't  get  more  lateral  than  this. 

Conventional  exploration  in  South  Africa 
and  Zimbabwe  has  yielded  no  new  finds  of 
significance  in  recent  years,  so  De  Beers  is 
concentrating  exploration  efforts  on 
Botswana,  where  upward  of  20  new  kimber- 
lites  (underground  diamond  deposits)  have 
been  discovered  since  2001 .  For  heavy  artillery 


its  calling  in  the  helium  balloons. 

At  the  heart  of  the  scheme  is  Bell  Geo- 
space's  gravity  gradiometer  sensor.  Its  tech- 
nology, says  Bell  President  Scott  Hammond, 
was  first  developed  for  the  U.S.  Navy  and  used 
for  navigation  on  Trident  submarines.  The 
sensor  detects,  in  three  dimensions,  minute 
variations  in  the  Earths  gravitational  field. 
Deployed  by  air,  the  sensor  can  determine  the 
size,  shape  and  density  of  underground 
anomalies,  since  the  presence  or  absence  of 
them  minutely  affects  gravitation.  This  data 
complements  that  produced  by  more  tradi- 
tional magnetic  searches.  The  technology  on 
the  Zeppelin  is  the  only  airborne  system  of 
its  type  in  the  world.  Cost  of  the  whole  thing? 
Reportedly  as  much  as  $10  million  a  year. 

Could  not  De  Beers  just  as  easily  have 
mounted  it  in  an  airplane?  It  could.  But  a 
plane's  turbulence,  speed  and  noise  would 
impede  the  accuracy  of  the  sensors  needed 
for  this  type  of  work  (De  Beers  flies  at  night 
because  the  air  is  smoother.)  The  Zeppelin 
offers  a  more  stable  platform.  And  its  rigid 
structure  allows  the  placement  of  the  engines 
at  a  nondisruptive  distance  from  the  passen- 
ger compartment 

So,  any  finds?  Brad  Pitts,  head  of  the  Zep- 
pelin operations,  says  performance  has  met 
expectations  but  won't  say  more.  The  airship 
is  scheduled  to  be  based  for  at  least  two  years 
at  De  Beers'  Jwaneng  Mine  in  Botswana.  F 


The  Hand  That  Feeds  HBO 

Always  in  search  of  new  venues,  advertisers  are  starting  to  stake  out  the  patch 
of  real  estate  that  people  know  best:  the  backs  of  their  hands.  To  promote  the 
premiere  of  its  show  Entourage,  HBO  distributed  rubber  hand  stamps  and  pads 
of  ink  to  bouncers  at  180  East  and  West  Coast  bars  and  clubs.  Embossed  on 
each  stamp  were  the  words  "Entourage"  and  "Sunday,  10  p.m.,  HBO"  a  not-so- 
subtle  reminder  for  customers  to  tune  in.  The  bars,  mainly  ritzy  establishments, 
used  the  stamps  to  separate  paying  customers  from  deadbeats  and 
collected  a  small  (but  undisclosed)  advertising  fee. 

Zoom  Media  &  Marketing,  a  New  York  City  firm  that  handled  the  promotion 
for  HBO,  estimates  an  average  of  3,000  people  per  venue  were  stamped  over  two 
nights— 500,000  in  all.  But  one  can  only  guess  at  the  number  of  people  who  saw 
others'  hands,  points  out  Patrick  West,  Zoom's  general  manager  of  "experiential 
marketing."  HBO  reports  that  2.8  million  viewers  saw  the  opening  episode  on 
June  1 1,  besting  last  year's  number  by  60%.  Hard  to  prove,  though,  that  any  of 
this  was  the  handiwork  of  the  stamps.  —Duncan  Greenberg 
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Remember  when  technology 

had  the  ability  to  amaze  you? 


Believe  again. 

Now  you  can  believe  in  a  new  kind  of  IT  management.  Unified  and  simplified  to  make  your 
business  more  productive,  nimble,  competitive  and  secure. 

We  all  know  that  companies  are  demanding  more  from  IT  —  expecting  IT  to  be  a  strategic 
and  competitive  advantage.  Yet  today's  complex  IT  environments  require  you  to  manage 
across  point  solutions,  siloed  organizations  and  redundant  technology. 

A  better  alternative?  Choose  an  integrated  approach  to  IT  management.  An  approach  in 
which  software  unifies  your  people,  processes  and  technology  to  increase  efficiency  and 
optimization.  Only  one  global  software  company  can  do  that.  CA,  formerly  known  as 
Computer  Associates,  has  focused  solely  on  IT  management  software  for  over  30  years. 

Our  technology  vision  that  makes  this  promise  real  is  called  Enterprise  IT  Management, 
or  EITM.  At  its  heart  is  the  CA  Integration  Platform  —  a  common  foundation  of  shared 
services  that  gives  you  real-time,  dynamic  control  and  flexibility.  Its  greatest  benefit? 
CA  software  solutions  come  to  you  already  integrated,  and  able  to  integrate  with  your 
existing  technology  to  optimize  your  entire  IT  environment. 

Ultimately,  a  well-managed  IT  environment  gives  you  the  visibility  and  control  you  need 
to  manage  risk,  manage  costs,  improve  service  and  align  IT  investments.  To  learn  more 
about  how  CA  and  our  wide  array  of  partners  can  help  you  unify  and  simplify  your  IT 
management,  visit  ca.com/unify. 
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VDS  LOOK  GREAT  ON  A  HIGH 
definition  TV.  There's  just 
( one  thing  missing:  They're 
not  really  hi-def.  If  they 
were,  they'd  look  signifi- 
cantly sharper,  richer  and  clearer.  But  until 
now  the  primary  way  to  watch  hi-def 
entertainment  on  your  own  schedule  was 
to  suck  it  up  from  a  cable  or  satellite  ser- 
vice with  a  digital  video  recorder. 

Now  that's  changed.  High-definition 
discs  have  finally  arrived.  Holding  far 
more  data  than  traditional  DVDs,  they 
deliver  video  with  six  times  the  resolution, 
improved  audio  and  interactive  features 
like  pop-up  menus,  video  commentary 
that  can  play  along  with  the  movie  and  the 
ability  to  bookmark  favorite  scenes. 

New  hi-def  DVD  players  are  now  on 
sale,  and  so  are  laptops  that  can  play  and 
burn  the  new  discs.  All  of  them  can  han- 
dle the  DVDs  you  already  own,  but  when 
you  play  true  HD  titles  you  get  every  last 
drop  of  the  fake  blood,  mock  sweat  and 
glycerin  tears  that  Hollywood  works  so 
hard  to  make  real  on  film  in  the  first  place. 
Watching  the  best  after  viewing  an  old- 
fashioned  DVD  is  like  coming  home  with  a 
new  eyeglass  prescription. 

Video  enthusiasts  are  already  rushing 
out  to  buy  the  new  discs  and  devices,  but 
for  normal  human  beings  there  are  plenty 
of  reasons  to  wait.  To  see  and  hear  every 
last  bit  of  the  newly  revealed  detail  takes 
video  and  sound  systems  that  most  people 
don't  have.  For  now,  there  are  fewer  than 
200  hi-def  discs  available.  And,  as  com- 
mentators enjoy  ranting  about,  those  discs 
are  arriving  in  two  utterly  incompatible 
formats. 

Blu-ray,  named  for  the  blue  laser  that 
enables  both  systems,  is  backed  by  most  of 
the  big-name  electronics  firms  and  studios. 
HD-DVD,  a  more  evolutionary  offshoot  of 
DVD  technology,  has  fewer  companies 
behind  it  and  has  been  viewed  as  an  upstart. 
In  early  handicapping,  the  broader  support 
for  Blu-ray  was  supposed  to  blow  HD-DVD 
out  of  the  water. 


The  Next 


Not  so  fast.  Sony's  PlayStation  3,  ini- 
tially thought  to  be  the  Trojan  horse  that 
would  bring  Blu-ray  into  the  home,  turns 
out  to  be  later  and  pricier  than  expected. 
And  in  the  early  going,  HD-DVD  has  had 
some  surprising  short-term  wins. 

For  example,  HD-DVD  movies  are 
coming  out  on  30-gigabyte  dual-layer 
discs,  while  Blu-ray  titles  have  been  lim- 


ited' to  25-gigabyte  single-layer  platters 
with  dual-layer  versions  dimly  on  the 
horizon.  And  early  Blu-ray  titles  use  old- 
fashioned  compression  that  eats  up  disc 
space.  HD-DVDs  typically  use  newer,  more 
efficient  methods  that  cram  far  more  stufl 
into  the  same  space,  with  similar  quality. 
Blu-ray  discs  can  use  those  methods,  but 
at  the  moment  they  don't. 
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Movies  on  the  new 
hi-def  discs  can  play 
on  these  laptops. 
If  the  screen  seems 
too  small,  plug  into 
the  really  big  one  in 
your  living  room. 
Toshiba  Qosmio 
with  HD-DVD  player; 
Sony  Vaio  with 
Blu-ray  player  that 
burns  HD  discs. 


HIGH-DEF  DVDs 


Picture  Show 

High-definition  discs  and  players  are  finally  here  |  By  Stephen  Manes 


So  while  HD-DVDs  often  come  with  all 
:he  special  features  of  two-disc  DVD  sets 
3n  a  single  platter,  early  Blu-ray  movies 
rarely  come  with  any.  But  extras  recorded 
n  standard  definition  tend  to  look  lousy. 
When  the  bonuses  start  getting  shot  in  hi- 
ief,  the  advantage  should  go  to  Blu-ray, 
Adth  its  potential  for  more  room. 

Both  formats  offer  menus  you  can  pop 


up  while  the  movie  plays  instead  of  going 
back  to  a  stand-alone  menu.  But  though 
both  formats  let  you  bookmark  your 
favorite  scenes  easily,  only  HD-DVD 
remembers  them  after  you  remove  the 
disc  from  the  drive;  with  Blu-ray  they  dis- 
appear the  instant  you  open  the  tray  And 
HD-DVD  players  include  extra  hardware: 
USB  jacks  accommodate  game  controllers 


for  future  interactive  titles,  Ethernet  ports 
let  you  update  the  firmware  via  the  Net 
(something  I  had  to  do  once  with  the 
Toshiba  player  I  tested)  and  someday  may 
let  you  add  timely  new  features  to  store- 
bought  discs.  There's  also  enough  flash 
memory  to  store  downloaded  content  and 
information  like  those  bookmarks. 

HD-DVDs  are  also  beginning  to 


JULY  24,  20U6      FORBES  65 


technology 


include  what's  been  dubbed  "in-movie 
experience"— things  like  a  directors  com- 
mentary in  a  video  inset  atop  the  film. 
And  some  HD-DVDs  come  with  the  garden- 
variety  DVD  on  the  flip  side— handy  for 
the  car  or  the  PC. 

For  now  Blu-ray  boasts  about  its 
1080p  output— "p"  for  progressive,  mean- 
ing that  the  lines  that  make  up  the  picture 
appear  on  the  screen  sequentially. 
Although  HD-DVD  permits  1080p,  current 
players  can  only  manage  1080i,  "i"  for 
interlaced,  meaning  that  the  lines  are 
delivered  alternately. 

Progressivity  may  not  be  as  big  a  deal 
as  the  Blu-ray  cheering  section  would 
have  you  believe.  Only  a  few  of  the  newest 
displays  can  handle  1080p,  so  for  now 
you're  likely  to  use  Blu-ray  players  in  their 
1080i  mode.  Though 
1080i  introduces  some 
real  but  generally  unno- 
ticeable  "artifacts"  that  can 
slightly  distort  motion 
onscreen,  1080p  creates  a 
different  set  of  motion 
artifacts  all  its  own. 

Another  short-term 
Blu-ray  advantage:  better 
sound.  Its  uncompressed 
audio  tracks  are  said 
to  sound  much  like  high- 
end  DVD-Audio  or  SACD 
discs — in  other  words, 
significantly  better  than 
what  you  currently  get  on 
DVD.  I  don't  have  the  proper  equipment  to 
test  that  claim,  but  it's  safe  to  say  that  to 
hear  the  difference,  you'll  need  a  system 
better  than  the  typical  home-theater-in-a- 
box.  And  HD-DVD  discs  with  uncom- 
pressed audio  are  supposedly  on  the  way. 

THE  NEW  PLAYERS 

The  RCA  and  Toshiba  HD-DVD  models  I 
tested  are  functionally  similar.  For  the 
Toshiba's  extra  $300  you  get  a  lighted 
remote,  an  annoying  front  door  and 
something  only  custom  installers  will  care 
about,  an  RS-232  serial  port  for  integrat- 
ing control.  And  talk  about  slow:  Both 
players  took  50  seconds  just  to  open  the 
drawer  at  stai  -and  another  50  to  get 
to  the  FBI  sere  once  I  inserted  the  disc. 
Not  that  Sams,;  ;  -  '  Blu-ray  was  a  speed 


Hi-def  disc  players  in  two  competing  flavors: 
Samsung  Blu-ray,  Toshiba  HD-DVD. 


More  bytes  per  platter: 
HD-DVD  and  Blu-ray  movies, 
a  recordable  Blu-ray  disc. 


demon.  It  took  23  seconds  to  open — but 
another  33  seconds  until  it  hit  the  disc's 
logo,  at  which  point  it  displayed  a  dreaded 
hourglass  for  another  minute. 

All  three  units  work  significantly 
faster  with  regular  DVDs,  which  they  can 
upconvert  to  1080  for  playback  via  the 
digital  connector  known  as  HDMI.  That 
doesn't  look  as  good  as  a  true  HD  disc,  of 
course,  but  it's  not  bad.  But  the  Samsung 
insisted  on  stretching  standard-format 
video  to  fill  the  wide  screen  with  fat  people. 
Oddly,  though  all  three  say  they  can  play 
DVD-R  discs  but  not  DVD+R,  both  kinds 
worked  fine.  Of  course,  there's  one  thing 
they  definitely  will  not  play:  the  other 
kind  of  HD  disc. 

Samsung  includes  memory  card  slots 
for  playing  back  photos  in  hi-def,  but  for 


your  thousand  bucks  you  also  get  a 
cheesy  non-backlit  remote.  Toshiba's 
backlit  remote  was  sometimes  sluggish  to 
the  point  of  being  unusable.  RCAs  remote 
looked  cheap  but  worked  fine. 

THE  SCREENS 
YOU'LL  WANT 

What  you  use  to  watch  the  content  from 
these  players  is  key.  I  tried  four  displays 
with  native  resolutions  of  1920x1080  pix- 
els—the same  as  the  HD  players — and 
designed  to  handle  1080p  input:  Westing- 
house  Digital's  42-  and  47-inch  LCDs, 
Samsung's  56-inch  rear-projection  DLP, 
and  Sony's  astounding  SXRD  front-projec- 
tor, aimed  at  a  100-inch  Stewart  Firehawk 
screen. 

With  these  displays,  the  hi-def  advan- 
tage was  clear.  The  main  reason:  They  can 
deliver  every  last  pixel  on  the  discs  without 
resorting  to  what's  known  as  scaling — 
eliminating  parts  of  the  original  signal  or 
filling  in  missing  parts  in  order  to  fit  the 
picture  into  the  display's  grid. 

The  Westinghouse  models,  like  simi- 
lar LCDs  I've  tried,  were  almost  creepily 
sharp— a  pleasure  to  watch,  even  though 
some  dark  scenes  looked  a  bit  flat.  The 
Samsung  delivered  the  advertised  pixels, 
but  the  grain  of  the  glass  and  the  system's 
extremely  pronounced  "rainbows" — fleet- 
ing ocular  illusions  of  single-chip  DLP 
systems  to  which  I  am  particularly  sus- 
ceptible and  many  people  are  immune- 
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but  we  can  keep  it  from  getting  knocked  out. 


asyGuardA 

Mobile  With  Confidence  ™  W 


When  your  notebooks  get  banged  around,  it's  nice  to  know  they're 
otected  from  the  hazards  of  your  mobile  work  life.  Equipped  with  Toshiba's  exclusive  EasyGuard" 
chnology',  the  Tecra*  A8  Notebook  is  powered  by  Intel*  Centrino"5  Duo  Mobile  Technology  and 
atures  genuine  Microsoft  Windows*  XP  Professional. 
=arn  more  at  www.reliable.toshiba.com. 


TOSHIBA 


The  Tecra"  A8 
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spoiled  my  experience. 

The  Sony/Stewart  combina- 
tion? Well,  if  you  want  to  keep 
your  friends,  invite  them  over  to 
see  this.  Watching  movies  by 
reflected  light,  the  way  they  were 
intended  to  be  seen,  on  a  big 
screen  that  brings  the  theater  expe- 
rience to  your  home — only  with- 
out dirty  prints,  smudges  on  the 
screen,  uncomfortable  seats  or 
people  in  the  row  behind  you  on 
their  cell  phones— takes  movies 
back  to  the  way  they  were  meant 
to  be. 


HOW  IT  LOOKS 

On  all  these  displays  hi-def  discs 
were  clearly  superior  to  standard 
DVDs— and  slightly  better  than  hi- 
def  movies  Id  recorded  on  my 
cable  DVR.  But  it  wasn't  always  the 
slam  dunk  I  expected.  Most  obvi- 
ous improvement:  text,  including 
subtitles  and  the  ubiquitous  FBI  copy-this- 
and-end-up-in-the-pokey  warning. 

But  though  the  standard-def  version  of 
The  Last  Samurai  looked  fuzzy  compared 
with  the  HD-DVD,  the  action  was  still 
compelling.  Likewise  the  Blu-ray  version  of 
Memento:  Moving  from  hi- 
def  to  lower  was  like  replac- 
ing a  crisp  piece  of  lettuce 
with  a  limp  old  one.  A  lot 
of  the  detail  was  missing, 
but  much  of  the  flavor  was 
still  there.  And  on  displays 
with  lesser  resolution— in 
other  words,  the  vast  ma- 
jority in  existence— the  dif- 
ference would  be  even  less 
obvious. 

Getting  those  displays 
to  work  with  the  players 
wasn't  always  easy.  Neither 
the  Toshiba  nor  the  RCA 
player  consistently  worked 
properly  over  the  HDMI 
connection.  Changing  the 
Westinghouse  dis 
video  source  from  RE 
to   a  different 
caused  the  players'  front 
panels     to  complain 
"HDMI  ERROR  0" 


What  Steve  Tested 

HD-DVD  PLAYERS 

Toshiba  HD-XA1:  $800 
RCA  HDV5000:  $500 

BLU-RAY  PLAYER 

Samsung  BD-P1000:  $1,000 

HD-DVD  NOTEBOOK 

Toshiba  Qosmio  G35-AV650: 
$3,000 

BLU-RAY  NOTEBOOK 

Sony  Vaio  VGN-AR190G: 


1080P  DISPLAYS 

Westinghouse  Digital  LCD 

flat  panels 
42-inch  LVM-42w2:  $2,000 
47-inch  LVM-47w1:  $3,000 

Samsung  rear-projection  DLP 
56  HL-S5687W:  $3,000 

Sony  SXRD  projector 
VPL-VW100:  $8,300 

PROJECTION  SCREEN 

/vart  Filmscreen  100-inch 
Firehawk:  $2,150 

HIGH-DEF  CAMCORDER 

■onv  HDR-HC3:  $1,200 


Burn  your  own  from  the 
Jittlest  hi-def  camcorder: 
k.  Sony  HDR-HC3. 


forced  me  to  restart  the  disc.  With  the 
Samsung  TV,  neither  player  could  connect 
via  HDMI  at  all. 

HDMI  is  evidently  a  work  in  progress. 
Although  Westinghouse  claims  both  of  its 
displays  can  accept  1080p  signals  over 
HDMI,  a  programming 
glitch  kept  them  from 
doing  it  with  the  Blu-ray 
player.  (The  company  says 
it  has  fixed  the  problem 
and  promises  replacements 
for  older  units  whose  own- 
ers complain.)  And  few  ex- 
isting audio/ video  receivers 
currently  on  the  market 
claim  to  handle  1080p 
HDMI  signals.  Models  that 
do  are  only  now  beginning 
to  appear. 


HI-DEF  LAPTOPS 

Toshiba's  new  hi-def 
Qosmio  and  Sony's  Blu- 
ray  Vaio  are  behemoths: 
The  Qosmio  weighs 
about  10  pounds,  the 
Vaio  8.4.  Both  can  play 
hi-def  movies  on  their 
17-inch  1920x1200  pixel 
screens,  and  both  can 


burn  data  and  standard-def  video 
onto  DVD  media.  But  the  Vaio 
can  also  record  in  high-def  onto 
blank  Blu-ray  discs;  recordable 
HD-DVD  discs  are  not  yet  avail- 
able in  the  U.S.,  and  when  they 
are,  the  Qosmio  won't  be  able  to 
burn  them. 

At  about  $20  each  for  25  giga- 
bytes (double-capacity  dual-layer 
models  go  for  more  than  $45), 
recordable  Blu-ray  discs  compare 
wildly  unfavorably  in  a  bytes-per- 
dollar  match  with  $2  brand-name 
8.5  gigabyte  dual-layer  blank  DVDs 
or  30-cent  4.7  gigabyte  single-layer 
models.  Still,  I  was  able  to  put  more 
files  on  a  single  blank  disc  than 
ever  before. 

Hi-def  auteurship  is  now  a 
reality — sort  of.  I  took  some  HD 
video  with  Sony's  latest  and  littlest 
hi-def  camcorder,  intending  to 
edit  it  on  the  Vaio  laptop  and  burn 
it  to  a  Blu-ray  disc  for  playback  on  the 
Samsung  player.  No  such  luck.  Sony  did 
not  have  software  that  could  do  this  in 
time  for  my  tests;  it  is  supposed  to  be 
available  by  the  time  you  read  this.  Com- 
panies like  Sonic  Solutions  that  make 
burning  software  expect  to  support  Blu- 
ray  later  this  year. 

Both  notebooks  include  HDMI  ports 
for  connecting  to  HD  displays.  Unfortu- 
nately the  InterVideo  software  that  both 
companies  use  for  playback  is  highly 
glitchy.  On  the  Qosmio,  action  stuttered 
again  and  again;  that  rarely  happened  on 
the  Vaio.  But  on  both  the  software  had 
trouble  with  pop-up  menus  and  more 
than  once  turned  off  the  cursor  pad  in 
each  machine,  forcing  me  to  plug  in  a 
mouse  to  regain  command. 

Forget  about  watching  hi-def  movies 
in  your  airplane  seat  unless  it  has  a 
power  outlet.  The  Vaio  managed  just  35 
minutes  of  HD  time  before  the  software 
crashed  and  just  10  minutes  more  after 
rebooting.  The  Qosmio  went  65  min- 
utes before  refusing  to  continue  with  the 
movie,  though  it  did  allow  another  20 
for  other  tasks.  Both  notebooks  com- 
mand significant  premiums  over  virtu- 
ally identical  models  with  plain  DVD 
burners— about  $600  for  the  Qosmio, 
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Challenge  the  ordiftary. 


Be  E  Hraordinary- 


Power  E*TRADE  Pro  for  Active  Traders 


ENHANCED 
CHARTING 

WITH  TECHNICAL  STUDIES 


$6.99-$9.99 

PER  STOCK  &  OPTIONS  TRADE 

75<t 

PER  OPTIONS  CONTRACT 


GET  STARTED  WITH  100  COMMISSION-FREE  TRADES2 


1-800-731  -5226  getpoweretrade.com 


E*  TRADE 

FINANCIAL 


•  details  and  important  information  about  Power  E*TRA0E,  please  visit  getpoweretrade.com. 

fa  qualify  for  $6.99  stock  and  options  commissions  &  a  75«  fee  per  options  contract,  you  must  execute  500  or  more  stock  or  options  trades  per  month.  To  qualify  for  $9.99  stock  and 
ions  commissions  &  a  75e  fee  per  options  contract,  you  must  execute  10-49  stock  or  options  trades  per  month  or  maintain  a  balance  of  $50,000  or  more  in  combined  E*TRADE 
:ounts  during  a  calendar  quarter.  Qualification  will  be  determined  at  the  end  of  each  quarter.  To  continue  receiving  these  commission  rates,  you  must  requalify  by  maintaining  a 
ance  of  $50,000  or  more  in  combined  E*TRADE  accounts  or  by  making  at  least  30  stock  or  options  trades  by  the  end  of  the  following  calendar  quarter. 
Commission-free  trade  offer  applies  to  new  Power  E*TRA0E  accounts  opened  with  $1,000  minimum  deposit.  The  new  account  holder  will  receive  a  maximum  of  100  free  trade 
nmissions  for  each  stock  or  options  trade  executed  within  30  days  of  the  opening  of  the  new  qualified  account.  You  will  pay  the  Power  E*TRADE  commission  rate  at  the  time  of  the 
ties  ($9.99  for  stock  and  options  trades-plus  an  additional  $0.75  per  options  contract).  Your  account  will  be  credited  $9.99  per  stock  or  options  trade  within  eight  weeks  of  qualifying 
eluding  options  contract  fees).  Other  commission  rates  apply  to  customers  who  trade  less  than  30  times  a  quarter  or  maintain  less  than  $50,000  in  linked  E*TRADE  accounts. 
:ount  must  be  opened  by  December  31,  2006. 

item  response  and  account  access  times  may  vary  due  to  a  variety  of  factors,  including  trading  volumes,  market  conditions,  system  performance,  and  other  factors. 
:urities  products  and  services  are  offered  by  E*TRADE  Securities  LLC,  Member  NASD/SIPC. 
2006  E*TRADE  FINANCIAL  Corp.  All  rights  reserved. 
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The  good  news: 

A  rained  out  vacation. 

Don't  let  erectile  dysfunction  (ED)  hold  you  back  from  a  fulfilling  sexual  relationship. 

•  Viagra  is  prescribed  for  all  degrees  of  ED,  even  if  it  only  happens  once  in  a  while. 

•  Maintaining  an  erection  is  important.  It's  just  as  important  as  getting  a  firm  erection. 
Viagra  can  help  with  both. 

•  Viagra  has  an  established  safety  profile.  It's  been  studied  more  than  any  other  oral  ED  treatment. 


(sildenafil  citrate) tablets 

What  are  you  waiting  for? 


Ask  your  doctor  if  Viagra  is  right  for  you.  And  enjoy  what  it  can  do  to  help  you  improve  your  sex  life. 

VIAGRA  is  prescribed  to  treat  erectile  dysfunction.  We  know  that  no  medicine  is  for  everyone.  If  you  use  nitrate 
drugs,  often  used  for  chest  pain  (known  as  angina),  don't  take  VIAGRA.  Taking  these  drugs  together  could  cause 
your  blood  pressure  to  drop  to  an  unsafe  level. 

Talk  with  your  doctor  first.  Make  sure  you  are  healthy  enough  to  have  sex.  If  you  have  chest  pain,  nausea,  or  other 
discomforts  during  sex,  seek  medical  help  right  away. 

Although  erections  lasting  for  more  than  four  hours  may  occur  rarely  with  all  ED  treatments  in  this  drug  class,  to 
avoid  long-term  injuries,  it  is  important  to  seek  immediate  medical  help. 

In  rare  instances,  men  taking  PDE5  inhibitors  (oral  erectile  dysfunction  medicines,  including  VIAGRA)  reported  a 
sudden  decrease  or  loss  of  vision.  It  is  not  possible  to  determine  whether  these  events  are  related  directly  to  these 
medicines  or  to  other  factors.  If  you  experience  sudden  decrease  or  loss  of  vision,  stop  taking  PDE5  inhibitors, 
including  VIAGRA,  and  call  a  doctor  right  away. 

The  most  common  side  effects  of  VIAGRA  are  headache,  facial  flushing,  and  upset  stomach.  Less  common  are 
bluish  or  blurred  vision,  or  being  sensitive  to  light.  These  may  occur  for  a  brief  time.  Remember  to  protect  yourself 
and  your  partner  from  sexually  transmitted  diseases. 

Please  see  our  patient  summary  of  information  for  VIAGRA  (25  mg,  50  mg,  100  mg)  tablets  on  the  following  page. 

VIAGRA  is  available  on  most  Managed  Care  Plans*  VIAGRA  is  one  of  several  ED  treatments  that  you  and  your 
doctor  can  consider. 

'Percent  of  members  by  formulary  status  for  HMOs,  PPOs  and  POS  for  Viagra.  Formulary  Compass1"  MediMedia  USA,  Inc.  May  2006. 

To  learn  more,  visit  viagra.com  or  call  1-888-4VIAGRA  (1-888-484-2472) 


Uninsured?  Need  help  paving  for  medicine?  Pfizer  has  programs  that  can  help, 
no  matter  your  age  or  income.  You  may  even  qualify  for  free  Pfizer  medicines. 
Call  1-866-706-2400.  Orvisitwww.pfizerhelpfulanswers.com. 


helpful 
Answers 


What  are  you  waiting  for?'  is  a  trademark  of  Pfizer  Inc.     U.S.  Pharmaceuticals  <J^^     VG269548K  ©  2006  Pfizer  Inc.  All  rights  resfc.  ifed. 
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PATIENT  SUMMARY  OF  INFORMATION  ABOUT 


® 


This  summary  contains  important  information  about  VIAGRA*.  It  is 

not  meant  to  take  the  place  of  your  doctor's  instructions.  Read  this 
information  carefully  before  you  start  taking  VIAGRA.  Ask  your  doc- 
tor or  pharmacist  if  you  do  not  understand  any  of  this  information  or 
if  you  want  to  know  more  about  VIAGRA. 
This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by 
their  doctors  However,  VIAGRA  is  not  for  everyone.  It  is  intended  for 
use  only  by  men  who  have  a  condition  called  erectile  dysfunction. 
VIAGRA  must  never  be  used  by  men  who  are  taking  medicines  that 
contain  nitrates  ol  any  kind,  at  any  time.  This  includes  nitroglyc- 
erin. If  you  take  VIAGRA  with  any  nitrate  medicine  your  blood  pres- 
sure could  suddenly  drop  to  an  unsafe  or  life  threatening  level. 

•  What  Is  VIAGRA? 

VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in  men. 
It  can  help  many  men  who  have  erectile  dysfunction  get  and  keep  an 
erection  when  they  become  sexually  excited  (stimulated). 
You  will  not  get  an  erection  just  by  taking  this  medicine.  VIAGRA 
helps  a  man  with  erectile  dysfunction  get  an  erection  only  when  he  is 
sexually  excited. 

•  How  Sex  Affects  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  fills  with  more 
blood  than  usual.  The  penis  then  expands  and  hardens.  This  is  called 
an  erection  After  the  man  is  done  having  sex,  this  extra  blood  flows 
out  of  the  penis  back  into  the  body.  The  erection  goes  away.  If  an 
erection  lasts  for  a  long  time  (more  than  6  hours),  it  can  permanently 
damage  your  penis.  You  should  call  a  doctor  immediately  if  you  ever 
have  a  prolonged  erection  that  lasts  more  than  4  hours. 
Some  conditions  and  medicines  interfere  with  this  natural  erection 
process  The  penis  cannot  fill  with  enough  blood.  The  man  cannot  have 
an  erection.  This  is  called  erectile  dysfunction  if  it  becomes  a  frequent 
problem. 

During  sex,  your  heart  works  harder.  Therefore  sexual  activity  may 
not  be  advisable  for  people  who  have  heart  problems.  Before  you 
start  any  treatment  for  erectile  dysfunction,  ask  your  doctor  if  your 
heart  is  healthy  enough  to  handle  the  extra  strain  of  having  sex.  If  you 
have  chest  pains,  dizziness  or  nausea  during  sex,  stop  having  sex  and 
immediately  tell  your  doctor  you  have  had  this  problem. 

•  How  VIAGRA  Works 

VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  to 
sexual  stimulation.  When  a  man  is  sexually  excited.  VIAGRA  helps 
the  penis  fill  with  enough  blood  to  cause  an  erection.  After  sex  is 
over,  the  erection  goes  away. 

•  VIAGRA  Is  Not  for  Everyone 

As  noted  above  (How  Sex  Affects  the  Body),  ask  your  doctor  if  your 
heart  is  healthy  enough  for  sexual  activity. 
If  you  take  any  medicines  that  contain  nitrates  -  either  regularly  or 
as  needed  -  you  should  never  take  VIAGRA.  If  you  take  VIAGRA 
with  any  nitrate  medicine  or  recreational  drug  containing  nitrates, 
your  blood  pressure  could  suddenly  drop  to  an  unsafe  level.  You 
could  get  dizzy,  faint,  or  even  have  a  heart  attack  or  stroke.  Nitrates 
are  found  in  many  prescription  medicines  that  are  used  to  treat 
angina  (chest  pain  due  to  heart  disease)  such  as: 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes,  and 
tablets  that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets  that 
are  swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or 
nitrite  ("poppers ')  It  you  are  not  sure  if  any  of  your  medicines  contain 
nitrates,  or  if  you  do  not  understand  what  nitrates  are,  ask  your  doctor 
or  pharmacist. 

VIAGRA  is  only  for  patients  with  erectile  dysfunction.  VIAGRA  is  not 
for  newborns,  children,  or  women.  Do  not  let  anyone  else  take  your 
VIAGRA.  VIAGRA  must  be  used  only  under  a  doctor's  supervision. 

•  What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dysfunction.  It  is  a  treatment 
for  erectile  dysfunction. 

•  VIAGRA  does  not  protect  you  or  your  partner  from  getting 
sexually  transmitted  diseases,  including  HIV  —  the  virus  that 
causes  AIDS. 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac. 

•  What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  decide  if  VIAGRA  is  right  for  you.  VIAGRA  can 
cause  mild,  temporary  lowering  of  your  blood  pressure.  You  will  need 
to  have  a  thorough  medical  exam  to  diagnose  your  erectile  dysfunc- 
tion and  to  find  out  if  you  can  safely  take  VIAGRA  alone  or  with  your 
other  medicines.  Your  doctor  should  determine  if  your  heart  is  healthy 
enough  to  handle  the  extra  strain  of  having  sex. 
Be  sure  to  tell  your  doctor  if  you: 

•  have  ever  had  any  heart  problems  (e.g.,  angina,  chest  pain, 
heart  failure,  irregular  heart  beats,  hearf  attack  or  narrowing  of 
the  aortic  valve) 

•  have  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 

•  have  ever  had  severe  vision  loss 

•  have  a  rare  inherited  eye  disease  calls  -      b's  pigmentosa 

•  have  ever  had  any  kidney  problems 

•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems  eluding  sickle  cell 
anemia  or  leukemia 


VIAGRA 

(sildenafil  citrate)  tablets 


•  have  a  deformed  penis,  Peyronie's  disease,  or  ever  had  an 
erection  that  lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  of  bleeding  problems 

•  are  taking  any  other  medicines 

•  VIAGRA  and  Other  Medicines 

Some  medicines  can  change  the  way  VIAGRA  works.  Tell  your  doc- 
tor about  any  medicines  you  are  taking  Do  not  start  or  stop  taking 
any  medicines  before  checking  with  your  doctor  or  pharmacist.  This 
includes  prescription  and  nonprescription  medicines  or  remedies: 

•  Remember,  VIAGRA  should  never  be  used  with  medicines 
that  contain  nitrates  (see  VIAGRA  Is  Not  for  Everyone). 

•  If  you  are  taking  alpha-blocker  therapy  for  the  treatment  of 
high  blood  pressure  or  prostate  problems,  you  should  not 
take  a  dose  of  greater  than  25  mg  of  VIAGRA  at  the  same  time 
(within  4  hours)  as  you  take  your  dose  of  alpha-blocker. 

•  If  you  are  taking  a  protease  inhibitor,  your  dose  may  be 
adjusted  (please  see  Finding  the  Right  Dose  for  You). 

•  VIAGRA  should  not  be  used  with  any  other  medical  treatments 
that  cause  erections.  These  treatments  include  pills,  medi- 
cines that  are  injected  or  inserted  into  the  penis,  implants  or 
vacuum  pumps. 

•  Finding  the  Right  Dose  for  You 

VIAGRA  comes  in  different  doses  (25  mg,  50  mg  and  1 00  mg).  If  you 
do  not  get  the  results  you  expect,  talk  with  your  doctor  You  and  your 
doctor  can  determine  the  dose  that  works  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes. 

•  If  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with 
your  doctor 

•  VIAGRA  should  not  be  taken  more  than  once  a  day. 

If  you  are  older  than  age  65,  or  have  serious  liver  or  kidney  problems, 
your  doctor  may  start  you  at  the  lowest  dose  (25  mg)  of  VIAGRA.  If  you 
are  taking  protease  inhibitors,  such  as  for  the  treatment  of  HIV,  your 
doctor  may  recommend  a  25  mg  dose  and  may  limit  you  to  a  maxi- 
mum single  dose  of  25  mg  of  VIAGRA  in  a  48  hour  period.  If  you  are 
taking  alpha-blocker  therapy,  you  should  not  take  a  dose  of  greater 
than  25  mg  of  VIAGRA  at  the  same  time  (within  4  hours)  as  your  dose 
of  alpha-blocker. 

•  How  To  Take  VIAGRA 

Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex.  Beginning 
in  about  30  minutes  and  for  up  to  4  hours,  VIAGRA  can  help  you  get 
an  erection  if  you  are  sexually  excited.  If  you  take  VIAGRA  after  a  high- 
fat  meal  (such  as  a  cheeseburger  and  french  fries),  the  medicine  may 
take  a  little  longer  to  start  working.  VIAGRA  can  help  you  get  an  erec- 
tion when  you  are  sexually  excited.  You  will  not  get  an  erection  just  by 
taking  the  pill. 

•  Possible  Side  Effects 

Like  all  medicines,  VIAGRA  can  cause  some  side  effects.  These  effects 
are  usually  mild  to  moderate  and  usually  don't  last  longer  than  a 
few  hours.  Some  of  these  side  effects  are  more  likely  to  occur 
with  higher  doses.  The  most  common  side  effects  of  VIAGRA  are 
headache,  flushing  of  the  face,  and  upset  stomach.  Less  common  side 
effects  that  may  occur  are  temporary  changes  in  color  vision  (such 
as  trouble  telling  the  difference  between  blue  and  green  objects  or 
having  a  blue  color  tinge  to  them),  eyes  being  more  sensitive  to  light, 
or  blurred  vision. 

In  rare  instances,  men  taking  PDE5  inhibitors  (oral  erectile  dysfunc- 
tion medicines,  including  VIAGRA)  reported  a  sudden  decrease  or 
loss  of  vision  in  one  or  both  eyes.  It  is  not  possible  to  determine 
whether  these  events  are  related  directly  to  these  medicines,  to  other 
factors  such  as  high  blood  pressure  or  diabetes,  or  to  a  combination 
of  these.  If  you  experience  sudden  decrease  or  loss  of  vision,  stop 
taking  PDE5  inhibitors,  including  VIAGRA,  and  call  a  doctor  right 
away. 

In  rare  instances,  men  have  reported  an  erection  that  lasts  many 
hours.  You  should  call  a  doctor  immediately  if  you  ever  have  an  erec- 
tion that  lasts  more  than  4  hours.  If  not  treated  right  away,  permanent 
damage  to  your  penis  could  occur  (see  How  Sex  Affects  the  Body). 
Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been 
reported  rarely  in  men  taking  VIAGRA.  Most,  but  not  all,  of  these  men 
had  heart  problems  before  taking  this  medicine.  It  is  not  possible  to 
determine  whether  these  events  were  directly  related  to  VIAGRA. 
VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this 
sheet.  If  you  want  more  information  or  develop  any  side  effects  or 
symptoms  you  are  concerned  about,  call  your  doctor. 

•  Accidental  Overdose 

In  case  of  accidental  overdose,  call  your  doctor  right  away. 

•  Storing  VIAGRA 

Keep  VIAGRA  out  of  the  reach  of  children.  Keep  VIAGRA  in  its  origi- 
nal container.  Store  at  25°C  (77°F);  excursions  permitted  to  15-30°C 
(59-86°F)  [see  USP  Controlled  Room  Temperature]. 

•  For  More  Information  on  VIAGRA 

VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction. 
Only  your  doctor  can  decide  if  it  is  right  for  you.  This  sheet  is  only  a 
summary.  If  you  have  any  questions  or  want  more  information  about 
VIAGRA,  talk  with  your  doctor  or  pharmacist,  visit  www.viagra.com  or 
can  1-888-4VIAGRA. 
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$1,300  for  the  Vaio.  Worth  it?  I  don't 
think  so. 

WHAT'S  NEXT 

Will  either  format  take  hold?  Content  is 
still  scanty.  Netflix  claims  it  offers  more 
than  60,000  DVD  titles,  but  Blu-ray  and 
HD-DVD  have  thus  far  announced  around 
100  titles  each,  and  many  have  not  yet 
been  released.  Though  HD-DVD  has  more 
titles  in  the  marketplace,  Blu-ray  has  the 
support  of  far  more  studios.  At  $20  to  $25, 
the  premium  over  current  DVDs  isn't 
excessive,  but  backlist  titles  can  go  for 
more  than  double  the  cost  of  a  standard- 
def  edition  that,  compared  to  Blu-ray,  may 
have  more  features. 

Backward  compatibility  has  been  a 
concern  for  these  new  formats,  but  so  far 
the  studios  have  avoided  burdening  the 
discs  with  the  feared  Image  Constraint 
Token  system.  That  would  reduce  reso- 
lution to  a  mere  one-fourth  of  the  origi- 
nal over  any  connection  other  than  the 
protected  HDMI,  causing  problems  for 
people  with  older  hi-def  TVs  or  players 
that  omit  those  connectors.  Nothing 
other  than  good  sense  keeps  the  studios 
from  applying  the  system  to  future 
releases. 

Recordable  Blu-ray  drives  for  comput- 
ers are  already  available  from  Pioneer. 
More  stand-alone  players  are  expected  to 
hit  the  market,  including  dual-format 
models  from  LG  Electronics.  But  it  may  be 
game  consoles  that  push  hi-def  into  the 
mass  market.  The  PlayStation  3  debuts  in 
November  with  a  Blu-ray  drive  inside. 
Microsoft  will  begin  selling  an  add-on 
HD-DVD  drive  for  the  Xbox  360  for  the 
holidays. 

But  what  might  happen  while 
nobody's  looking  is  that  downloads,  not 
discs,  become  the  winning  format  in  hi- 
def.  The  Internet  is  getting  faster.  Cable 
and  satellite  companies  are  offering  more 
high-capacity  video  recorders  to  let  you 
capture  their  hi-def  channels  and  over- 
the-air  HD  broadcasts  that  won't  cost  you 
an  extra  cent. 

So  if  you  really  want  to  participate  in 
the  hi-def  future,  hold  off  on  the  disc 
player  for  now.  Put  the  money  into  the 
kind  of  big  1920x1080  display  that  will 
showcase  true  HD.  F 
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The  Irish  mind. 

The  unique  resource  you'll  need  to  bring  your 
knowledge-based  business  to  peak  performance. 

The  Irish.  Creative,  imaginative.  And  flexible.  Agile  minds  with  a  unique  capacity  to  initiate,  and  innovate, 
lout  being  directed.  Always  thinking  on  their  feet.  Adapting  and  improving.  Generating  new  knowledge  and 
v  ideas.  Working  together  to  find  new  ways  of  getting  things  done.  Better  and  faster. 

This  flexible  attitude  pervades  the  ecosystem.  Nowhere  else  will  you  find  such  close,  frequently 
final,  links  between  enterprise,  education  and  research  facilities  and  a  pro-business  Government.  Connected 
3  dynamic  information  infrastructure.  In  Ireland,  everything  works  together. 

With  its  innate  knowledge  and  flexibility,  the  Irish  mind  can  be  the  pathway  to  profit  for  your  business, 
learn  more,  contact  Eamonn  Ryan,  IDA  Ireland,  345  Park  Avenue,  New  York  on  212  750  4300, 
lail  idaireland@ida.ie  or  log  on  to  www.idaireland.com 
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VIDEOGAMES 


Eye  of  Newton 

Nothing  says  fun  like  a  videogame  Humvee  blown  to 
shards  of  glass  and  steel.  A  new  physics  chip  makes 
the  carnage  superrealistic  By  Patricia  Huang 


REBELS  HAVE  ATTACKED  A  PRESI- 
dential  summit  in  Mexico  City,  and 
the  President  of  the  United  States 
has  been  taken  hostage.  It's  your  job  to 
rescue  him,  as  leader  of  an  elite  Army 
squad  in  the  new  videogame  Ghost 
Recon:  Advanced  Warfighter.  After  lunch 
one  recent  day  Manju  Hegde  plays  it  on 
his  office  PC  to  show  off  its  stunning  real- 
ism, with  drooping  utility  lines,  dank 
alleyways  and  weathered  buildings. 

But  Hegde  is  especially  keen  on  the 
detritus  of  destruction:  When  he  lowers 
his  onscreen  rifle  and  fires  at  a  concrete 
sidewalk,  it  pulverizes  with  hundreds  of 
fragments  flying;  when  he  hits  a  stone 
facade  it  breaks  into  chunks  of  varying 
sizes.  These  eerily  realistic  results  come 
from  the  rapid-fire  calculations  of  a  new 
chip  developed  by  Hegde's  firm,  Ageia. 

For  years  videogame  developers  have 
relied  on  graphics  chips  and  soft- 
ware to  spruce  up  their  images, 
but  Ageia  has  made  a  "physics 
chip,"  devoted  solely  to  ensuring 
that  when  things  explode,  tear 
and  shatter,  they  do  so  by  the 
same  laws  of  nature  as  in  the 
real  world. 

Artillery  battles,  car  crashes 
and  lava  eruptions  involve  complex 
calculations  of  force,  acceleration 
and  fluid  dynamics.  Brawny  graph- 
ics chips  and  general-purpose 
microprocessors  can  handle  the 
math  only  so  far  before  the  game 
slows  down.  So  designers  fudge  it. 
They  use  boilerplate  explosions- 
stone  chunks  tumble  in  the  same 
scripted  ways,  and  debris  vanishes 
from  underfoot. 

With  Ageia's  PhysX  processor,  a 
guns  recoil  knocks  you  down,  and 

Holy  ballistics!  A  iju  Hegde 

improves  the  phy      (>f  PC  games. 


clothing  can  snag.  A  grenade  tossed  into  a 
car  can  send  a  chunk  of  it  flying  so  it 
destroys  the  bridge  above.  Debris  remains 
where  you  can  trip  over  or  kick  it  and  then 
watch  the  dust  settle. 

The  PhysX  processor  debuted  in  May  as 
a  $300  plug- in  card  or  comes  inside  Dells 
latest  XPS  gaming  PCs.  The  extra  cost  may 
dissuade  gaming  novices,  many  of  whom 
have  in  any  case  moved  on  to  consoles  like 
the  Xbox  and  PlayStation.  But  Hegde  aspires 
to  push  beyond  the  fiercest  gamers.  Here  he 
is  up  against  far  bigger  graphics  cardmakers 
ATI  and  Nvidia,  which  are  touting  improved 
physics  capabilities  using  new  software  from 
gaming  effects  heavyweight  Havok  of  Ireland. 
Developers  of  more  than  1 50  console  and  PC 
game  titles  already  use  Havok  software  to 
enliven  their  games. 

The  PhysX  processor  splits  its  num- 
ber-crunching tasks  among  several 


dozen  processing  cores  totaling  125  mil- 
lion transistors  (fewer  than  the  latest 
Intel  Core  Duo  microprocessors).  One 
core  handles  ballistic  physics,  another 
fracture  mechanics,  another  clothing 
simulation.  Ageia's  big  innovation  was 
to  forge  extremely  fast  pathways  between 
the  processing  cores;  data  can  move 
around  at  up  to  2  terabits  per  second, 
several  times  the  speed  of  other  chips. 
"It's  more  than  just  graphic  eye  candy," 
says  Hegde,  a  former  engineering  pro- 
fessor at  Washington  University  in 
St.  Louis,  Mo.  He  and  Ageia's  four  co- 
founders,  all  passionate  gamers  who  had 
worked  on  a  networking  chip  at  Celox 
Networks  in  St.  Louis,  began  pursuing  a 
physics  chip  in  2002. 

One  hundred  games  are  in  develop- 
ment for  the  chip,  including  CellFactor,  a 
new  PC  combat  game  from  Artificial 
Studios.  With  a  standard  graphics  card, 
CellFactor  could  show  only  300  moving 
objects  per  frame.  The  PhysX  chip  can 
show  more  than  3,000  per  frame  in  the 
game  and  tens  of  thousands  in  other 
games.  "This  simply  cannot  be  done  with- 
out the  dedicated  processor,  unless  you 
freeze  all  other  movement,"  says  Artificial 
Studios  lead  developer,  Jeremy  Stieglitz.  F 
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ONE  OF  THE  FASTEST  GROWING  G7 

ECONOMIES  ISN'T  EVEN  A  COUNTRY.  There  are  many  reasons  why  the 

economic  growth  of  Ontario  is  predicted  to  outpace  Germany,  France,  and  Japan  this 
year.  And  why,  at  over  $400  billion,  our  GDP  is  already  greater  than  Switzerland's  or 
Sweden's.  Our  dynamic  economy  is  diversified  from  automotive  to  food  products,  and 
aerospace  to  IT  and  communications.  We're  located  in  the  heart  of  North  America, 
with  a  reacr^  of  420  million  people.  Most  importantly,  we're  built  for  business.  Ontario 
is  the  economic  center  of  Canada,  which  is  the  lowest-cost  G7  country  for  conducting 
business,  according  to  a  2006  KPMG  study.  We  also  offer  the  best-educated 
workforce  in  the  world,  universal  healthcare,  and  a  commitment  to  bring  commercial 
innovations  to  market.  It's  enough  to  make  any  nation  proud.  There's  no  better  place 
in  the  world  to  do  business. 


g§l  w  Canada 


■^J'  "V         ••  flJK  .  2ontario.com/strength 


1-800-819-8701 
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RENEWABLE  PLASTICS 

The  Rise  Of 

Industrial 
Biotech 


FOR  NEARLY  70  YEARS  ABUNDANT 
supplies  of  affordable  natural  gas  and 
petroleum  have  fueled  massive 
growth  in  the  chemicals  and  plastics 
industries.  But  oil  prices  have 
climbed  sevenfold  and  natural  gas 
prices  have  tripled  since  1999,  push- 
ing chemical  companies  and  agricul- 
tural processors  to  look  to  corn,  veg- 
etable oil  and  other  raw  materials. 
Stunning  advances  in  biotechnology 
have  spawned  a  new  generation  of 
bio-based  chemicals  and  plastics. 
Some  are  cheaper  to  produce,  others 
have  attractive  features  that  tradi- 
tional petrochemicals  lack.  The  shift 
from  the  Middle  East  to  the  Midwest 
is  under  way.        —Kerry  A.  Dolan 
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this  car  is  insured  fresh  daily. 

Can  an  unassuming  GPS  device  change  the  direction  of  an  entire  industry? 
It's  happening  now.  IBM  is  working  with  insurance  companies  to  deliver  a  new 
service,  "pay  by  the  mile"  insurance.  The  program  is  changing  centuries-old 
actuarial  processes;  better  yet,  it's  driving  growth  in  new  policies.  On  Demand 
Innovation  Services  are  among  the  many  IBM  capabilities  that  companies  are 
leveraging  to  make  themselves  unique.  Want  innovation  for  growth?  Talk  to  the 
innovator's  innovator.  Call  on  IBM.  To  learn  more,  visit  ibm.com/innovation 

what  makes  you  special? 


CIENTISTS  WITH  SAN  DIEGO 
Diversa  have  descended  intoj 
Siberia,  plumbed  thermal  vents 
in  the  Atlantic  Ocean  and  era 
humid  rain  forests  of  Costa  Ri 
microorganisms  that  survive  i 
roundings  by  producing  digesti 
excel  in  withering  heat  and  pres 
an  industrial  refinery. 
Back  in  the  lab  Diversa  rearranges  the  gen 
enzymes  to  make  them  even  better  at  what  they 
breed  Diversa  has  begun  selling  produces  ethanol 
ciently  than  conventional  methods. 

Biotech  fueled  a  drug  revolution  but  now  h 
industrial  superhero.  The  $1.5  trillion  chemica 
raised  prices  60%  in  three  years  as  costs  soar  for 
ingredients — oil  and  natural  gas.  In  search  of  a  n 
industry  is  turning  to  a  new  breed  of  superbug 
Refineries  of  the  future  will  spew  out  chemicals  ar 
corn  sugar  or  wood  pulp  instead  of  from  fossil  fu< 
star  of  this  new  science  has  been  ethanol,  a  car 
corn,  but  around  the  world  chemical,  grain  and 
nies  are  working  to  produce  auto  paint,  cosmeti 
fiber  from  renewable  resources. 

A  healthy  dose  of  biotech  innovation  could  rej 
biggest  industries  in  the  world.  Two-thirds  of  glob 
duction  depends  on  oil  or  gas  as  its  raw  ingrediei 
waste  or  wood  pulp  were  to  replace  fossil  fuels  in 
chemical  supply,  biochemicals  would  be  a  $  150  b 
from  $30  billion  today.  "Carbon  is  carbon.  It  do 
was  sequestered  in  an  oilfield  100  million  years  a 
ago  in  an  Iowa  cornfield,"  says  James  Stopper 
industrial  bioproducts  division  of  grain  giant  Car 
Biotech  firms  Diversa,  Dyadic  Internatio 
Novozymes  and  Genencor  use  the  same  genetic  er 
found  in  cancer  research  to  produce  superenz 
that  excel  at  turning  corn  into  plastics.  "Were  at 
where  the  industrial  biotech  sector  can  really  ta 
Sanford,  a  vice  president  at  Genencor  in  Palo 
development  of  genomics  has  given  us  tools  tha 
years  ago." 

Archer  Daniels  Midland  is  building  a  factory 
that  will  annually  crank  out  50,000  tons  of  plast 
duced  by  corn-eating  bacteria.  Cargill's  Natur 
deploys  bacteria  to  turn  corn  into  a  biodegradabl 


R  Engines 

3wn  on  the  farm  |  By  Kerry  A.  Dolan 


From  Farm 
To  Refinery 

At  their  new  Loudon,  Tenn. 
factory,  DuPont  and  Tate  & 
Lyle  will  feed  glucose  from 
corn  to  E.  coli  bacteria  that 
have  been  genetically 
modified  to  produce  PDO, 
a  chemical  building  block. 
End  products  include  the 
Sorona  polymer,  for  initial 
use  in  clothing  and  textiles. 


bottles,  clothing  and  food  packaging.  In  May  DuPa 
and  U.K.  sugar  company  Tate  &  Lyle  finished  a  $led 
million  factory  in  Loudon,  Tenn.  Its  four  fermentati<of 
towers,  each  nine  stories  high,  use  engineered  bugs  »nt 
turn  corn  glucose  into  a  chemical  building  block  usiof 
to  make  clothes  and  cosmetics.  Carpets  made  with  tH  a 
new  polymer  accept  dye  more  easily  and  resist  staied 
better  than  carpets  made  with  petrochemicals.  of 
"Biology  can  make  certain  things  better  than  traout 
tional  chemistry  can,"  says  Charles  Holliday,  chief  exec- 
utive of  DuPont,  with  $27  billion  a  year  in  sales.  Hobte 
day  wants  to  derive  25%  of  revenue  from  nonfossil  ft 
sources  by  201 0,  up  from  1 7%  today.  ed 
Most  of  the  current  market  for  plant-based  chen  of 
cals  and  polymers  lies  in  specialty  chemicals  used  -o- 
soaps  and  detergents,  says  consulting  firm  Nexant  >m 
White  Plains,  N.Y.  The  U.S.  Department  of  Ener£a- 
wants  to  replace  one-quarter  of  petrochemicals  wi  of 
bio-versions  by  2030. 

Henry  Ford,  back  in  the  1930s,  wice 
one  of  the  first  to  posit  the  use  of  soybeaiip 
as  a  source  for  plastics  for  his  automobil>m 
and  fabric  for  his  clothes.  By  the  earhe 
1940s,  though,  the  easy  availability  and  lo  F 
cost  of  petroleum  rendered  veggie  plasti 
unnecessary.  Bioplastics  look  far  md 
promising  with  oil  at  $70  a  barrel.  DuPol 
says  its  corn-derived  chemical  building  block  Bio-PDO,  short  fj- 


Genencor's 
Karl  Sanford 
redesigned  E. 
coli  bacteria 
to  produce 
more  DuPont 
chemicals. 
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MERCIAL 

1,3  propanediol,  can  compete  with  petrochemicals  even  when  oil  co<Lj. 
only  $30  a  barrel.  Cargill  says  the  unit  cost  for  its  bioplastic,  PLA  «■ 
polylactic  acid,  can  more  than  match  oil  derived  PF.T,  the  stuff 
two-liter  soda  bottles,  when  oil  is  as  low  as  $40  a  barrel.  Early  tH. 
year  Cargill  also  began  selling  one  of  the  first  polyols  made  from  vej006 
etable  oil.  Polyols  are  a  key  ingredient  in  urethane  foams,  mattress|006 
and  cushions. 

Rioplastics  also  erode  harmlessly  over  time.  In  New  ZealaifTT" 
Scion  Research  works  to  convert  the  waste  stream  from  pulp  an 


IN-GAME  ADVERTISING* 


Virtual  product  placement:  (clockwise  from  top  left)  Ben  Sherman's  shop  in  Test  Drive  Unlimited;  a  Visa  card  in  CSI:  3  Dimensions  of  Murder; 
Diet  Sprite  in  Splinter  Cell  Chaos  Theory;  Batman  Begins  billboard  in  Anarchy  Online;  and  Tomb  Raider's  Lara  Croft  with  a  Jeep  Commander. 

Game  On! 

Big  brands  play  starring  roles  in  popular  videogames, 
perhaps  the  nation's  hottest  ad  vehicle — and  not  just  because 
Tomb  Raider's  Lara  Croft  drives  a  Jeep  |  By  Erika  Brown 


I  N  TEST  DRIVE  UNLIMITED,  A  MUCH- 
I  anticipated  multiplayer  videogame 
B  from  Atari,  players  can  take  a  break 
If  from  the  races  to  go  shopping.  The 
P  Internet-based  title  will  feature  at 
I  least  ten  real-world  brands  (includ- 
i  ing  Lexus  and  Hawaiian  Airlines) 
when  it  comes  out  in  September.  Players 
will  be  able  to  zip  around  on  Ducati 
Supersport  motorcycles  and  visit  a  virtual 
Lamborghini  dealership.  Ben  Sherman,  a 


men's  apparel  retailer  in  London,  will 
allow  garners  to  buy  clothes  in  a  3-D 
replica  of  one  of  its  real-world  stores.  It 
paid  less  than  $500,000  for  its  in-game 
outlet.  "This  is  a  new  route  to  our  market," 
says  Suzanne  Egleton,  head  of  marketing 
at  Ben  Sherman. 

A  stampede  of  marketers,  including 
Apple,  Procter  &  Gamble  and  Visa,  are 
paying  for  product  placement  in  games. 
Graffiti  artists  in  Atari's  Getting  Up: 


Contents  Under  Pressure  listen  to  ti 
on  Apple  iPods  while  tagging  walls 
Montana  Gold  spray  paint.  In 
Clancys  Splinter  Cell  Pandora  Tomoi 
from  publisher  Ubisoft  Entertainm 
players  use  Sony  Ericsson  phones  tc 
clues  to  bust  terrorists.  Players  w; 
video  demos  of  skateboarding  move 
Nokia's  N93  phone  in  the  next  Tony  H 
game  coming  from  Activision. 

Today  there  are  132  million  teen 
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Earn  Flights  Fast 

Over450  Worldwide  Destinations 

Complimentary 
Companion  Certificate 

American  Express*  Service 

Two  fly  for  the  price  of  one.  That's 
an  annual  reward,  one  of  many 
benefits  that  come  with  the 
Platinum  Delta  SkyMiles*  Business 
Credit  Card  from  American  Express. 
Visit  farbeyondmiles.com  or  call 
1-800-SKy-MILES  to  apply  now. 

Rewards  that  go  far  beyond  miles™ 


A  Delta 


:h  year  the  Platinum  Delta  SkyMiles  Credit  Card  is  renewed.  Taxes  and  fees  on  Ccnpanion 
booked.  Companion  Certificate  seats  are  limited  and  may  not  be  available  on  all  flights 
m/skymiles.  ©2006  American  Express  Bank,  FSB 
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A  Refresher 
Course 
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Few  things  in  life  are 
more  perfectly  blend- 
ed than  a  classic  dry 
martini.  BEEFEATER* 
London  Dry  Gin  _^ 
has  its  own       „     <*T^  z.  ^  . 
ideal  blend, 
one  that  makes  a  dry 
martini  even  more  enticing.  It  starts  with 
rich  botanicals  from  around  the  world, 
and  pure  spirit  made  from  the  choicest 
grains.  These  essential  elements  are 
steeped  together  for  24  hours  —  a  longer 
period  than  any  other  premium  gin  —  and 
finished  with  eight  hours  of  distillation. 
The  result?  A  clean,  well-rounded  taste 
with  timeless  appeal. 

BEEFEATER®  Dry  Martini 

To  celebrate  your  own  refreshing  adventures 
this  summer,  try  it  dry: 

1.  In  a  cocktail  shaker  partially  filled  with 
ice,  shake  four  ounces  BEEFEATER*  gin 
and  a  dash  of  extra  -dry  vermouth. 

2.  Strain  and  serve  in  a  martini  glass, 
straight  up. 

3.  Garnish  with  an  olive  or  a  twist  of  lemon. 

4.  Hit  the  casino  with  luck  on  your  side. 


KIMSiasiSiHR 

Ernest  Hemingway's  favorite  martini 
was  the  Montgomery,  named  in  honor  of 
Sir  Bernard  Law  Montgomery,  the  World 
War  li  British  Field  Marshal.  The  drink's 
ratio  of  gin  to  vermouth  matched  the 
commander's  preferred  troc  : 
on  the  battlefield:"}  5  to  1 . 


Marketing 


adult  gamers  in  the  U.S.,  where  nearly 
half,  of  all  households  have  a  game  con- 
sole; marketers  are  desperate  to  engage 
this  well-to-do  audience.  Spending  on 
in-game  advertising  and  product  place- 
ment, $56  million  last  year,  will  reach 
$730  million  by  2010,  predicts  Yankee 
Group,  a  Boston  research  firm. 

Not  long  ago  videogames  were  for 
techno-addicted  young  geeks.  Ads  inside 
games,  mosdy  from  soft-drink  purveyors, 
were  plastered  on  grainy  2-D  billboards 
that  appeared  fleetingly  alongside  race- 
tracks or  ball  fields.  Now  companies  can 
put  their  brands  almost  anywhere — 
characters  can  drink  from  a  Coca-Cola  can 
or  drive  a  Chrysler. 

Game  publishers  need  the  ad  revenue. 
Activision,  Electronic  Arts  and  other  com- 
panies spend  as  much  as  $20  million  to 
develop  a  blockbuster.  They  can  recover 
some  of  the  cost  from  product  placers,  who 
do  not  blanch  at  the  fee.  Advertising  in 
videogames,  after  all,  gives  marketers  a  rare 
opportunity  to  buy  a  starring  role  in  a  pop- 
ular entertainment  vehicle.  (A  videogame 
ad  costs  $30  per  1,000  people  reached,  says 
Michael  Dowling,  chief  of  Interpret,  a  digi- 
tal-media research  firm.) 

Castrol  Syntec,  which  paid  to  have 
branded  quick-lube  shops  in  EAs  Need  for 
Speed,  offers  cheat  codes  and  perform- 
ance packs  for  players.  In  CSI:  3  Dimen- 
sions of  Murder,  Ubisofts  crime-solving 
game,  Visa's  fraud-protection  service 
alerts  players  to  a  stolen  credit  card  that 
helps  gamers  crack  a  murder  case.  "We've 
never  before  been  able  to  have  the  con- 
sumer really  engage  with  the  message," 
says  G.  Jon  Raj,  who  heads  advertising 
and  emerging-media  platforms  at  Visa 
and  says  he  wouldn't  have  purchased  "just 
a  billboard  in  a  virtual  world." 

Improvements  in  technology  have 
made  games  more  ad-friendly.  Ads  in 
Web-based  games  can  be  changed  quickly 
because  they  aren't  hard-coded  into  lim- 
ited areas  during  game  development.  And 
marketers  can  use  videogames  to  target 
and  track  potential  customers.  Toyota 
Motor  Corp.  recendy  created  Club  Scion, 
an  online  hangout  in  Whyville,  an  inter- 
active community  of  1.7  million  kids  ages 
15  and  under.  Toyota  execs  get  updates 
about  how  many  kids  visit  its  club  and  how 
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often  they  chirp  about  the  brand  in  chat 
sessions.  Toyota  also  gets  feedback  about 
the  car  accessories  Whyville-ites  buy 
through  the  Web  site. 

Double  Fusion  of  San  Francisco,  an 
ad-placement  broker,  has  homegrown 
software  that  helps  marketers  pick  the  best 
titles  for  their  brands.  It  divides  games 
into  16  categories  based  on  player  demo- 
graphics so  that  companies  can  put  brands 
in  games  that  appeal  to  certain  types  of 
consumers— say,  women  in  their  30s. 
Double  Fusions  Internet  servers  push  ads 
into  the  game  in  real  time  as  the  gamer 
plays  so  that  the  company  knows  the  size 
of  each  branded  element  she  sees,  such  as 
a  delivery  truck  or  a  storefront,  and  the 
amount  of  time  it  is  flashed  on  the  screen. 
Advertisers  are  then  charged  based  on 
gamer  views. 

This  is  a  growing  industry.  Microsoft 
Corp.  earlier  this  year  reportedly  paid 
between  $200  million  and  $400  million 
for  Massive,  another  company  that  places 
ads  in  games.  There  will  be  more  games, 
too.  A  few  marketers  are  creating  their 
own  titles.  America's  Army,  a  violent 
shoot-em-up  distributed  for  free  by  the 
U.S.  Army,  has  attracted  7  million  regis- 
tered players.  In  Danica's  Secret  500  Chal- 
lenge, a  game  sponsored  by  P&G,  racing 
fans  can  create  characters  that  compete  on 
the  track  The  tide  combines  references  to 
Danica  Patrick,  the  female  Indy  500  star, 
and  to  P&G's  antiperspirant. 

Not  all  games  are  suited  for  ads.  "There 
is  a  lot  of  swordplay  in  Dungeons  &  Drag- 
ons games,  but  you  won't  see  us  putting  a 
Remington  sword  in  there,"  sniffs  Wim 
Stocks,  an  executive  vice  president  at  Atari. 
"D&D  fans  would  react  violendy." 

EA,  which  sells  space  in  games  to  mar- 
keters, including  General  Motors  and 
Nike,  had  a  similar  response  when  a 
financial  institution  recently  offered 
$1  million  to  sponsor  virtual  mortgages 
and  small-business  loans  in  the  Sims  2. 
"The  bank  wanted  every  financial  transac- 
tion to  be  run  through  its  interface,  but  we 
weren't  comfortable  with  that,"  says  Julie 
Shumaker,  EA's  director  of  advertising. 
"Our  currency  is  the  Simolean,  and  our 
language  is  Simlish.  We  wanted  to  main- 
tain the  fantasy."  But  it's  getting  harder  to 
turn  down  those  real-life  simoleons.  F 
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Health 


HEART  FAILURE 


Blood  and  Water 

Heart  failure  defies  drugs  aimed  at  it.  A  new  device 
may  offer  a  better  shot  |  By  Matthew  Herper 


ERIC  GUGGEMOS  WAS 
in  danger  of  drown- 
ing in  his  own  blood. 
The  34-year-old  cor- 
porate chef,  who  lives 
in  Savage,  Minn.,  had  a  bad 
heart  valve,  causing  his  body  to 
bloat  with  water  and  balloon 
up  to  275  pounds  from  his 
usual  180-pound  frame.  Last 
year  doctors  hooked  him  up  to 
a  nifty  machine  the  size  of  a 
loaf  of  bread;  it  drained  100 
pounds  of  water  from  his 
bloodstream  in  nine  days.  That 
let  surgeons  proceed  to  fix  his 
broken  valve. 

"I  haven't  felt  this  good 
since  I  was  17,"  he  says. 

The  blood-filtering  device 
that  saved  him  is  the  Aquadex, 
made  by  CHF  Solutions  of 
Brooklyn  Park,  Minn.,  a  small 
seven-year-old  outfit  that  is  pri- 
vately held  but  which  may  go 
public  next  year.  Only  160  hos- 
pitals and  clinics  use  it  thus  far, 
but  CHFs  chief,  John  Erb,  sees  a 
huge  market  for  the  gadget,  which  costs  $14,500  plus  $900  per 
filter  every  time  a  patient  gets  one  treatment 

Three  million  hospitalizations  occur  each  year  because  of  the 
most  acute  form  of  congestive  heart  failure.  Existing  drugs  such 
as  Lasix,  a  water-draining  diuretic,  and  new  entries  Natrecor  and 
dobutamine  haven't  been  tested  in  major  trials  or  are  suspected  of 
serious  side  effects.  "We're  providing  a  therapy  that  is  treating 
these  patients  more  effectively,  improving  their  quality  of  life  and 
keeping  them  out  of  the  hospital,"  Erb  says.  (The  firm  has  come 
under  fire  recently  for  making  alleged  donations  to  a  not-for-profit 
tied  to  the  doctors  that  led  trials  of  the  device.  CHF  insists  the 
money  was  above-board,  used  only  to  fund  its  own  trial.) 

Heart  failure  costs  Medicare  more  than  any  other  malady, 
racking  up  $30  billion  in  direct  and  indirect  medical  costs  each 
year.  The  heart  becomes  so  weakened  by  age  or  disease  that  it 
fails  to  pump  enough  blood  to  drain  out  fluid.  At  worst  a  heart 


transplant  may  be  needed.  "Patients 
used  to  die  of  their  high  blood  pressui 
heart  attacks  are  now  saved  only  to  de\ 
heart  failure  later  on,"  says  John  Teerlii 
director  at  the  San  Francisco  Vete 
Administration  Medical  Center.  "We  ha 
treat  it  aggressively.  We  just  don't  hav< 
tools  to  do  so  yet." 

The  Aquadex  works 
decades-old  process  c; 
ultrafiltration.  Blood  t; 
from  the  body  is  pa 
through  a  filter  that  rem 
excess  water.  This  had  al' 
required  tapping  into  big  1 
in  the  chest,  risking  infec 
and  removing  a  liter  of 
body's  five  liters  of  blood 
time,  straining  the  hear 
dropping  blood  pressure. 
Aquadex  needs  only  two  t 
spoons  of  blood  at  a  time, 
the  blood  enters  and 
through  catheters  in  the 
New  York  cardiologist  Ho 
Levin  invented  it  in  2000: 
Erb  joined  the  firm  as  < 
executive  in  late  2001,  ra 
$5 1  million  in  venture  bac 
on  top  of  $12  million  seed 
ital.  CHFs  investors  inc 
MPM  Capital,  Investor  Gr 
Capital  and  SV  Life  Scienc 
The  device  sailed  thr 
the  Food  &  Drug  Admin 
tion  in  June  2002,  bilk 
merely  a  newer  form  of  ultrafiltration.  To  sell  it  to  doctors 
waged  a  trial  of  200  patients.  The  results,  unveiled  in  M 
showed  the  Aquadex  removed  an  average  of  10  pounds  of' 
from  patients,  43%  more  than  Lasix  and  other  drugs.  Pat 
didn't  report  feeling  any  better  than  those  on  diuretics,  yet 
returned  to  the  hospital  half  as  often. 

The  Aquadex  still  "isn't  ready  for  prime  time,"  argues 
Aaronson,  a  heart  specialist  at  the  University  of  Michigan.  Hi 
the  200-patient  trial  didn't  use  drugs  intensively  enough  for  a 
comparison  and  that  a  new  study  is  needed  to  clinch  any  r< 
tion  in  hospital  visits.  Undaunted,  CHFs  Erb  hopes  to  begin  s 
machines  to  outpatient  clinics,  though  another  skeptic,  Jon 
Sackner-Bernstein  at  CliniLabs  in  New  York,  says  that  roll' 
"premature,"  preferring  its  use  be  kept  at  hospitals.  Erb  cou 
"It's  a  shame  to  wait  until  these  patients  are  so  overloaded  th 
to  the  emergency  room." 
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fC-Korea's  leading  company 

is  soaring  upward  with  a  new  look. 

Many  Years,  We  have  led  Korea  in  energy  •  chemicals 
telecommunications  sectors. 

ticular,  SK  Telecom,  the  flagship  of  SK,  became  the  world's  first  to 
lercialize  CDMA  and  launch  satellite  DMB  service, 
leer  in  the  international  telecommunications  market,  SK  Telecom  is  now 
outing  towards  making  the  world  "ubiquitous"-more  unified  and  better  connected 

3K,  along  with  its  global  partners,  is  poised  to  take  off  and  soar  with  its  new  look, 
s  of  Happiness." 
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Energy  Tsar 

VLADIMIR  PUTIN  is  using  publicly  traded  Gazprom,  and 
its  monster  reserves,  to  remake  Russia.  Should  you  own 
a  piece  of  it?  By  Michael  Freedman  and  Heidi  Brown 

N  A  RECENT  MORNING  ALEXEI  MILLER,  HEAD  OF  RUSSIA'S  OAO  GAZPROM,  THE  WORLD'S  LARGEST 
public  energy  company  by  reserves,  strode  toward  a  lectern  in  a  standing-room-only  convention  hall  in 
Amsterdam.  There  to  deliver  a  keynote  address  to  leaders  of  the  world's  foremost  oil  and  gas  companies 
and  investors,  Miller  locked  eyes  with  the  crowd  and  said  icily,  in  English,  "The  speech  will  be  in  Russian." 
At  that,  scores  of  executives  rushed  to  the  exits,  tripping  over  one  another  to  get  headphones  for  a  transla- 
tion. Miller  stood  alone  at  the  lectern,  scowling  into  the  spotlight. 

The  crowd  returned  moments  later  for  the  speech,  a  30-minute  overview  of  the  company's  plans.  But 
the  incident  underscored  the  contradictory  faces  of  die  sixth-most-valuable  company  on  the  planet  as  it 
lurches  toward  Western-style  capitalism.  There's  the  slick  salesman  who  needs  billions  of  dollars  in  capital 
and  technical  know-how  from  the  outside  in  order  to  exploit  a  quadrillion  cubic  feet  of  proven  natural  gas 
reserves  (50  years'  U.S.  consumption)  and  300,000  miles  of  pipeline  crisscrossing  Russia  from  the  Baltic 
border  east  to  Tomsk  in  Siberia  and  from  Uzbekistan  north  toward  the  Arctic  Circle.  And  there's  the  clumsy 
beast,  wounded  by  its  own  history  of  cronyism  and  corruption  but  proud  enough  to  insist  on  its  own  rules. 
These  twin  incarnations  constandy  vie  with  each  other. 

Whatever  Gazprom  turns  out  to  be,  it  is  today  a  formidable  force.  Though  still  inefficient  and  scandal- 
prone,  the  company  provides  most  of  the  gas  to  former  Soviet  states  and  to  central  Europe,  as  well  as  25% 
of  the  needs  of  western  Europe.  Since  Miller  took  over  in  2001,  the  company  has  increased  earnings  from 
$440  million  to  $7.5  billion,  on  $42  billion  in  sales.  It  has  announced  one  deal  after  another  and  is  dis- 
cussing a  pipeline  to  Japan  and  a  joint  venture  in  Iran.  By  2010  it  expects  to  send  gas  in  liquefied  state  from 
reserves  near  the  Barents  Sea  to  ports  in  the  U.S.  And  the  company  is  looking  eastward,  too,  with  plans  to 
build  pipelines  to  China.  In  a  decade,  executives  insist,  Gazprom's  market  cap  will  exceed  $1  trillion. 

Despite  his  tide  Miller  is  the  second-most- important  figure  involved  with  Gazprom.  Number  one  is  the 
53-year-old  president  of  the  Russian  Federation,  Vladimir  V.  Putin,  who  takes  center  stage  at  the  Group  of 
8  summit  beginning  July  15  on  his  home  turf  in  St.  Petersburg.  He  has  made  energy  security,  a  subject  he 
has  long  pondered,  the  theme  of  the  gathering.  Nine  years  ago,  in  a  late-life  Ph.D.  dissertation,  he  laid  out 
his  plans  for  management  of  the  country's  natural  resources.  And  when  he  assumed  the  presidency  from 
Boris  Yeltsin  in  2000,  he  started  consolidating  the  Kremlin's  power  over  the  nation's  most  valuable  asset- 


Russian  idol: 
Peter  the  Great 
(1672-1725)  is 
Putin's  hero. 
Studying  Western 
technology,  the 
tsar  dragged 
Russia  into  the 
modern  age — and 
turned  it  into  a 
European  power. 
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its  rich  store  of  oil,  gas  and  other  resources 
(see  table,  p.  100).  Putin  has  seized  control 
of  large  sectors  of  the  economy,  including 
stakes  in  autos,  aviation,  metals  and  min- 
ing. As  chief  executive  of  Russia  Inc.,  he  is 
creating  a  post-Soviet,  post- Yeltsin  super- 
power whose  strength  comes  not  from  war- 
heads but  from  commodities. 

Putin  has  put  his  stamp  in  particular  on 
the  nations  largest  company  and  crown 
jewel,  Gazprom,  where  he  packed  the 
board  with  friends  from  his  hometown  St. 
Petersburg,  including  Dmitry  Medvedev, 
simultaneously  chairman  of  the  Gazprom 
board  and  Putins  first  deputy  prime  min- 
ister, and  installed  Miller,  then  an  unknown 
technocrat  with  little  direct  experience  in 
the  gas  industry.  Last  year  the  government 
paid  $7.1  billion  to  Gazprom  subsidiaries 
for  an  additional  10.7%  stake  in  Gazprom, 
giving  the  Kremlin  a  majority  stake  in  the 
company.  Putins  interest  in  energy  is  per- 
haps not  just  geopolitical;  there  are  rumors 
he  will  take  over  Gazprom  himself  in  2008 
when  his  second  term  is  over  and  he  is  sup- 
posed to  step  down. 

He  has  denied  any  interest  in  the  job. 
Yet,  more  than  any  previous  Russian  politi- 
cian, Putin  recognizes  the  importance  of 
an  industry  that  provides  not  just  heat  to 
the  nations  143  million  people  but  as  much 
as  20%  of  its  $77  billion  in  annual  tax  rev- 
enue. Energy  is  the  foundation  of  Putins 
ultimate  source  of  strength:  the  widespread 
support  of  the  Russian  people.  Largely 
because  of  the  national  energy  supply,  and 
Putins  ability  to  exploit  it,  per  capita  per- 
sonal income  has  increased  29%  annually 
since  2001.  Renationalizing  Russia's 
resources  is  tantamount,  in  a  post-Cold- 
War  age,  to  resurrecting  the  old  empire. 

Putins  role  model  isn't  Stalin  but  Peter 
the  Great  (1672-1725),  whose  portrait  hangs 
in  his  office.  Peter  dragged  a  backward  Rus- 
sia into  the  modern  age  by  exploiting  West- 
ern technology — shipbuilding  in  particular — 
and  creating  a  formidable  navy,  as  he 
reformed  the  economy  and  enlarged  national 
boundaries.  By  the  time  he  died,  Russia  was 
a  mighty  European  power. 

To  the  outside  world  today  a  Russia 
resurgent  comes  across  as  threatening  and 
potentially  dangerous.  Coincident  with  the 
Kremlins  chauvinistic  grab  for  greater  own- 
ership of  energy  companies  comes  its  cur- 


tailment of  civil  liberties,  the 
crushing  of  dissident  media 
groups  and  jailing  or  ex- 
pelling powerful  political 
rivals  (like  Mikhail  Khodor- 
kovsky,  now  doing  time  in 
Siberia  for  financial  mis- 
deeds at  his  oil  company). 
Gazprom's  brief  shutdown  of 
natural  gas  to  Ukraine  last 
winter  sent  a  shudder 
through  Europe  and  later 
provoked  Vice  President 
Dick  Cheney  to  say,  "No 
legitimate  interest  is  served 
when  oil  and  gas  become 
tools  of  intimidation  or 
blackmail."  A  recent  call  for 
more  government  control 
of  multibillion-dollar  proj- 
ects with  ExxonMobil  and 
Royal  Dutch  Shell  has  West- 
erners rethinking  whether 
they  want  to  send  capital  into 
this  nation  and  wondering 
whether  Russia  has  really 
molted  a  past  pocked  by 
scandalous  inefficiency — 
and  worse.  Is  Gazprom  the 
latest  weapon  with  which  to 
wage  foreign  policy  or  a 
powerful  partner  ready  to  do 
business? 

Gazprom  executives 
insist  the  company's  role  in 
Russia  is  merely  to  be  a  fast- 
growing  enterprise.  "Why 
are  we  attacked  so  brutally 
and  unfairly?"  asks  Alexan- 
der Medvedev,  deputy 
chairman  of  Gazprom's 
management  committee  and  architect  of  its 
ambitious  plans  for  global  expansion,  in  ac- 
cented English.  "Seven  years  ago  we  have  a 
$20  billion  capitalization;  today  it  is  ten  times 
more.  We  don't  have  any  problems  raising 
money  for  our  projects.  We  are  introducing 
modern  marketing  techniques,  project  man- 
agement, and  not  everybody  likes  it  because 
it's  a  competition."  Adds  Victor  Khristenko, 
Russian  Minister  of  Industry  &  Energy, 
"Our  goal  is  to  make  Gazprom  a  strong 
international  player  that  honors  contract  com- 
mitments and  is  respected  worldwide." 

Sinister  or  stumblebum,  Gazprom  has 


Remote  Riche 

Russia  has  the  lion's  share  of  the  world's 
natural  gas,  but  it  will  be  years  before  it  ca 
process  its  reserves  and  get  them  to  where 
they're  needed  most — the  U.S.  and  China. 


long  been  intertwined  with  the  government 
Its  roots  date  back  to  the  Stalin  era,  when  the 
government  built  a  525-mile  pipeline  to  bring 
gas  from  Saratov  in  the  south  to  Moscow. 
Though  hugely  wasteful  and  disorganized 
under  the  centralized  Communist  economy, 
in  the  1970s  it  still  supplied  all  the  Soviet 
states  and,  by  way  of  pipelines  in  Ukraine, 
even  parts  of  western  Europe,  says  Arild  Moe, 
deputy  director  at  Fridtjof  Nansen  Institute 
in  Lysaker,  Norway.  By  the  1980s  the  state 
gas  sector  that  ran  the  operation  was  con- 
trolled by  a  classic  Soviet  functionary,  Vic- 
tor Chernomyrdin,  and  he  held  on  tight  to 
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lis  post  until  1992,  a  year  after  Boris  Yeltsin 
)ecame  the  first  popularly  elected  leader  of 
Russia. 

Under  Yeltsin  the  economy  began  to 
tagger  toward  free-market  capitalism.  Like 
nany  who  became  rich  and  powerful  dur- 
ng  those  years,  Chernomyrdin  turned  his 
;overnment  appointment  into  an  opportu- 
lity  for  personal  gain.  In  1992  he  created 
jazprom.  Nearly  free  from  government  reg- 
llation,  it  later  provided  financial  support  and 
idvice  to  130  political  candidates,  including 
lis  own  "Our  Home  is  Russia"  party.  In  1992 
le  became  Russia's  prime  minister,  and  con- 


trol of  Gazprom  was  assumed  by  his  deputy, 
Rem  Vyakhirev,  a  chain-smoking  Soviet-style 
bureaucrat,  whose  first  name  stood  for 
Revolution,  Engels,  Marx. 

Despite  his  background,  many  outsiders 
believed  Vyakhirev  was  absorbing  lessons  of 
Western  business.  In  the  three  decades 
Gazprom  had  sold  gas  to  western  Europe,  it 
never  missed  a  delivery,  and  in  1997  he  told 
FORBES  of  his  ambitions  to  expand  the  com- 
pany overseas.  Yet  the  Yeltsin  era  was  scarred 
by  widespread  corruption  and  asset  looting; 
Gazprom  was  not  immune.  When  the  gov- 
ernment sold  a  slug  of  the  company  in  1994, 


Figures  as  of  Jan.  1 .  Sources:  Oil  &  Gas  Joun 


one-third  of  its  shares  were  bought  at  closed 
auctions.  According  to  the  hedge  fund  and 
investor  Hermitage  Capital  Management, 
between  1997  and  2001  the  company  lost 
10%  of  its  gas  reserves  via  share  dilution  to 
partners  in  various  joint  ventures,  totaling  an 
amount  equal  to  Exxon's  entire  reserves  at 
the  time. 

One  outfit,  called  Itera,  bought  gas  from 
Gazprom  and  the  central  Asian  nation  of 
Turkmenistan,  resold  it  on  the  market  to 
Ukraine  and  other  former  Soviet  states  and 
acted  as  a  sort  of  guarantor  that  Gazprom 
would  be  paid  by  indebted  former  Soviet 
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Putins  man  in  power; 


is  Alexei  Miller,  who,  like  the  president,  started  out  in 
St.  Petersburg.  As  Gazprom  chief,  Miller  has  cfeaned  house,  reclaimed  lost  assets  and  mightily  wooed  Western  investors. 


states.  But  Hermitage  estimates  that  over  a 
seven-year  period,  beginning  in  1996, 
Gazprom  gave  away  half  the  revenue  from 
gas  markets  in  those  former  states  to  Itera, 
at  a  loss  of  $7  billion.  Itera  also  wound  up 
owning  Gazprom  gasfields  and  other  assets. 
In  a  recent  U.S.  federal  court  lawsuit  Texas 
oilman  Richard  Moncrief  alleged  that  Itera 
had  fraudulently  stripped  Gazprom  of  assets. 
The  suit  has  been  thrown  out  on  jurisdic- 
tional grounds;  Moncrief  has  appealed. 

Who  benefited  from  Itera?  The  company 
is  run  by  champion  cyclist  Igor  Makarov 
from  Turkmenistan,  who  operates  out  of  a 
four-story  building  in  Jacksonville,  Fla.  But 
the  Russian  press  and  many  others  have 
suggested  that  Rem  Vyakhirev  and  Cher- 
nomyrdin or  their  families  were  enriched  by 
the  dealings  with  Itera,  though  both  men 
have  denied  it  Still,  FORBES  estimated  in  2001 
that  the  two  men  each  had  fortunes  upward 


of  $  1 . 1  billion,  the  direct  result  of  their  work 
with  a  onetime  Soviet  ministry. 

Investors  who  complained  were  black- 
balled or  worse.  Boris  Federov,  an  investor 
and  a  former  minister  of  finance,  criticized 
the  company's  leadership,  which  reacted  so 
fiercely  he  began  to  fear  for  his  life,  accord- 
ing to  an  account  by  Marshall  Goldman,  an 
economist  and  Russia  scholar  at  Harvard. 
Federov  was  threatened  with  jail.  The  Russ- 
ian mafia  paid  him  a  visit.  His  dog  was  poi- 
soned He  remains  on  Gazprom's  board  and 
is  active  in  national  politics. 

But  life  at  Gazprom,  and  the  world  of 
Russian  business,  started  to  change  in  June 
2000,  with  the  ascension  of  Vladimir  Putin. 
He  cracked  down  on  the  wealthy  rogues  who 
enriched  themselves  during  the  Yeltsin  era. 
Sibneft  Oil's  Boris  Berezovsky  fled  to  Eng- 
land; Russia's  richest  man,  Yukos  Oil  boss 
Khodorkovsky,  was  marched  off  to  prison  on 


a  conviction  for  tax  evasion  and  fraud  The 
Kremlin  broke  apart  Yukos  and  seized  con- 
trol of  its  oil  assets.  Particularly  dismaying 
to  Westerners  was  the  heavy-handed  treat- 
ment of  Khodorkovsky  and  the  show-trial 
nature  of  the  court  proceedings.  The  Russian 
stock  market  plunged  10%  on  the  news  of 
his  arrest. 

Yet  Putin's  tactics  paid  off.  Last  Octo- 
ber Gazprom  paid  $13  billion,  financed  by 
banks,  for  73%  of  Sibneft.  Authorities  dis- 
mantled Yukos  in  a  closed  auction,  and  its 
key  assets  were  ultimately  acquired  by 
state-controlled  Rosneft,  which  is  slated  to 
go  public  on  the  London  Stock  Exchange 
this  summer  in  one  of  the  largest  initial 
offerings  ever.  With  the  oligarchs  reined  in, 
companies  began  paying  taxes,  living  stan- 
dards improved  and,  in  the  words  of  one  of 
Russia's  most  bullish  investors,  the  nation 
went  from  "horrible  to  bad." 
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Count  You  In,  Comrade? 


If  you  are  ready  to  buy  a  share  of  Russia's  immense  com- 
modity reserves,  take  a  look  at  these  companies.  All  but 
three  trade  as  American  Depositary  Receipts.  Still,  the  . 
Russian  stock  market  has  considerably  less  transparency  and 
more  frictional  costs  than  the  New  York  Stock  Exchange. 

Russian  energy  sector  adrs  do  not  trade  on  the  NYSE, 
and  none  is  a  Level  3  ADR,  which  requires  the  highest  levels 
of  disclosure.  As  Level  1s,  they  aren't  obliged  to  reveal  as 
much  financial  information.  To  buy,  say,  Gazprom  adrs,  you 
must  go  through  a  broker,  who  can  obtain  them  through 
the  Pink  Sheets  in  New  York— if  they're  available.  If  not, 
your  broker  has  to  buy  shares  on  the  Russian  Trading  Sys- 
tem, Moscow's  main  stock  exchange.  He  then  places  the 
shares  with  the  custodian  of  a  depository  bank,  where  they 
are  converted  to  adrs  and  delivered  to  your  U.S.  broker. 

A  lot  of  trouble,  but  at  least  the  shares  are  not  as  expen- 
sive as  they  were.  Until  January  the  company's  "ring  fence" 
kept  foreign  investment  below  20%,  and  the  scarcity  value  of 
Western  shares  gave  them  a  40%  to  50%  premium  above 
their  Moscow  price.  Now,  the  premium  is  more  like  3%.  Ian 
Hague,  a  founder  of  Firebird  Management  in  New  York,  is  a 
fan.  "When  you  buy  a  Gazprom  share,  it's  a  play  on  the  enor- 
mous accretion  of  the  value  that  will  come  from  the  penetra- 
tion of  the  downstream  European  gas  business,"  he  says.  (It 


COMPANY/BUSINESS 

STOCK 
PRICE 

P/E 

ENTERPRISE1 
MULTIPLE 

SALES 
(SBIL) 

PROFITS 
(SMIL) 

VALUE 
(SBIL) 

GAZPROM/oil  &  gas 

$39.50 

17 

13 

$56.4 

$13,500 

$224.7 

LUKOIL  HOLDING/oil  &  gas 

78.90 

9 

6 

55.0 

6,348 

58.1 

NORILSK  NICKEL  MINING/nickel,  palladium 

122.50 

9 

6 

7.5 

2,359 

22.0 

NOVATEK2/gas 

44.20 

28 

17 

1.3 

477 

13.2 

SURGUTNEFTEGAZ'oil 

1.39 

10 

8 

20.6 

4,149 

43.1 

TATNEFT/oil 

76.38 

8 

4 

8.5 

976 

8.1 

URALKALIWfertilizer 

1.45 

12 

8 

0.7 

267 

3.1 

VSMPO-AVISMA2/titanium 

187.00 

32 

19 

0.5 

62 

2.0 

All  figures  are  in  U.S.  dollars.  'Market  value  pius  net  debt,  divided  by  operating  income  (earnings  before  interest,  taxes  and 
depreciation).  2Thinly  traded.  Sources:  Worldscope  via  FactSet  Research  Systems;  Bloomberg;  Alfa  Capital. 


also  has  a  dividend  yield  of  0.6%.) 

Do  you  really  know  what  you're  buying,  though? 
Detailed  data  on  capital  expenditures — $8  billion  worth  of 
pipeline  construction,  gas  storage,  service  contracts  and 
the  like  last  year — aren't  broken  out.  "I  want  to  know  the 
specific  costs  of  1  mile  of  construction;  it's  very  important 
information  that's  available  in  the  U.S.,"  says  Mikhail 
Korchemkin,  a  consultant  at  East  European  Gas  Analysis  in 
Malvern,  Pa. 

"The  basic  information  is  easy  to  get,"  says  Thomas 
Adshead,  chief  of  research  at  Alfa  Capital  in  Moscow.  (How? 
Try  Googling  "Gazprom  2005  annual  report.")  On  the  other 
hand,  you're  not  going  to  find  reserve  and  profitability 
analysis  of  the  sort  that  outfits  like  John  S.  Herold  &  Co.  do 
on  U.S.  energy  companies.  Adshead  says  that  if  Gazprom 
and  the  soon-to-go-public  Rosneft  were  as  transparent  as 
ExxonMobil  and  Royal  Dutch  Shell,  they  might  double  their 
market  values. 

The  key  to  stability  seems  to  be  close  relations  with  the 
Kremlin.  Lukoil,  a  high-profile  blue  chip  with  gas  stations  in 
the  U.S.  and  Turkey,  is  run  by  a  chief  executive  who's  friendly 
with  Putin.  Novatek,  a  gas  producer,  just  sold  20%  of  itself  to 
Gazprom  and  so  would  seem  to  have  the  blessing  of  the  gov- 
ernment. But  Norilsk  Nickel,  with  the  world's  largest  reserves 

of  the  metal,  treads  in 
MARKET      the  shadow  of  rumors 
that  the  government  is 
plotting  to  target  it  as  it 
did  Mikhail  Khodor- 
kovsky's  oil  company 
Yukos.  After  Putin  &  Co. 
put  the  moves  on 
Yuganskneftegas, 
a  onetime  unit  of  Yukos, 
investors  received  per- 
haps 50%  of  what  they 
would  have  gotten  if  the 
oil  company  had  been 
sold  at  an  open  auction. 

— H.B. 


By  seizing  control  of  energy  resources, 
Putin  could  also  begin  to  clean  them  up. 
At  Gazprom  he  sent  Vyakhirev  packing 
and  anointed  the  now  44-year-old  Miller, 
who  had  worked  with  Putin  in  the  St. 
Petersburg  mayors  office,  served  as  a  port 
director,  run  a  small  pipeline  company 
and  served  as  deputy  energy  minister.  In 
2001  the  Gazprom  board,  made  up  of  six 
government  insiders  and  five  others, 
unanimously  approved  a  Kremlin  pro- 
posal to  appoint  the  young  official  as  head 
of  the  company.  With  the  arrival  of  Miller, 
notes  Jonathan  Stern  of  the  Oxford  Insti- 


tute for  Energy  Studies,  Gazprom  became 
a  part  of  the  state  of  Russia,  with  direct 
links  to  Putin,  and  "accepted  its  role  as  an 
instrument  of  government  policy." 

Millers  first  task  was,  according  to  the 
Russian  press,  "to  restore  constitutional 
order."  He  dispensed  with  many  of  the  old- 
guard  characters  who  struck  it  rich  at 
Gazprom,  began  paying  dividends  and  set 
about  repurchasing  or  reclaiming  sub- 
sidiaries Gazprom  had  sold  or  lost  control 
of.  It  won  victories  in  the  Russian  courts,  for 
instance,  and  supported  an  effort  by  the  state 
prosecutors  office  to  recover  $85  million  in 


an  illegal  sale  of  Gazprom  assets.  By  such 
means,  which  some  asset  holders  have  con- 
tested, Miller  has  been  largely  successful, 
recovering  billions  of  dollars'  worth  of  assets 
and  regaining  control  of  subsidiaries  in  for- 
mer Soviet  states  and  elsewhere.  John  Con- 
nor, who  manages  the  Third  Millennium 
Fund  in  New  York  City,  which  has  7% 
devoted  to  Gazprom,  says  the  company  has 
come  a  long  way  since  Miller  took  over.  "At 
shareholder  meetings,  it  used  to  be  you 
didn't  know  who  you  were  voting  few;'  he  says. 
"Now  they  have  an  investor  relations  depart- 
ment that  supplies  information  like  that.  It's 
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much  more  businesslike." 

But  Miller— and  Putin— still  have  a  long 
way  to  go  to  remake  Gazprom's  image  in  the 
West.  Investors  complain  about  its  inordi- 
nately high  payments  to  obscure  intermedi- 
aries for  basic  supplies.  Between  2003  and 
2004  Ukrainian  pipe  prices  inched  up  1%, 
but  Gazprom  reported  price  increases  of 
35%.  Following  a  2002  project  in  Turkey, 
known  as  Blue  Stream,  the  chairman  of  the 
Turkish  pipeline  company  was  tried  and  later 
fined  over  alleged  corruption  involving  the 
cost  of  materials;  Gazprom  shelled  out 
roughly  twice  as  much.  (The  company  says 
the  Russian  part  of  the  project  was  more  dif- 
ficult because  of  terrain  differences.)  Then 
there  are  the  billions  of  dollars  worth  of  an- 
cillary businesses,  many  of  which  are  losing 
money.  Over  the  years  Gazprom  has  owned 
stakes  in  such  things  as  a  poultry  farm  and 
a  resort  on  the  Black  Sea.  In  2004,  Hermitage 
Capital  says,  Gazprom  paid  $1.5  billion  to 
employees  in  offshoot  businesses,  resulting 
in  losses  of  $350  million.  Gazprom  execu- 
tives say  they  are  in  the  process  of  restruc- 
turing noncore  assets. 

Adding  to  outsiders'  suspicions  about  the 
company  is  a  lack  of  transparency  in  its  re- 
lationships with  states  like  Ukraine  and  Turk- 
menistan. (Turkmen  dictator,  President 
Saparmurat  Niyazov,  is  known  for  human 
rights  violations  and  has  renamed  the 
months  of  the  year  after  himself  and  mem- 
bers of  his  family.)  In  2001  Gazprom  cut  out 
the  middleman's  role  for  Itera,  which  bought 
gas  from  Gazprom  and  Turkmenistan,  then 
sold  it  at  a  far  higher  price  in  Gazprom's  own 
markets,  according  to  U.K.  corporate  watch- 
dog Global  Witness.  But  two  new  compa- 
nies simply  took  its  place.  First  came  Eural 
Transgas,  a  Hungarian  company  granted 
rights  by  Gazprom  to  sell  gas  to  Ukraine.  Its 
true  shareholders  are  unknown,  and  Carlos 
Pascual,  then  U.S.  ambassador  to  Ukraine, 
remarked  at  a  conference  in  Kiev  that  he 
feared  it  was  connected  to  organized  crime. 
The  company's  long-term  contract  effectively 
ended  in  July  2004,  when  Putin  himself  met 
in  Yalta  with  Ukraine's  then  president, 
Leonid  Kuchma,  and  a  group  of  oil  and  gas 
executives,  including  Gazprom's  Miller,  and 
drafted  terms  for  a  new  outfit  to  deliver  gas 
to  Ukraine  called  Rosukrenergo. 

Like  its  predecessors  this  new  company 
makes  enormous  profits  on  each  trade,  buy- 


ing Gazprom  gas  for  $2.27  per  million  cubic 
feet  and  selling  it  for  $5.55,  according  to 
Mikhail  Korchemkin,  a  Malvern,  Pa.  energy 
consultant.  But  Gazprom  owns  just  50%  of 
this  company,  giving  up  half  the  profits — and 
seemingly,-  transparency.  Ownership  of  the 
remaining  half  of  Rosukrenergo  was  a 
closely  guarded  secret  until  April,  when,  amid 
news  of  a  possible  U.S.  Justice  Department 
investigation,  two  mysterious  businessmen, 
Dmitry  Firtash  and  Ivan  Fursin,  came  for- 
ward to  claim  their  stakes  (respectively,  40% 
and  10%).  Who  are  these  guys?  Firtash  owns 


Its  logo  may  look  odd  to 

Westerners,  btrrtazprom  will  one  day 
become  a  household  name  in  the  U.S. 

part  of  Eural  Transgas  and  has  media  inter- 
ests in  Ukraine,  while  Fursin  reportedly  owns 
a  movie  theater  and  other  small  businesses. 
(Gazprom  says  the  Ukrainians  insisted  on 
this  arrangement.) 

Gazprom  has  also  raised  hackles  by  the 
way  it  has  thrown  its  weight  around  on  oil 
and  gas  projects.  It  has,  for  instance,  tied  a 
much  sought-after  deal  to  extract  gas  at 
Shtokman  in  the  Barents  Sea  and  deliver 
it  to  North  America— Chevron  and 
ConocoPhillips  are  among  the  con- 
tenders— with  Russia's  accession  to  the 
World  Trade  Organization,  according  to 
Andrew  Somers,  head  of  the  American 
Chamber  of  Commerce  in  Russia. 


(Gazprom  denies  there  is  any  quid  pr< 
quo.)  More  ominously,  it  is  delaying  TNK 
BP,  half-owned  by  the  British  energy  giant 
from  developing  the  gas-rich  field  o 
Kovykta  in  eastern  Siberia.  Gazpron 
claims  that  TNK-BP  is  not  addressing  th« 
gas  needs  of  the  region's  population.  Bu 
the  location  makes  the  field  ideal  for  even 
tual  supply  to  China,  and  observers  an 
convinced  Gazprom  is  conniving  to  keej 
it  for  itself.  Anton  Rubtsov,  an  oil  and  ga 
analyst  at  Rye,  Man  &  Gor  Securities  ii 
Moscow,  says  if  Gazprom  denies  TNK-B1 
access  to  the  pipeline,  the  Russo-Englisl 
company  will  lose  its  license  for  the  field 
"Gazprom  could  acquire  full  control,"  hi 
says.  The  company  denies  this,  saying  tha 
Russian  law  makes  it  impossible  for  TNK 
BP  to  fully  exploit  the  fields  on  its  own. 

But  nothing  has  inspired  greate 
paranoia  than  Gazprom's  ham-fistec 
dealings  with  Ukraine.  Last  winter  i 
raised  prices  on  gas,  as  it  had  said  i 
would.  Yet  rather  than  work  througl 
back  channels  or  phase  in  the  prict 
increases,  it  briefly  cut  off  Ukraine': 
energy  supply  and  began  reducing 
pressure  in  transmission  lines  that  earn 
supplies  to  western  Europe.  Gazpron 
blamed  Ukraine,  saying  it  needed  to  pa} 
market  prices,  and  insisted  that  tht 
reduced  pressure  to  Europe  was  iht 
result  of  illegal  siphoning  of  gas  ir 
Ukraine.  Whatever  its  motives,  westerr 
Europeans  suddenly  believed  they  hac 
reason  to  fear  for  their  own  energy 
security. 

The  backlash  erupted  in  the  U.K. 
amid  speculation  that  Gazprom  was  inter 
ested  in  purchasing  Centrica,  a  British  ga; 
company.  Tony  Blair's  government  prom 
ised  "robust  scrutiny"  of  the  deal  bu 
backed  down  while  Gazprom  threatenec 
to  sell  its  gas  in  other  markets,  suggesting 
to  many  that  it  planned  to  tear  up  or  rene 
gotiate  existing  long-term  gas  deliver) 
contracts.  Gazprom  now  denies  it  was  evei 
interested  in  Centrica  and  the  implicatior 
that  contracts  were  in  jeopardy.  Still,  these 
incidents  only  ratcheted  up  nervousness 
about  the  reliability  of  Russian  energy 
"They  don't  seem  to  get  it  when  it  come; 
to  reputation,"  says  Clifford  Gaddy,  ar 
economist  and  Russia  expert  at  the  Brook- 
ings Institution.  "Nobody  trusts  them  any- 
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Gazprom 


Pipe  dreams  in  Siberia  are  the  start  of  a  formidable  commercial  empire  for 

Gazprom,  which  is  angling  for  natural  gas  deals  with  China  and  Japan.  It  may  sell  to  North  America  within  four  years. 


more.  No  one.  They  have  no  idea  how 
much  they've  been  hurt,  and  its  impossi- 
ble to  say  how  long  it  will  take  them  to 
recover  the  trust." 

Gazprom  seems  to  be  trying.  This  win- 
ter the  Russian  parliament  relaxed  rules  on 
foreign  ownership  of  shares,  which  trade  as 
American  Depositary  Receipts.  For  all  its 
ursine  huffing  and  puffing,  Gazprom  vitally 
needs  outsiders.  Europe  is  likely  to  be  the 
company's  biggest  market  for  years  to  come. 
Fulfilling  its  other  ambitions  will  require 
partners  and  the  ability  to  make  large 
acquisitions.  And  Gazprom  executives  will 
need  foreign  expertise  to  tap  reserves  in  some 
of  the  worlds  most  inhospitable  places — 
Sakhalin  in  the  Far  East  and  Shtokman, 
toward  the  Arctic  Ocean,  among  them.  If  it 
hopes  to  crack  the  worlds  biggest  market,  the 
U.S.,  it  needs  help  every  step  of  the  way — 
from  tapping  the  reserves  and  liquefying  the 


gas  to  acquiring  capacity  at  the  handful  of 
regasification  terminals  in  North  America. 

Last  September  a  group  of  Gazprom 
and  other  executives  stood  at  the  Cove 
Point  Lighthouse  in  Maryland,  cheering 
as  the  Castillo  de  Vellalba  tanker  cruised 
into  the  terminal.  The  arrival  of  the  ship, 
filled  with  4.4  million  cubic  feet  of  LNG, 
marked  the  company's  first  delivery  to 
America.  Yet  it  was  just  a  dress  rehearsal, 
a  favor  from  Western  energy  companies, 
to  help  traders  at  Gazprom's  new  London 
trading  desk  learn  how  to  put  in  place 
agreements  between  buyer  and  seller, 
work  out  kinks  in  the  system  and  go 
through  the  process  of  finding  and  nego- 
tiating for  cargo  and  locating  a  home  for 
it.  "This  is  not  a  business  where  you  can 
get  away  with  bullying  a  counter-party," 
says  John  Hattenberger,  Gazprom's  point 
man  in  the  U.S.,  from  his  one-man  office 


in  downtown  Houston,  set  up  in  prepara- 
tion for  building  more  permanent 
Gazprom  digs  there. 

It  will  be  at  least  four  years  before 
Gazprom  is  fully  prepared  to  enter  the 
North  American  market.  Expansion  into 
China  is  a  long  way  off,  too.  But  as 
Gazprom  gropes  its  way  to  fulfilling  its 
global  ambitions,  it  will  be  under  the 
spotlight  as  never  before.  Putin  has 
turned  Gazprom  into  the  nation's  public 
persona — creating  in  the  process  the 
specter  of  a  frightening  and  newly  power- 
ful Russia.  This  weekend  at  the  G8  con- 
ference, the  president,  not  Miller,  is 
onstage  for  all  the  world  to  see.  Will  Rus- 
sia— with  its  difficult  and  confounding 
history,  its  boom-and-bust  cycles,  its 
questionable  commitment  to  rule  of  law 
and  open  markets — once  again  send 
investors  stampeding  for  the  exits? 
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INVESTING  IN  LATIN  is 
AMERICA  THE  ADR  WAY  I 


I  ith  a  wealth  of  natural  resources,  a  growing  middle  class 
'  and  close  ties  to  the  U.S.,  Latin  America  is  also  the  home 
orld-class  companies.  Latin  America  is  the  emerging-market 
3n  with  the  longest  history  of  economic  reform  and  deep- 
rwestment  base.  It  provides  potentially  greater  opportunities 
ligher  returns  than  in  developed  markets,  but  with  greater 
dity  and  lower  risk  than  many  other  emerging  markets, 
vesting  in  Latin  America  is  easy  using  a  deceptively  simple 
:  the  American  Depositary  Receipt  (ADR),  a  convenient, 
•cost  way  for  U.S.  investors  to  diversify  by  adding  non- 
-based  companies  to  their  portfolios.  ADRs  represent 
:s  of  international  blue-chip  firms  that  are  listed  in  the 
and  quoted  in  U.S.  dollars. 

ver  the  first  quarter  of  2006,  the  two  most  heavily  traded 
^  programs  were  from  Brazil  —  the  oil  giant  Petrobras  and 
mining  and  forestry  conglomerate  Companhia  Vale  do  Rio 
e  (CVRD) .  Two  Mexico-based  companies  are  also  in  the  top 
the  telecommunications  firm  America  Movil  and  the  cement 
er  Cemex.  These  firms  share  more  than  simply  being  based 
itin  America.  All  are  global  leaders  in  their  fields. 

iCK  RECORD,  NOT  HYPE 

>r  all  the  hype  about  India  and  China  these  days,  Latin 
:rica  is  still  by  far  the  most  advanced  emerging  market  and 
attracts  one  in  five  U.S.  investment  dollars.  In  terms  of  U.S. 


institutional  investment,  Latin  America  is  the  second-largest 
region  in  the  world,  with  $139.1  billion,  behind  developed 
Western  Europe,  but  far  ahead  of  Asia  and  emerging  Middle 
East,  Eastern  Europe  and  Africa. 

"Latin  America  has  a  track  record  of  offering  its  securities  to 
the  U.S.  markets  that  has  lasted  over  ten  years,"  says  JPMorgan's 
head  of  depositary  receipts  for  Latin  America,  Yxa  Bazan.  "Of 
all  the  emerging  regions,  Latin  America  is  a  seasoned  market 
that  investors  have  learned  to  understand,  which  positions  it  for 
continued  growth  and  deeper  capital  reach." 

To  be  sure,  investors  face  political  and  economic  risk  in  Latin 
America,  just  as  in  other  emerging  markets.  A  dozen  countries 
will  elect  new  governments  in  2006,  bringing  the  uncertainty 
that  always  comes  with  change.  Headlines  have  focused  on  the 
rise  of  leftist,  confrontational  leaders  in  countries  like  Venezuela 
and  Bolivia.  Nevertheless,  markets  across  the  region  have  been 
remarkably  stable.  In  part,  this  is  because  investors  have  seen  a 
long  history  of  ups  and  downs.  It  is  also  because  Latin  American 
markets  and  economies  have  made  significant  changes  in 
recent  years  to  promote  economic  stability  through  responsi- 
ble fiscal  policies  combined  with  flexible  exchange  rates  and 
monetary  regimes. 

"Regulatory  and  oversight  systems  have  improved  and 
valuable  experience  has  been  gained  in  risk  prevention  and 
management,"  the  Inter-American  Development  Bank  said  in 


Companhia  Vale 
do  Rio  Doce 
(CVRD) 

This  global  diversified  mining 
company  is  a  powerful  cash 
machine  that  has  generated 
an  average  dividend  yield  of 
5.3%  over  the  past  five  years. 
Its  focus,  however,  is  on  the 
future  and  on  continual  improve- 
ment, from  investor  relations  to 
value  creation  and  corporate 
social  responsibility. 

The  largest  metals  and  mining 
firm  in  the  Americas  and  the 
leading  producer  of  iron  ore 
pellets  worldwide,  CVRD  also 
is  a  significant  producer  of  man- 
ganese, aluminum  and  copper. 

It  is  pursuing  an  aggressive 
growth  strategy  through  invest- 
ment in  ten  countries  on  four 
continents  for  exploration  for 
minerals  including  bauxite, 
potash,  copper,  nickel  and  both 
metallurgical  and  thermal  coal. 

CVRD  also  is  a  major  provider 
of  logistics  services  in  Brazil 
through  the  three  railroads  and 
eight  maritime  terminals  that  it 
owns  and  operates. 


"Of  all  the  emerging  regions,  Latin  America  is  a 
seasoned  market  that  investors  have  learned  to 
understand,  which  positions  it  for  continued 
growth  and  deeper  capital  reach." 

-  Yxa  Bazan 

Head  of  Depositary  Receipts  for  Latin  America,  JPMorgan 


its  2006  regional  economic  outlook.  Still,  the  region  faces  challenges  goil 
forward,  including  continuing  to  lower  indebtedness,  preserving  central  bai 
independence  and  remaining  alert  to  inflationary  pressures. 

GLOBALIZING  YOUR  PORTFOLIO 

Allocating  investments  among  different  risk  and  return  scenarios  is  part 
a  smart  portfolio  strategy,  particularly  through  a  combination  of  differe 
developed  and  emerging  economies  in  different  regions.  Even  when  ti 
world's  economies  move  in  tandem,  currency  and  equity  markets  still  tend 
move  independent  of  each  other.  Over  time,  the  currency  impact  of  owni: 
foreign  shares  evens  out,  so  investors'  portfolios  can  benefit  whether  t 
dollar  is  rising  or  falling  against  other  currencies.  Although  ADRs  are  quot 
in  doDars  and  pay  dollar  dividends,  their  price  still  depends  in  part  on  t 
exchange  rate  in  their  home  market.  But  because  ADRs  are  traded  in  N< 
York,  investors  do  not  have  to  worry  about  currency  conversion. 

U.S.  investors  recently  have  become  much  more  comfortable  with  ai 
sophisticated  about  putting  their  money  into  foreign  equities.  From  1 
than  2%  of  U.S.  portfolios  in  the  1980s,  U.S.  investment  in  non-US. -bas 
equities  has  risen  to  17%  today.  That's  more  than  $3  trillion  invested  abro: 
a  number  that  likely  will  continue  to  rise.  The  credit  rating  agency  Stand; 
&  Poor's  recently  recommended  that  investors  allocate  20%  of  their  portfol 
to  foreign  equities. 

ADRs  are  an  essential  part  of  a  diversified  investment  strategy  because 
the  way  they  bridge  differences  among  global  market  rules  and  practices.  Tr 
simplify  exchange  rate  accounting,  reduce  custody  costs,  increase  tax  efficien 
eliminate  the  need  to  research  local  regulations  and  ensure  technologi 
compatibility.  As  U.S.  securities,  they  settle  in  three  days. 


Level  of  foreign  investment— U.S.  investment  in  foreign  equities 
(ADR  and  local  shares),  2000-1Q2006 


Market  value,  foreign  holdings  ($  billion) 

$3,500 


%  foreign  portfolio 


Source:  Federal  reserve,  June  2006  (1Q  data  available  as  of  06/08/06) 


Country:  Brazil 
Sector:  Mining  - 
Market  Capitalization: 
$60  billion 
NYSE  Symbol:  RIO 
ADR:ORD  1  1 
Date  of  Issue: 
March  20,  2002 
Web  site:  www.cvrd.cbm, br 


For  CVRD  the  most 
important  word 
is  value:  value  for 
shareholders,  value 
for  people,  value  for 
the  environment. 


www.cvrd.com.b 
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Vale  do  Rio  Doce 


Most  widely  held  ADR  programs 
$  millions 


Desarrolladora 
Homex 

Marking  up  compound  aver- 
age growth  of  80%  over  the 
last  four  years,  this  Mexican 
home  builder  is  the  fastest- 
growing  company  in  a  white-hot 
sector.  Homex  benefits  not 
only  from  demographics  and  a 
growing  economy,  but  also 
from  the  rapidly  expanding 
access  to  mortgages. 

Mexico  has  an  estimated 
deficit  of  4  million  homes,  and 
demand  for  an  additional 
750,000  new  homes  each  year. 
With  a  nationwide  footprint,  the 
company  sold  38,000  homes 
in  2005  alone,  at  an  average 
price  of  about  $25,000 

Alongside  rising  overall  sales, 
profit  margins  have  increased 
steadily  too.  Homex  expects  to 
hit  a  margin  of  23.5%  by  the 
end  of  2006. 

Even  as  its  numbers  attract 
attention  abroad,  Homex  has 
won  praise  —  plus  customer 
loyalty  and  word-of-mouth  mar- 
keting —  at  home  through  its 
socially  responsible  education 
and  community  development 
programs,  as  well  as  its  spon- 
sorship of-an  annual  telethon 
to  benefit  disabled  children. 


Name 


13F  value 


BP  Pic 

$32,433 

Petroleo  Brasileiro  SA-Petrobras 

25,231 

America  Movil  SA  de  CV 

22,816 

Royal  Dutch  Shell  Pic 

21,386 

Teva  Pharmaceutical  Industries 

20,195 

Nokia  OYJ 

19,996 

Cia  Vale  do  Rio  Doce 

16,434 

Glaxosmithkline  Pic 

14,986 

Novartis  AG 

14,427 

Total  SA 

11,394 

Source:  JPMorgan,  Thomson  Financial,  June  2006 


Companies  with  exchange-listed  ADRs  report  to  the  U.S.  Securities  ar 
Exchange  Commission  (SEC),  state  their  earnings  according  to  U.S.  General 
Accepted  Accounting  Principles  (GAAP)  and  comply  with  Sarbanes-OxL 
corporate  governance  regulations.  They  know  that  ADRs  require  a  commi 
ment  to  meeting  investor  expectations  through  transparency  and  regul 
communications  to  the  market. 

OVER-THE-COUNTER  SHARES 

In  cases  where  companies  are  not  listed  on  a  major  stock  exchange,  they  c; 
receive  exemption  from  SEC  registration  and  trade  over-the-counter.  Investc 
must  call  their  brokers  for  pricing,  but  these  companies  still  provide  perforn 
ance  information  in  English  and  come  with  the  convenience  of  shares  quot< 
in  dollars. 

"When  we  created  the  ADR,  we  saw  a  way  to  make  our  shares  availab 
to  international  investors,"  says  Mercantil  Servicios  Financieros  Preside 
Dr.  Gustavo  Marturet.  "Today,  the  benefit  goes  two  ways:  the  ADR  progra 
gives  international  investors  an  opportunity  to  participate  in  theVenezueh 
market,  where  the  financial  sector  is  benefiting  from  an  economic  enviroi 
ment  of  growth."  Since  the  bank's  holding  company,  Mercantil  Servici' 
Financieros,  created  an  OTC  ADR  in  1996,  international  investors  ha' 
come  to  represent  20%  of  shareholders. 

An  OTC  ADR  can  play  an  important  role  in  familiarizing  U.S.  investo 
with  a  company.  The  Swiss  pharmaceutical  company  Novartis,  for  exampl 
traded  OTC  before  upgrading  to  a  fully  registered  ADR  program  with  tl 
NYSE  and  became  one  of  the  biggest  stock  names  in  the  world. 

A  VIRTUOUS  CYCLE 

Because  ADRs  set  a  higher  standard,  companies  that  issue  them  tend  j 
have  global  outlooks,  high  ambitions  and  corporate  governance  standards  th 
can  stand  up  to  the  scrutiny  of  securities  regulators  in  two  or  more  countrie 
"We  have  two  basic  principles:  first,  transparency;  second,  a  deep  respect  f< 
the  rights  of  investors,"  says  CVRD's  Director  of  Investor  Relations,  Roberi 
Castello  Branco.  "These  two  basic  pillars  of  corporate  governance  polic 
shape  our  investor  relations  policy  and  programs,  dividend  policy  and  effor 
to  support  and  retain  investors  globally." 

In  turn,  this  self-selection  process  rewards  the  issuer  as  it  brings  in  mo 


Country:  Mexico 
Sector:  Construction- 
Market  Capitalization: 
$2.1  billion 
Annual  Sales: 
$921  million  in  2005 
NYSE  Symbol:  HXM 
ADR:ORD:  1  6 
Date  of  Issue: 
June  20,  2004 
Web  site: 
www.homex.com.mx 
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M    E  X 


The  only  NYSE  listed 
MEXICAN  homebuilder 


HXM 


LISTED 


NYSE 


lladora  Homex,  S.A.  de  C.V.  is  a  vertically  integrated  home  development  company  focused  on  affordable  entry- 
i  middle-income  housing  in  Mexico.  For  the  year  ended  December  31,  2005,  Homex's  revenues  increased  56%  to 
S800  million;  EBITDA  rose  at  an  even  faster  rate  reaching  a  record  US$206  million;  and  homes  sales  research  31,759, 
crease  over  2004.  Homex  is  the  fastest  growing  of  the  major  publicly  listed  home  developers  in  Mexico  based  on 
ly  increase  in  the  number  of  homes  sold,  revenues  and  net  income. 

las  a  scalable  and  standardized  business  platform  that  allows  it  to  enter  new  markets  rapidly  and  efficiently.  With 
ns  in  26  cities  and  17  states,  the  Company  is  one  of  the  most  geographically  diversified  homebuilders  in  Mexico. 
IPO  in  June  2004  on  the  Mexican  Bolsa  and  New  York  Stock  Exchange,  Homex  has  completed  significant  first  of  their 
isactionsforthe  Mexican  housing  sector,  including  a  large  acquisition  and  the  offering  of  Senior  Guaranteed  Notes. 
Sarbanes-Oxley  compliance  program,  NYSE  listing  and  SEC  filings,  Homex  maintains  international  standards  of 
ability,  transparency  and  corporate  governance. 

For  more  information  please  visit  our  website:  www.homex.com.mx 


Mercantil  Servicios 
Financieros 

Over  its  81  year  history, 
Venezuela's  leading  financial 
services  holding  company, 
Mercantil  Servicios  Financieros, 
has  burnished  a  reputation  for 
consistently  delivering  steady 
growth.  Its  hallmarks  —  operating 
efficiency  and  risk  management 
—  have  helped  Mercantil  build 
a  diversified  retail  and  corporate 
base  of  approximately  2  million 
clients.  Mercantil  holds  a  strong 
banking,  insurance  and  asset 
management  franchise  in 
Venezuela.  It  also  has  presence 
in  ten  countries  across  the 
Americas  and  Europe. 

Banco  Mercantil,  the  group's 
flagship  universal  bank,  is 
Venezuela's  largest  lender; 
Seguros  Mercantil  is  the  coun- 
try's third-largest  insurer.  The 
group  also  provides  investment 
banking  services  through  its  sub- 
sidiary, Merlnvest.  Mercantil's 
U.S.  commercial  banking  opera- 
tion, Commercebank,  acquired  in 
1987,  has  ten  branches  in 
Florida,  one  in  New  York  and 
another  in  Houston. 


Estimated  1Q06  Regional  Distribution  ($  millions) 


$29,580 


$25,362 


$49,305 


$70,435 


$288,062 


Developed  curope 

■  Latin  America 
Emerging  Asia 
Developed  Asia 

■  Middle  East  and  A 
Emerging  Europe 


$139,092 


Source:  JPMorgan,  Thomson  Financial,  June  2006 

investment  capital  and  makes  the  companies  more  attractive  to  investo 
Because  of  this  virtuous  cycle,  shares  of  companies  with  ADRs  also  tend  to 
the  most  liquid  among  their  home-country  peers. 

"Liquidity  equals  value  and  Homex  is  now  the  most  liquid  stock  amo 
Mexican  home  builders,"  says  Gerardo  de  Nicolas,  chief  executive  officer 
Homex.  When  the  Mexican  home  builder  went  public  in  2004,  it  listed  simi 
taneously  on  the  Mexican  and  New  York  exchanges,  following  the  advice  o 
major  shareholder,  the  real  estate  investment  trust  guru  Sam  ("the  RE 
King")  Zell.  A  competitor  beat  Homex  to  market  by  listing  in  Mexico  alor 
but  the  extra  effort  to  comply  with  U.S.  standards  was  well  worth  it.  Having 
ADR  on  the  NYSE  established  Homex's  reputation  as  a  world-class  compa: 
and  drew  international  investors,  who  now  make  up  three-quarters  of  its  shai 
holders.  In  addition,  four  of  Homex's  ten  board  members  are  from  the  U.S. 

For  these  companies  and  their  shareholders,  ADRs  have  brought  benef 
across  borders:  access  to  capital  that  companies  need  to  grow  and  high 
returns  for  investors.  That  is  what  global  investing  should  be  all  about. 

LEARN  MORE 

Investors  who  want  to  know  more  about  ADRs  or  track  their  holdings  c 
do  so  at  JPMorgan  s  award-winning  Web  site,  adr.com,  the  central  source  f 
ADR  market  intelhgence  and  data.  JPMorgan  also  provides  services  to  he 
issuers  develop  well-invested,  liquid  ADR  programs. 

Produced  by  Nuala  Byrne 
Edited  by  Laurie  Corson 
Designed  by  Arlette  Henriquez 


Top  ADR  programs  by  ADR  $  trading  value,  May  2006 
$  millions 


Name 


Total 


Petroleo  Brasileiro  SA-Petrobras 

Cia  Vale  do  Rio  Doce 

Teva  Pharmaceutical  Industries 

BP  Pic 

Baidu.com,  Inc. 
Nokia  OYJ 

America  Movil  SA  de  CV 
BHP  BHliton  Ltd. 
Elan  Corp.  Pic 
Rio  Tinto  Pic 


$9,958 
7,410 
6,835 
5,767 
5,677 
4,399 
3,825 
3,652 
3,355 
2,692 


Source:  JPMorgan,  Bloomberg,  June  2006 


Country:  Venezuela 
Sector:  Financial  Services 
Market  Capitalization: 
$.1.1  billion 
Total  Income  2005: 
$985  million 
Caracas  Stock  Exchange 
Ticker:  MVZ/A  and  MVZ/B 
OTC  Ticker:  MSVFY 

ADR:ORD:  1  4 
Date  of  Issue:  1 996 
Web  site; 
www.  ba  n  co  m  e  rcarifi  (.com 


Because  we  always 

put  our  clients  first, 

we  keep  being 

ranked  first. 


As  a  bank  that  has  consistently  maintained  both  the  strength 
of  our  balance  sheet  and  our  commitment  to  client  service, 
we  have  become  the  gateway  of  choice  into  Venezuela's 
capital  markets. 

Since  1925  our  aim  has  been  to  provide  excellent  financial 
products  and  services  while  enhancing  shareholders'  value. 
By  focusing  on  operating  efficiency  and  risk  management 
standards  and  by  maintaining  efficient  assets  and  liabilities 
management,  we  have  consistently  achieved  steady  growth 
and  excellent  performance.  A  performance  that  has  brought 
us  a  string  of  awards  including: 

Euromoney:  Best-managed  Company  in  Venezuela,  2006, 

Best  Bank  in  Venezuela  2005; 

The  Banker:  Best  Bank  in  Venezuela  2005; 

Global  Finance:  Best  Bank  in  Venezuela  2006, 

Best  Bank  in  Venezuela  2005; 

World  Summit  Awards:  Best  eBusiness  in  Venezuela  2005. 

I^MERCANTIL 

Venezuela's  global  financial  interface 

Click  onto  our  website  www.bancomercantil.com 
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FOR  15  YEARS  B.  RAMA- 
linga  Raju  has  helped 
make  India  a  global 
tech  star.  His  outsourc- 
ing company,  Satyam 
Computer  Service  Ltd., 
in  Hyderabad,  has  $1 
billion  in  revenue  and 
23,000  employees.  Now 
he  wants  to  outsource  himself:  He  aims  to 
push  high-tech  prosperity  out  to  the  rural 
backwaters  of  India,  where  villagers  still 
harvest  rice  by  hand  and  mold  cow  dung 
into  patties  for  fuel. 

But  Raju  is  doing  it  with  a  twist — not 
through  his  company  but  via  his  family 
philanthropy,  the  Byrraju  Foundation.  It 
funds  the  startup  costs  of  setting  up  new 
data  processing  centers  in  the  hinterlands 
and  intends  to  turn  over  ownership  to 
each  centers  employees  a  few  years  later. 
This  altruistic  effort  also  offers  a  profit 
motive  for  his  company.  Satyam,  by  farm- 
ing out  back-office  work  to  the  country- 
side, will  sidestep  the  higher  costs  of 
Hyderabad. 

"Satyam's  savings  are  significant,"  Raju 
says,  "as  much  as  a  U.S.  company  would 
save  by  outsourcing  work  to  India." 

His  bigger  motivation,  however,  is  to 
bring  middle-class  hopes  to  India's 
poverty-stricken  villages.  In  Andhra 
Pradesh,  the  southeastern  state  where 
Hyderabad  is  situated,  60%  of  the  popula- 
tion is  illiterate.  Near  the  coast,  rice  and 
prawn  farming  dominate,  thanks  in  part 
to  the  British,  who  laced  the  region  with 
canals  in  the  1850s. 

Village  life  has  changed  only  slowly 
since  then,  despite  the  tech  boom  that 
enriched  some  Indian  cities.  Raju,  50,  was 
born  in  Jallikakinada  (pop.  1,652),  250 
miles  southeast  of  Hyderabad.  It  didn't  get 
electricity  until  1965,  phones  until  1991. 
Raju's  father  moved  the  family  to  Hyder- 
abad in  the  1960s  to  cultivate  grapes  and 
later  started  a  string  of  construction  busi- 
nesses. Raju  earned  a  master's  degree  in 
business  from  Ohio  University,  then 
returned  to  India  and  cofounded  Satyam 
("truth"  in  Sanskrit)  in  1987  with  one  of 
his  two  younger  brothers.  He  later  began 
providing  software  services  to  U.S.  com- 
panies. FORBES  pegs  his  worth  at  a  lofty 
$670  million — albeit  that  ranks  him  only 


36th  among  the  richest  people  in  India. 

Raju's  father  died  in  2001,  and  his 
three  sons  started  their  foundation  to 
honor  his  memory,  intent  on  transform- 
ing rural  villages  such  as  Jallikakinada. 
Their  Byrraju  Foundation  now  broadcasts 
English  and  math  classes,  via  satellite  links 
and  radio  towers,  to  more  than  200  gov- 
ernment-run schools.  With  IBM's  help,  the 
foundation  has  put  computers  into  54 
rural  primary  schools.  It  supports  voca- 
tional programs  for  plumbers,  electricians 
and  dressmakers.  It  has  built  28  water 
treatment  plants  and  installed  35,000  toi- 
lets, and  it  sponsors  medical  and  dental 
clinics.  Unlike  U.S.  foundations,  the 
Byrraju  Foundation  doesn't  have  an 
endowment;  it  depends  on  Raju  and  his 
brothers  for  regular  donations.  Founda- 
tion directors  say  they  have  spent  $10  mil- 
lion on  health  and  education  programs. 

The  new  push  for  rural  data  centers, 
known  as  GramIT  {gram  is  Sanskrit  for 
"village"),  is  aimed  at  people  with  commu- 
nity college  educations  who  want  good 
jobs  without  having  to  leave  their  villages, 
where  work  is  otherwise  scarce.  Many 
wind  up  adrift  or  teaching  part-time.  So 
far  the  foundation  has  set  up  two  centers, 
one  in  Jallikakinada  and  the  other  in 
Ethakota  (pop.  4,515),  50  miles  away. 
Byrraju  covered  the  initial  costs  of  each: 
$110,000  for  PCs,  a  wireless  network  and 
worker  training. 

In  early  2005,  when  loudspeakers 
blared  news  of  the  job  openings  at 
GramIT  (pronounced  "gram-it")  in  Raju's 
old  hometown,  500  people  applied  for  100 
openings.  Workers  must  have  a  college 
degree,  and  new  prospects  get  three 
months  of  training  in  computers,  statistics 
and  English  before  taking  an  exam.  All 
who  pass  are  offered  jobs. 

N.  Srinivasaraju,  28,  was  among  the 
first  recruits  at  the  new  center  in  Jallikaki- 
nada. His  shift  starts  at  six  each  morning, 
after  he  cycles  2  kilometers  down  dusty 
streets,  past  lacy  coconut  trees  and  elec- 
tric-green fields  where  villagers  pluck  rice 
by  hand.  A  quiescent  beryl-green  canal 
parallels  the  road.  Children,  men  and  cat- 
tle plunge  into  the  water  for  a  rinse. 

The  village's  first  snack  stand  opened 
next  to  the  GramIT  site  late  last  year,  and 
Srinivasaraju  stops  in  to  buy  a  stack  of  idlis, 
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Most  people  in  Jallikakinada  still  farm  (above).  GramIT  runs  two  shifts  of  workers. 
Backup  generators  keep  computers  humming  when  power  fails.  Tutors,  such  as  the 
woman  below,  give  GramIT  workers  lessons  in  English. 


shift.  Nearby,  Sunita  Kumari,  26,  checks 
taxi  invoices  received  by  Satyam,  looking 
for  instances  where  the  company  might 
have  been  overbilled.  She  can  inspect  300 
a  day  and  hopes  to  get  to  400. 

Srinivasaraju  and  Kumari  take  home 
less  than  $60  a  month  (Rs  2,500)— a 
fraction  of  the  pay  earned  by  Satyam's 
regular  employees.  Bonuses  of  Rs  1,000 
are  possible.  Still  Srinivasaraju  earns 
double  what  he  made  as  a  teacher,  and 
he  has  big  hopes  for  the  future.  GramIT 


withholds  a  slice  of  wages  as  a  down 
payment  for  the  1%  equity  that  each 
worker  will  hold  in  the  local  business  in 
two  years. 

"This  job  has  good  future  benefits,"  he 
says.  "And  I  don't  have  to  leave  my  village." 

With  the  data  centers  in  Jallikakinada 
and  Ethakota  up  and  running,  two  more 
centers  in  two  other  villages  have  started 
recruiting.  Ten  more  are  planned. 

Byrraju  partner  Sharath  Choudary,  42, 
is  GramIT  s  combination  of  a  venture  cap- 
italist, chairman  of  the  board  and  bizdev 
guy  who  secures  new  work  for  the 


This  isn't  philanthropy— it's  development." 


a  traditional  rice-and -lentil  snack,  then 
pushes  through  swinging  doors  to  get  to 
work.  The  GramIT  building  is  a  converted 
ice  factory  donated  by  the  village,  with 
spartan  offices  featuring  beige  paint,  no 
decorations,  tawny  linoleum  tiles  and  few 
windows.  Fifty  people  work  in  one  large 
room,  three  PCs  to  a  table.  But  for  the 
women's  brighdy  colo:  t  the  men 

in  sandals,  this  room  coul<  .  n  where  in 
the  world. 


So  far  the  Jallikakinada  office  has  two 
major  customers:  Satyam  and  the  state 
government  of  Andhra  Pradesh.  The 
work  involves  filling  out  databases  with 
information  from  paper  documents  such 
as  taxi  receipts,  financial  ledgers  and 
resumes.  Srinivasaraju  grabs  a  pile  of 
resumes  from  the  center  director  and 
begins  sifting  through  them  for  Satyam, 
recording  key  nuggets  in  a  database;  he 
gets  through  a  dozen  in  an  eight-hour 


GramIT  units.  "Clients  won't  deal  with  the 
centers  directly,"  he  says.  GramIT  guaran- 
tees-the  quality  of  the  work. 

"This  isn't  philanthropy — it's  develop- 
ment," Choudary  says.  "They're  earning 
seed  capital  and  chiseling  their  own  for- 
tunes." Each  GramIT  job  generates  as 
much  revenue  as  5  acres  of  good  land. 
With  a  hundred  people  now  employed  at 
the  site  in  Jallikakinada,  he  adds,  "It's  like 
we've  created  500  acres."  F 
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ing  it  on.  In  fact,  bring  it  all  on. 
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8  than  3,300  statute  miles  of  range:  527-mph  (458  knot)  speed;  3.600-ft  runways;  and  a  2 4 -ft  long,  full-size 
d  up  cabin  that  you'll  never  have  to  cram  full  of  luggage.  That's  because  100  cu  ft  of  the  Sovereign's 
cu  ft  of  heated  storage  is  external.  That's  more  than  any  other  aircraft  in  the  category.  Learn  more  about  the 
test  midsize  combination  of  size,  range,  comfort  and  price  in  all  of  business  aviation.  Call  1-800-4-CESSNA, 
ide  the  U.S.,  call  +1-316-517-6056.  Or  visit  Sovereign.Cessna.com. 


Cessna 

Textfon  Company 


ation  Sovereign 
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Shopping  Malls 


HELDON  GORDON  IS  GETTING  READY  TO 
open  his  biggest  shopping  center  in  years,  but  he  just  got  back 
from  yachting  around  the  Mediterranean  with  his  wife  and 
young  daughters  and  has  to  find  some  paperwork.  Gordon 
Group  Holdings  is  run  from  a  modest  house  with  gray  shutters 
in  Greenwich,  Conn.  Gordon's  office  is  a  mess,  with  papers 
stacked  everywhere.  "Patty!"  he  calls  out,  and  his  assistant 
appears.  She  knows  where  everything  is. 

Gordon,  who  declines  to  admit  his  age,  has  been  a  powerful 
if  underchronicled  influence  in  the  mall  business  over  the  last 
quarter-century.  He  built  the  Forum  Shops  at  Caesars  Palace,  the 
first  serious  effort  by  a  Las  Vegas  casino  to  diversify  into  retail. 
Forum's  outlets  have  annual  sales  per  square  foot  averaging 
$1,300,  among  the  highest  of  any  retail  space  in  the  U.S.  In  1980, 
with  his  billionaire  friend  Alfred  Taubman,  Gordon  built  the 
8-acre  Beverly  Center,  one  of  the  most  successful  malls  in  Los 
Angeles. 


Everyone  in  the  mall  world  keeps  an  eye  on  SHELDON  GORDO 

His  next  stop:  Atlantic  City  |  By  Phyllis  Berman 


On  June  27  Gordon  opened  his  biggest  project  yet,  The  Pier 
at  Caesars  in  Atlantic  City,  N.J.  The  $200  million,  500,000- 
square-foot  mall  juts  like  an  ocean  liner  300  yards  into  the  water. 
Gordon  believes  The  Pier  can  do  for  Atlantic  City  what  the 
Forum  did  for  Las  Vegas.  He  is  also  building  a  330-acre  mixed- 
use  solar-powered  development  in  Montreal.  And  Gordon  is  ply- 
ing a  new  concept  called  Epicenters,  converting  the  shuttered 
anchor  stores  of  old  shopping  centers  into  bazaars  for  online  and 
catalog  retailers  to  sell  their  wares  in  person. 

"I'd  get  older  a  lot  quicker  if  I  wasn't  so  active,"  says  Gordon. 
"Of  course,  I  love  what  I  do.  And  I  suppose  that  helps,  too." 

This  would  be  a  sweet  finale  to  a  long  career  were  it  not 
marred  by  one  thing:  a  nasty  Si  billion  lawsuit  Gordon  is  waging 
in  Las  Vegas  federal  court  against  the  Simon  Property  Group,  the 


biggest  mall  developer  in  the  country.  Gordon  and  Simon  Prop- 
erty joined  to  operate  the  Forum  Shops  in  1992.  The  Simons 
owned  60%,  Gordon  40%.  But  relations  soured  between  them  a 
few  years  later.  In  2003  Simon  bought  Gordon's  stake  for 
$174  million. 

Two  years  ago  Gordon's  attorney,  the  flamboyant  David 
Boies,  filed  a  147-page  complaint  accusing  Simon  of  understating 
the  rents  from  the  Forum,  thus  duping  Gordon  into  selling  out 
for  less  than  his  share  was  worth.  The  Simon  Property  Group  has 
moved  to  dismiss  the  case.  A  judge  has  yet  to  rule  on  that 
motion.  "When  the  case  goes  to  trial,  a  lot  of  people  in  our  indus- 
try would  buy  tickets  to  it,"  says  Gordon. 

Simon  Property  says  the  lawsuit  is  without  merit  and  plans 
to  defend  itself  vigorously.  "Gordon  controlled  both  the  price  and 
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A  rendering  of  The  Pier  at  Caesars  in  Atlantic  City,  N.J 
It  opened  in  June,  luring  new  shoppers  to  the  shore. 


he  timing  of  the  transaction,  and 
>imon  Property  Group  was  required 
o  be  a  buyer  or  seller  on  the  terms 
;elected  by  Gordon,"  the  company 
;aid  in  a  statement. 

The  case  caps  a  spate  of  infight- 
ng  among  the  nations  biggest  mall 
ievelopers,  with  Gordon  in  the  thick 
)f  it.  Consolidation  has  brought  out 
iormant  tensions  in  the  business,  which  is  suffering  a  long  period 
)f  slow  growth:  Annual  increases  in  square  footage  have  fallen 
Tom  4.6%  in  the  1980s  to  2%  since  the  early  1990s,  according  to 
he  National  Research  Bureau. 

In  October  2002  Simon  Property  Group  made  a  hostile  bid 
or  Taubman  Centers  30-odd  shopping  malls,  offering  $1.5  bil- 
ion,  or  $17.50  per  share  in  cash  and  stock.  Gordon  had  been 
dose  friends  with  Taubman  Centers'  52-year-old  chief  executive, 
Robert  Taubman,  since  Taubman  was  a  teenager.  After  he  heard 
)f  the  hostile  bid,  Gordon  rushed  to  Bob  Taubman's  corner  with 


a  mutually  beneficial  deal:  Lend  me  enough  money  to  buy  out 
Simons  60%  stake  in  the  Forum  Shops.  That  financing  would 
complicate  Simons  acquisition  of  Taubman,  perhaps  enough  to 
delay  the  takeover. 

Taubman  agreed,  and  Gordon  then  triggered  the  Forum 
Shops'  buy-sell  agreement,  offering  to  buy  out  Simon  for  $240 
million  or  sell  for  $174  million.  David  Simon  said  no  sale,  and 
bought  out  Gordon  in  February  2003.  Gordon  then  turned 
around  and  used  $50  million  of  that  money  to  do  what  he  could 
for  his  pal  Taubman,  still  in  the  throes  of  repelling  Simon's  hostile 
bid.  Gordon  bought  2.1  million  specially  issued  units  of  Taub- 
man stock  at  a  45%  premium  to  the  market. 

Gordon  watched  the  increasingly  nasty  takeover  battle  from  the 
sidelines.  In  October  2003,  according  to  the  complaint,  David  Simon 
revealed  to  investors  that  he  had  refinanced  a  mortgage  for  Forum 
Shops  valuing  it  at  $1  billion,  implying  he  had  bought  out  Gordon 
at  less  than  50  cents  on  the  dollar.  Gordon  started  calling  lawyers. 

That  same  month  Simon  finally  dropped  its  bid  for  Taubman, 
after  raising  its  offer  to  $20,  all  cash.  The  warring  over,  Gordon  took 
an  around-the-world  cruise  on  his  160-foot  yacht,  leaving  the  busi- 
ness in  the  hands  of  his  two  adult  sons,  Scott  and  Craig. 

When  Gordon  returned  he  threw  himself  into  the  construc- 
tion of  The  Pier,  but  the  months  at  sea  failed  to  temper  his  thirst 
for  revenge  against  Simon.  In  talking  over  revenue  figures  with 
his  new  tenants  in  Atlantic  City,  many  from  the  Forum  Shops,  he 
realized  that  Simon  must  have  provided  him  with  doctored 
numbers.  In  August  2004  Gordon  filed  his  claim  against  Simon 
Property  in  Nevada  federal  district  court,  alleging,  as  is  the  cus- 
tom in  cases  like  this,  not  just  fraud  but  racketeering,  and  seeking 
$1  billion  in  damages.  Says  Gordon,  "I  don't  want  to  talk  about  all 
that.  I  want  to  talk  about  the  others  things  in  my  life." 

The  sweetest  revenge  would  be  to  have  The  Pier  beat  the  Forum 
Shops  in  sales  per  foot.  Vegas  generates  almost  as  much  from  shop- 
ping, dining  and  shows  ($6  billion 
a  year)  as  it  does  from  gambling 
($7.6  billion  of  gross  winnings).  The 
nongaming  categories  now  add  only 
$1  billion  in  Atlantic  City.  "It's  not  in 
the  midst  of  tumbleweeds,  so  you 
don't  need  to  take  a  plane  to  get 
there,"  says  Gordon.  "It  is  within 
driving  distance  of  one-fifth  of  the 
U.S.  population." 

The  new  Pier  mall  opened  last 
month.  It's  a  gaudy  work,  connected 
to  the  Caesars  hotel  via  a  glassed-in  pedestrian  skyway.  The  bot- 
tom floors  cater  to  the  masses  (Banana  Republic,  Starbucks),  the 
top  floors  to  the  rich  (Gucci,  Louis  Vuitton).  A  show  of  lights  and 
fountains  kicks  off  on  each  floor  every  hour. 

Critics  have  already  chided  Gordon's  taste,  and  the  New  York 
Times  doubted  Atlantic  City  could  go  from  "taffy  pulls  to  Louis 
Vuitton."  Gordon  disagrees.  "I've  got  two  Wall  Street  institutions 
that  are  vying  to  refinance  the  $160  million  that  was  borrowed 
for  the  project."  Robert  Taubman  is  a  happy  partner  on  this  deal: 
"The  man  dares  to  build  where  no  one  else  will."  F 
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Software  U 

A  hands-on  school,  backed  by 
private  equity,  aims  to  profit  from  the 
national  geek  shortage  By  Tim  Doyle 


Quick  study: 
student 
Cody  Cutrer 
and  Neumont 
President 
Graham  Doxey. 


|  ODY  CUTRER  TURNED  DOWN 
full  scholarships  from  the  Uni- 
versity of  Utah  and  Brigham 
^^^^^  Young  University  to  attend 

P  Neumont  University,  a  fledg- 
ling for-profit  school  in  an  office  park 
near  his  home  just  south  of  Salt  Lake  City. 

Cutrer,  a  straight  A  high  school  stu- 
dent who  earned  a  near  perfect  score  on 
the  college  boards,  wasn't  looking  to  slack 
off.  To  the  contrary:  He  liked  Neumont's 
breakneck  pace  of  8-ti  year-round 
classes  and  its  project-"-  hands-on 
curriculum.  The  BYU  and  T  ,  curses,  in 
his  view,  were  too  theoret; 
ate  and  don't  know  wha 
That  doesn't  cut  it  in  the 


opines  Cutrer,  now  20.  And  Neumont, 
despite  its  for-profit  status,  also  offered 
him  a  free  ride,  waiving  its  $28,000 
12-month  tuition  to  attract  a  top  prospect. 

The  U.S.  has  a  big  problem.  The  Bureau 
of  Labor  Statistics  predicts  it  needs  135,000 
new  computer  professionals  each  year.  But 
between  the  dot-com  crash  and  a  misper- 
ception  that  all  the  good  tech  jobs  are  going 
overseas,  fewer  undergraduates  have  been 
majoring  in  computer  science.  U.S.  univer- 
sities are  churning  out  only  49,000  grads  a 
year.  And  many  of  those  U.S.  grads  require 
additional  training  before  they  can  function 
on  the  job. 

"Usually  the  solution  to  a  big  problem 
is  a  good  investment,"  observes  Graham 


Doxey,  Neumont's  president 
and  one  of  its  three  founders. 

In  2001  Doxey,  now 
50,  was  searching  for  a 
good  investment  and  a 
new  career.  He  had  spent 
14  years  working  for  Mer- 
rill Lynch  and  then 
Lehman  Brothers,  most 
recently  as  head  of  fixed- 
income  sales  in  Asia. 
Doxey  and  his  wife,  both 
Mormons,  wanted  to 
return  to  Salt  Lake  City  to 
raise  their  four  children. 
Scott  McKinley,  a  former 
JPMorgan  Chase  and 
Capgemini  Asia  executive, 
had  settled  in  Salt  Lake 
City  with  his  wife  and  six 
children  for  the  same  rea- 
son. Meanwhile,  Marlow 
Einelund,  a  Norwegian 
with  30  years  as  a  software 
developer  and  executive, 
had  moved  to  Salt  Lake  to 
be  near  his  two  daughters. 

These  three  family  men 
began  meeting  in  the  base- 
ment of  Einelund's  home  to 
mull  over  early  stage  tech  in- 
vestments they  might  make. 
After  listening  to  Einelund 
complain  about  the  diffi- 
culty of  finding  and  training 
new  grads,  they  came  up 
with  the  idea  of  running  an 
engineering  school  geared  to 
the  needs  of  industry.  The  men  met  with 
dozens  of  prospective  employers,  students 
and  teachers  to  gauge  demand  and  refine 
their  idea.  They  knew  they  were  on  the  right 
track,  Doxey  recalls,  when  John  Swainson, 
then  IBM's  head  of  software  development 
and  now  chief  executive  of  CA  Inc.,  stopped 
them  midpitch  and  said  they  had  under- 
estimated the  need  and  he'd  help  any  way 
he  could. 

Such  enthusiasm  was  easy  to  come  by. 
Financing  was  tougher.  The  three  men 
scraped  together  enough  from  their  own 
savings  and  friends  and  relatives  to  get 
Neumont  up  and  running  in  2004.  (So  far 
the  founders,  their  friends  and  families 
have  invested  $4  million.)  Eventually,  after 
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re  see  potential  growth 
the  simplest  of  ideas. 


Huawei,  we  know  that  simple  ideas  can  lead  to  big  things.  In  much  the 
me  way  a  tiny  acorn  can  grow  into  an  oak  tree,  we  strive  to  realize  your 
II  potential  through  innovative  products  and  solutions.  We  devote  48%  of 
ir  entire  staff  of  over  40,000  people  to  R&D,  which  is  just  one  of  the 
asons  why  the  world's  top  telecom  network  operators  choose  us  as  their 
rtner.  We  are  committed  to  looking  after  your  needs  every  step  of  the 
ay.  By  putting  you  first,  we  grow  your  business  to  be  as  lasting  and 
during  as  the  oak  tree  itself.  That's  why  at  Huawei,  we  are  committed 

helping  you  realize  your  potential  from  the  simplest  of  ideas,  to 
:imate  success. 


ww.huawei.com 
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more  than  20  pitches,  Doxey  sold  his  idea 
to  Great  Hill  Partners,  a  Boston  private 
equity  firm  with  $1.5  billion  under  man- 
agement. Great  Hill  has  invested  $20 
million  so  far;  a  partner  says  the  firm  con- 
siders Neumont  a  long-term  holding. 

Physically  and  philosophically,  there's  no 
confusing  Neumont  with  a  traditional  uni- 
versity. It  is  housed  in  a  glass-and-steel 
reflective  office  building.  Students  live  in 
nearby  apartments— no  campus  quad,  foot- 
ball games,  frat  houses  or  keg  parties. 

Doxey  aims  foremost  to  please  employ- 
ers— not  students,  not  parents  and  certainly 
not  the  educational  establishment.  Produce 
what  business  needs,  he  figures,  and  gradu- 
ates will  win  good  jobs,  which  will  in  turn 
attract  more  paying  students. 

He's  onto  something.  The  school's 
first  batch  of  27  graduates  this  past  spring 


spend  only  30%  of  their  time  on  theory  and 
70%  learning  the  newest  technology,  mosdy 
working  in  groups  on  projects.  That's  the  way 
complex  software  is  written  today  in  groups. 

Not  surprisingly,  the  250  students  who 
have  enrolled  so  far  are  a  pragmatic  and 
career  driven  bunch.  Some  have  quit  full-time 
jobs  for  the  chance  to  gain  new,  higher-paid 
skills.  Scott  Baldwin,  28,  a  straight-A  student 
in  Neumont's  first  graduating  class,  left  a  se- 
cure job  developing  Web  sites  to  spend  two 
years  at  the  school.  After  earning  his  degree, 
he  got  five  job  offers  and  opted  to  move  his 
wife  and  two  daughters  to  Austin,  Tex.  for  a 
position  at  IBM. 

David  DeWinter,  16,  skipped  three 
grades  and  picked  Neumont  after  being 
rejected  by  Duke  and  Yale.  (The  Little  Rock 
native  heard  about  Neumont  through  the 
mailings  it  sends  to  students  who  indicate 


from  44  states  and  10  foreign  countries. 

But  some  in  the  educational  establish- 
ment are  still  skeptical  of  Neumont's  rush- 
through,  hands-on  approach.  "What  you 
learn  in  technology  is  gone  in  five  years, 
so  you  need  to  learn  the  principles,"  says 
Pradeep  Khosla,  dean  of  the  engineering 
school  at  Carnegie  Mellon.  Khosla  says 
students  need  to  know  how  semiconduc- 
tor chips  and  operating  systems  are  built, 
not  merely  how  to  program  them. 

But  Halpin,  the  professor  who  came 
from  Microsoft,  finds  Neumont's  mix  of 
theory  and  practice  just  right.  "I  have  five 
degrees.  I  use  some  of  the  theory  and  5% 
of  the  math,"  he  says.  "There  are  clearly 
areas  where  we  could  go  deeper,  but 
you've  got  to  ask  yourself:  Will  they  use 
it?"  He  notes  that  he  is  now  overseeing 
students  who  are  creating  software  that 
can  query  multiple  databases  using  logical 
algorithms,  a  fairly  sophisticated  project. 
President  Doxey  points  to  research  from 
the  nonprofit  NTL  Institute  in  Alexandria, 
Va.;  it  estimates  that  learning  retention 
rates  for  those  working  in  groups  can 
range  from  75%  to  90%  versus  just  5%  for 
students  zoning  out  in  lectures. 

While  they  may  be  effective  and 
sought-after  entry-level  employees,  Neu- 
mont's students  could  find  their  graduate 
education  options  limited.  The  school  is 
accredited  by  the  Accrediting  Council  for 
Independent  Colleges  &  Schools,  which 
accredits  other  for-profit  career  schools 
such  as  ITT  Tech.  That  means  students 
could  have  a  hard  time  transferring  credits 
to  traditional  schools  or  winning  accept- 
ance in  graduate  programs. 

Still,  Doxey  sees  plenty  of  demand  for 
good  software  engineers.  With  the  Utah 
school  almost  profitable,  Doxey  is  consid- 
ering opening  another  school  next  year,  on 
the  East  Coast.  He  aims,  he  says,  to  make 
Neumont  the  largest  computer  science 
graduate  producer  in  the  world.  That's  an 
ambitious  goal.  The  University  of  Mary- 
land cranks  out  4,800  computer  science 
grads  a  year  and  DeVry  even  more. 

Eve  Andersson,  Neumont's  academic 
head,  predicts  Neumont  students  will  be 
better  prepared  when  they  land  in  corpo- 
rate America  than  those  produced  by  MIT. 
"Our  guys  may  be  their  bosses,"  says 
Doxey.  F 


Neumont  aims  to  please  employers— 
not  the  educational  establishment  i 


all  had  jobs  waiting,  with  an  average 
starting  salary  of  $61,000— some  20% 
more  than  the  average  computer  science 
grad  and  50%  more  than  DeVry  Univer- 
sity graduates'  starting  pay.  After  a  year 
Neumont's  graduates  should  be  able  to 
command  $70,000  to  $90,000,  predicts 
Joshua  Steimle,  chief  executive  of  Salt 
Lake  City  Web  design  firm  MWI,  which 
hired  two  grads.  "Neumont  students  can 
jump  right  into  projects,"  says  Steimle.  "It 
would  be  the  first  place  I'd  go  to  hire 
more  developers." 

The  connection  to  industry  goes  beyond 
job  placements.  Most  of  Neumont's  profs 
were  recruited  from  corporations. 
Neumont's  first  hire,  Terence  Halpin,  a  30- 
year  software  industry  veteran,  came  from 
Microsoft.  IBM  engineers  sit  on  the  school's 
advisory  board,  influence  curriculum  and 
work  with  students  on  real-world  projects. 
The  speakers  at  the  first  graduation:  Utah 
Governor  Jon  Huntsman  jr.  and  Nicholas 
Donofrio,  an  IBM  executive  president 
for  technology. 

At  elite  liberal  arts  college 
disdain  practical  skills  and  ponti 
theoretical  topics  suited  to  their 
journals.  Not  here.  At  Neumont 


interest  in  computer  science  on  their  college 
board  questionnaires.)  DeWinter  admits  he 
misses  some  trappings  of  a  traditional  cam- 
pus but  says  he's  ready  to  make  that  sacrifice 
to  keep  up  his  accelerated  pace. 

That  was  the  big  selling  point  for 
Cutrer,  too.  Neumont,  unlike  traditional 
schools,  allowed  him  to  test  out  of  intro- 
ductory courses  in  his  computer  science 
major;  during  high  school  he'd  earned 
three  Microsoft  certifications  (indicating 
he  was  competent  to  write  software).  He 
expects  to  earn  his  bachelor's  degree  in  just 
two  years.  "The  biggest  disadvantage  is  the 
social  growth  and  [missing]  the  opportu- 
nity to  meet  thousands  of  people.  It's  just 
not  the  same,"  Cutrer  acknowledges. 

Social  growth  aside,  how  good  an  edu- 
cation are  DeWinter,  Cutrer  and  others  get- 
ting? Neumont  is  clearly  several  rungs  above 
such  for-profit  competitors  as  Strayer  Univer- 
sity and  DeVry.  Teachers  at  other  for-profit 
schools  are  often  lower-paid  "adjuncts"  who 
teach  just  part-time.  Neumont  hires  only  full- 
time  profs  to  teach  computer  science.  In 
addition,  it  only  takes  students  it  deems  able 
to  do  the  work,  rejecting  a  fifth  of  applicants. 
And  it  cuts  prices  to  attract  the  academic 
cream.  So  far  Neumont  has  pulled  students 
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Nothing  Fancy 

The  world's  largest  jeansmaker,  VF  now  sees  its  future  in  parkas  and 
sneakers — provided  they're  not  too  faddish  By  Suzanne  Hoppough 


WHEN  VF  CORP.  BOUGHT 
sportswearmaker  Nau- 
tica  in  2003,  it  took  on 
some  extra  baggage — a 
chic  brand  of  low-cut 
jeans  called  Earl  Jean.  Worn  by  celebrities 
such  as  singer  Jessica  Simpson  and  model 
Gisele  Biindchen,  they  cost  $150  a  pair. 
VF,  long  known  for  its  anything-but-hip 
Wrangler  and  Lee  jeans  and  Vanity  Fair 
women's  underwear,  gave  the  label  a  good 
look  up  and  down,  tried  it  on  for  size — 
and  decided  it  just  didn't  fit.  So  VF  sold  it 
in  February;  Jordache  now  owns  it. 
"Unpretentious  is  definitely  us,"  says  Chief 
Executive  Mackey  McDonald.  "Our  prod- 
uct lines  are  not  leading-edge  fashion." 
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Being  at  the  center  of  today's  hottest 
fad  can  be  terrific  for  sales — so  long  as  the 
buzz  lasts.  But  when  the  fashionistas  move 
on,  you  may  be  out  of  business.  That's  not 
VF  s  scene.  Based  far  from  New  York  City's 
Seventh  Avenue  in  Greensboro,  N.C.,  VF 
got  its  start  in  1899  as  the  Reading  Glove 
&  Mitten  Manufacturing  Co.  For  its  Van- 
ity Fair  brand,  it  was  the  first  apparel  com- 
pany to  use  live  underwear  models.  In 
1970  it  launched  the  country's  factory- 
outlet  craze.  But  fad  clothing  is  not  in  its 
wardrobe.  . 

This  philosophy  is  paying  off  these 
days  for  the  world's  largest  apparel  com- 
pany. VFs  revenue  rose  6%  last  year  to 
$6.5  billion,  its  profit  7%  to  $507  million. 


The  stock  is  up  32%  since  a  recent  low  or 
Oct.  27,  to  $66  a  share,  easily  outpacing 
competitors  such  as  Liz  Claiborne  anc 
Jones  Apparel.  But  it's  still  cheap  at  1: 
times  expected  earnings.  "When  a  trenc 
fades  out,  VF  isn't  hit  as  hard,"  says  Mar- 
shal Cohen,  chief  industry  analyst  at  the 
NPD  Group.  "At  Liz  Claiborne,  wher 
something  trends  out,  it  affects  a  lot  ol 
their  brands." 

But  if  VF  was  still  depending  on  Wran- 
gler jeans  and  Vanity  Fair  bras,  it  would  be 
in  big  trouble — those  brands  are  long  pasl 
their  heyday.  So  for  six  years  McDonald 
has  been  going  shopping,  buying  up  one 
brand  after  another  that  fit  VF's  main- 
stream, all-American  image.  In  2000  he 
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Florida  Guardian  ad  Litem  Saw  the  Future  of  Child  Advocacy. 

Citrix  Provided  Access. 


"Custody  rulings.  Foster  care.  Adoptions.  Our  founding  vision  was  to  give  every  abused 
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Citrix  software  gives  advocates  secure  access  to  our  case  management  system  from 
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us  the  rest  of  the  way  to  advocate  every  Florida  child  in  need. " 
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The  Rag  Trade 


bought  the  North  Face,  the  outdoor-gear 
company  turned  coatmaker.  Next  he 
picked  up  Nautica,  then  skateboard- 
sneaker  company  Vans  in  2004  and  surf- 
ing-themed  footwear-and-apparel  maker 
Reef  last  year.  In  all,  he's  bought  ten  of 
what  he  calls  "lifestyle  brands." 

For  those  who  don't  get  out  to  the  mall 
much,  these  brands  seem  to  contradict 
VFs  fad  aversion.  Indeed, 
Reef's  hottest-selling  item 
is  a  pair  of  sandals  that 
come  with  a  bottle  opener 
recessed  in  one  of  the 
soles.  But  these  are  all 
proven  brands:  Reef  was 
founded  in  1984,  the 
North  Face  in  1966.  Vans 
broke  through  in  the 
1982  film  Fast  Times  at 
Ridgetnont  High,  which 
featured  surfer  dude  Jeff 
Spicoli  wearing  checker- 
board Vans. 

All  were  founded  by 
entrepreneurs  with  a 
smart  idea,  grew  quickly 
as  their  products  caught 
on  and  then  ran  into 
logistical  snags  (and  often 
red  ink)  as  inexperience 
caught  up  with  them.  The 
North  Face,  in  fact,  was 
on  the  brink  of  bank- 
ruptcy until  VF  swooped 
in  and  paid  its  suppliers. 
With  its  mammoth  distri- 
bution network,  VF  aims 
to  fix  acquirees'  supply 
chains,  expand  marketing  and  get  profits 
flowing  again.  The  payoff  can  be  big- 
Vans,  for  instance,  is  aiming  for  $500  mil- 
lion in  revenue  next  year,  up  from  $353 
million  in  2004.  The  lifestyle  brands  now 
account  for  30%  of  revenue,  and  McDon- 
ald wants  that  figure  to  hit  60%  by  2009  as 
he  continues  to  make  acquisitions. 

Where  the  picture  darkens  for  the 
world's  largest  jeansmaker  is  with  jeans — 
it  hasn't  figured  out  how  to  move  more 
Wranglers  and  Lees  off  store  shelves.  Last 
year  VF  sold  the  same  $2.7  billion  worth  of 
jeans  that  it  did  in  1995.  To  give  Wrangler 
some  giddyap,  VF  seems  to  be  throwing 
out  its  keep-it-conservative  playbook  It 


By  the  Numbers 


VF  is  the  world's  largest 
apparel  company,  with 

$6.5  billion 
in  revenue  last  year  and 
$507  million 
in  profits. 

VF's  stock  has  jumped 
32%  in  eight  months 
to  $66  a  share. 


The  North  Face  is  VF's 
fastest-growing  label, 
with  $540  million 
in  sales  last  year,  up  from 
$238  million 
in  1999. 


hired  designer  Marc  Jacobs,  who  conjured 
up  $300  jeans  and  $400  jackets  that  will  hit 
stores  in  August.  Wrangler  executives 
hired  another  New  York  designer,  Wendy 
Mullin,  after  reading  in  Jane  magazine  that 
she  wanted  to  revive  the  brand.  She  took 
Wrangler' back  to  its  cowboy  roots  with 
Wrangler47— for  1947,  the  year  Wrangler 
began— priced  at  $190  a  pair.  Celebrities 
such  as  actress  Claire 
Danes  and  movie  direc- 
tor Sofia  Coppola 
scooped  up  the  retro 
jeans,  but  they've  failed  to 
catch  on.  Barneys  and 
Bloomingdale's  dropped 
the  line  last  year. 

The  main  result  of  all 
this  may  be  to  blur 
Wranglers  image  among 
shoppers  picking  up  $15 
pairs  at  Wal-Mart.  But 
McDonald  says  the 
moves  don't  violate  the 
VF  ethos:  "Wrangler  is 
masculine,  outdoors, 
western  heritage.  There 
are  rugged,  masculine 
individuals  who  want 
premium  jeans."  Cohen, 
the  NPD  analyst,  agrees: 
"The  Marc  Jacobs  Wran- 
gler is  going  to  go  away 
eventually;  why  not  ride 
it  while  you  can?" 

McDonald,  59,  devel- 
oped his  zeal  for  the  rag 
trade  in  high  school  in 
Rome,  Ga.,  where  he 
worked  in  a  men's  clothing  store.  VF  hired 
him  as  Lee's  assistant  vice  president  for 
merchandising  in  1983  and  he  rose  to  chief 
13  years  later.  By  then  he  knew  that  the 
company  had  to  rethink  its  business.  So 
he  took  a  chance  on  the  North  Face,  a 
company  that  had  lost  $100  million  in  1999 
on  sales  of  $238  million.  Shoppers  loved 
its  puffy  goose-down  parkas,  but  the 
company  was  in  the  doghouse  with  retail- 
ers because  it  couldn't  get  its  products  to 
stores  when  they  needed  them.  Shortly 
after  the  deal,  McDonald  says,  "I  went  to 
an  outdoor- retail  conference  in  Salt  Lake 
City  with  100  retailers  and  they  told  me 
everything  that  was  wrong." 


The  North  Face  had  been  outsourcin 
its  distribution;  now  VF  would  handl 
that.  It  offered  too  many  items  ant 
"lacked  a  solid  discipline,"  says  McDonak 
So  he  cut  the  number  of  products,  beefe< 
up  the  operations  staff  and  shifted  manu 
facturing  overseas.  He  upgraded  the  tech 
nology  and  got  better  deals  by  switchin; 
to  suppliers  such  as  Gore-Tex  that  coul< 
provide  the  innovative  materials  i 
needed.  Now  the  North  Face  is  the  fastest 
growing  label  at  VF,  with  $540  million  ii 
sales  last  year. 

VF  has  managed  to  overhaul  its  acqui 
sitions  while  giving  them  a  long  leash  oi 
the  creative  side.  At  San  Diego-headquar 
tered  Reef,  for  instance,  Chief  Executiv 
David  Gatto  meets  with  McDonald  jus 
once  a  quarter.  Reef,  which  expects  $101 
million  in  sales  this  year,  is  still  responsi 
ble  for  developing  its  merchandise,  onl- 
now  there's  someone  watching  over  it 
financials  and  output.  Seeking  inspiratioi 
for  new  products,  Gatto  and  his  execu 
tives  decamp  each  year  for  a  surfinj 
retreat.  This  year  it  was  Nicaragua.  "W 
worked  on  our  five-year  business  plan, 
he  says. 

Not  every  problem  child  ha 
responded  so  quickly  to  VF's  discipline 
After  VF  purchased  Nautica  for  $588  mil 
lion,  it  continued  to  struggle,  whicl 
McDonald  blames  on  "too  much  art  anc 
not  enough  science."  It  wasn't  doinj 
enough  market  research  so  it  openec 
stores  only  to  close  them  soon  afterward 
After  a  three-year  decline  in  sales  Nautic; 
is  beginning  to  find  its  way.  Profits  wen 
up  32%  last  year  over  2004.  "I  see  grea 
opportunity,  an  international  iconit 
brand,"  says  Cohen.  "If  anyone's  going  tc 
challenge  Ralph  Lauren,  Nautica  could." 

McDonald  says  he  wants  to  makt 
three  acquisitions  in  the  next  three  years 
How  about  urban  labels  such  as  FUBU  anc 
Diddy's  Sean  John?  No,  they're  too  fad 
dish.  Instead,  there  may  be  a  place  for  ; 
hunting  or  fishing  label  in  the  VF  portfo 
lio.  McDonald  won't  comment  on  Eddit 
Bauer,  which  is  up  for  sale,  but  mention: 
hunting-and-fly-fishing  supplier  Orvis 
which  also  makes  clothes.  "It  may  not  b< 
fashionable  to  some,  but  it  will  be  to  oth 
ers,"  says  McDonald.  And  tackle  boxe: 
will  never  go  out  of  style.  P 
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Analysts  around  the  world. 


Just  one  advantage  of  T.  Rowe  Price  International  Funds. 


To  find  the  best  opportunities  for  our 
international  funds,  we  have  our  own  analysts 
around  the  world,  in  places  like  Hong  Kong, 
Buenos  Aires,  Singapore,  and  London.  We  do 
firsthand  research,  relying  on  our  team  of  local 
experts  who  know  the  international  markets 
best.  And  at  T.  Rowe  Price,  we  use  the  same 
hands-on,  disciplined  approach  to  managing 
international  funds  as  we  do  with  all  of  our 
funds.  Few  fund  families  can  match  our  25 

years'  experience  in  international  investing  and  breadth  of  international  fund  offerings. 


Call  for  our  free  Guide  to  International  Investing  to  find  out 
which  of  our  no-load  international  funds  may  be  right  for  you: 

Emerging  Europe  &  Mediterranean  •  International  Growth  &  Income 


•  Emerging  Markets  Stock 

•  European  Stock 

•  Global  Stock 

•  Global  Technology 

•  International  Discovery 

•  International  Equity  Index 


•  International  Stock 
•Japan 

•  Latin  America 

•  New  Asia 

•  Emerging  Markets  Bond 

•  International  Bond 


International  funds  let  you  take  advantage  of  growth  opportunities  outside  of  the  U.S.  while  at  the  same  time  adding  more 
diversity  to  your  holdings.  Of  course,  diversification  cannot  assure  a  profit  or  protect  against  loss  in  a  declining  market. 
International  funds  generally  carry  more  risk  than  funds  that  invest  strictly  in  U.S.  assets.  Each  fund's  specific  risk  profile  varies 
with  its  investment  style,  its  geographic  focus,  and  whether  it  invests  in  developed  or  emerging  markets. 

To  find  out  which  of  1 4  no-load  international  funds  may  be  right  for  you,  visit  our  Web  site  or  call  a  T.  Rowe  Price  Investment 
Guidance  Specialist  today. 


troweprice.com/start 


1.877.773.1  366 


TRoweErice 


INVEST  WITH  CONFIDENCE 

Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses,  and  other 
information  that  you  should  read  and  consider  carefully  before  investing. 

T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  MPINTL073994 


Insights 


Peter  Huber 


THE  PATIENT'S 
RIGHT  TO  KNOW 


SOME  YEARS  AGO  THE  FOOD  &  DRUG  ADMINISTRA- 
tion  concluded  that  a  grown  woman  can  handle 
learning  that  she's  pregnant  all  by  herself.  She  may 
therefore  buy  a  pregnancy  detection  dipstick  from 
a  pharmacy  without  a  prescription.  But  the  agency 
won't  let  her  buy  a  dipstick  that  reports  whether  she's  infected 
with  HIV.  That  news  must  come  from  a  doctor  or  approved 
counselor,  in  person  or  by  phone. 

This  can't  be  right,  and  it  can't  last.  Diagnostic  technology  is 
on  a  collision  course  with  the  FDA. 

A  dipstick  (or  something  much  like  one)  is  coming  to  diag- 
nose just  about  anything:  infectious  disease,  disease  caused  by  your 
own  cells  gone  haywire  or  the  threat  of  disease  caused  by  imper- 
fect genes.  Want  to  know  what's  lurking  inside  your  own  body?  There 
will  be  a  cheap,  simple  and  completely  private  way  to  find  out.  A 
drop  or  swab  of  urine,  blood,  saliva  or  mucus  will  supply  the  an- 
swer. No  doctor,  nurse  or  lab  technician  will  be  needed. 

The  pregnancy  kit  detects  a  specific  protein — the  hormone 
that  choreographs  pregnancy.  Proteins  and  nucleic  acids  define 
pretty  much  all  the  biochemistry  of  life.  Every  person — and 
every  disease— leaves  behind  unique  biochemical  fingerprints. 
The  FBI  uses  them  to  track  thugs,  medical  labs  to  track  bugs. 

In  the  last  30  years  we  have  mastered  the  chemistry  of  these 
two  families  of  life-defining  molecules.  The  discovery  of  the  key 
chemical  protocols  earned  three  Nobel  Prizes— in  medicine 
(1978  and  1984)  and  chemistry  (1993).  For  almost  any  protein  or 
nucleic  acid  of  interest,  we  now  know  how  to  build  an  exact 
antiprotein  or  antiacid  that  interacts  very  specifically  with  its 
twin.  It's  also  quite  easy  to  graft  on  a  more  colorful  chemical  or 
two,  so  that  when  the  protein  antibody  gloms  onto  the  protein 
body  the  gray  dipstick  turns  blue. 

The  chemistry  is  as  sensitive,  discriminating  and  reliable  as 
a  bloodhound's  nose.  And  it  is— or  soon  will  be— at  HHU 
the  point  where  we  can  mass-produce  it,  put  it  on  a 
stick  and  detect— at  a  few  dollars  a  dip— the  infinites-  Ifali 


imal  traces  of  whatever  may  be  eating  you. 

If  the  FDA  will  allow  it.  Drug  companies  developed  an  inex- 
pensive, five-minute  HIV  test  kit  very  soon  after  the  cluster  ol 
symptoms  called  AIDS  was  traced  to  a  new  infectious  virus.  But 
home  testing  was  vigorously  opposed  by  the  American  Med 
ical  Association,  the  Centers  for  Disease  Control  &  Prevention 
and  the  gay  community.  The  FDA  eventually  licensed  a  "home 
collection"  kit,  which  required  mailing  a  pinpricked  blood 
sample  to  a  laboratory  and  then  phoning  in  for  results  and  coun- 
seling, but  it  stopped  there.  It  was  viewed  as  essential  that  HIV- 
positive  patients  be  properly  advised  about  what  to  do  next. 

Some  might  be  distressed  to  the  point  of  suicide. 
Some  might  not  grasp  that  positive  test  results  are 
sometimes  wrong.  The  public  interest  was  also 
invoked — the  uncounseled,  it  was  said,  might  not 
know  how  to  avoid  infecting  others. 

Will  similar  things  be  said  about  home  test  kits  for 
gonorrhea?  Prostate  cancer?  The  genetic  defect  that 
causes  cystic  fibrosis?  Now  ask  yourself:  Why  should  you 
have  to  wait  for  the  FDA  to  decide 
whether  you  can  be  trusted  to 
learn  about  such  things  outside  a 
doctor's  office?  It  is  easy  to  accept 
that  many  drugs  are  too  danger- 
ous to  be  administered  without 
expert  supervision.  But  diagnosis 
is  just  communication.  In  your 
own  home,  at  least,  you  have 
more  right  to  leer  at  (or  couple 
with)  the  body  of  a  stranger  than 
to  interrogate  your  own.  The 
doctor-patient  relationship  hinges 
on  informed  consent,  but  the  FDA 
says  only  a  doctor  may  do  some 
of  the  informing. 
Americans  put  a  high  premium  on  privacy.  Legal  scholars 
and  Supreme  Court  justices  have  disagreed  whether  a  broad 
right  to  privacy  is  implied  by  Fourth  Amendment  language  that 
prohibits  unreasonable  "search  or  seizure"  of  "persons,  houses, 
papers,  and  effects."  However  broad  or  narrow  that  right  may  be, 
it  ought  to  protect  your  right  to  dip  a  stick  at  least  as  fully  as  it 
protects  your  right  to  consult  a  doctor. 

Some  people  treasure  privacy  too  much  even  to  talk  to  a 
doctor.  Or  they  may  simply  lack  perfect  faith  in  the  what- 
happens-in-Vegas-stays-in-Vegas  promises  that  doctors  make. 
The  IRS,  the  Veterans  Administration  and  financial  institutions 
make  such  promises,  too,  but  sometimes  forget  the  laptop  in 
the  taxi.  A  used  dipstick,  by  contrast,  can  be  flushed  straight 
down  the  toilet.  If  the  Constitution  protects  privacy  at  all,  it 
ought  to  protect  the  go-it-alone  privacy  of  a  dipstick  at  least  as 
much  as  show-and-tell  privacy  in  an  office.  F 


The  technology 
exists  for  home 
diagnostic  kits 
to  detect  the 
infinitesimal 
traces  of 
disease. 
If  the  FDA 
will  allow  it 


Peter  Huber  is  a  senior  fellow  of  the  Manhattan  Institute  and 
coauthor  of  The  Bottomless  Well  (Basic  Books,  January  2005). 
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A  SPECIAL  ADVERTISING  SECTION 


Vfter  39-Year  Absence 

The  Royal  Liverpool  Golf  Club  is  better  known  as  Hoylake,  which 
can  present  a  certain  amount  of  confusion.  But  what  is  abundantly 
clear  is  the  important  role  it  has  played  in  the  game's  past. 

The  club  was  formed  in  1864  and  hosted  the  first  British  Amateur 
21  years  later,  although  it  wasn't  considered  an  official  championship 
until  the  following  year.  It  held  the  first  of  1 1  British  Opens  in  1897, 
the  year  Harold  Hilton,  who  happened  to  be  a  member  of  the  club, 
beat  James  Braid  by  a  stroke. 

In  1902,  Alexander  "Sandy"  Herd  won  the  Open  at  Hoylake, 
becoming  the  first  player  to  win  the  championship  with  the  revolution- 
ary Haskell  ball.  In  1907,  the  unthinkable  happened:  A  Frenchman 
(sacre  bleu!),  Arnaud  Massay,  won  the  Open  at  Hoylake,  becoming  the 
first  European  winner  of  the  championship.  J.H.  Taylor  won  at 


hen  defending  champion 
Tiger  Woods  and  the 
rest  of  the  world's  best 
olfers  arrive  for  this  year's 
ritish  Open,  they  will  be  facing  a 
ourse  that  is  steeped  in  history, 
jt  one  that  many  of  them  —  and 
jdeed  most  golf  fans  around  the 
orld  —  have  not  seen  for  a  very 

DNG  TIME. 


The  Open  Championship  2006 


PGA 


Canon.  The  Official  Copier,  Fax,  Multifunction  Product, 
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■  Canon  products.  For  performance  you  can  always  count  on.  While  it  may  not  seem 
r    obvious,  there's  actually  an  important  connection  between  PGA  TOUR  players  and  Canon  office  solutions. 

TOUR  Players  can't  perform  without  the  best  clubs  and  business  people  can't  perform  without  the  best  technology. 
Which  explains  why  the  PGA  TOUR  depends  on  Canon  office  products  to  get  information  to  those  who  need  it. 

hey  know  they  can  count  on  Canon's  high-performance  solutions  to  enable  people     

d  work  the  way  they  need  to.  All  of  which  is  why  Canon  is  the  category  leader  in    ^  ^C^lil  I O  I 
oth  black-and-white  and  color  office  solutions.*  At  Canon,  we  understand  that  you 

ave  to  do  better  than  par  for  the  course.  1-800-OK-CANON  www.usa.canon.com  IHlOgCANYWARE 
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Bobby  Jones  poses  with  the  trophies  he  won  in  1930.  his 
"Grand  Slam"  year. 


Jack  Nicklaus  bids  farew  ell  to  the  British  Open  last  year  wit 
Luke  Donald  (left),  his  son  Steve  and  Tom  Watson  (far  right). 


Hoylake  in  1913,  and  1 1  years  later  the  great  and  irrepressible  Walt 
Hagen  won  his  second  of  four  Open  championships  there. 

In  1921,  an  informal  match  was  played  at  Hoylake  between  tean 
from  Britain  and  the  U.S.  on  the  eve  of  the  British  Amateur.  The  U. 
won  9-3,  and  George  Herbert  Walker  (the  United  States  Gc 
Associations  president  in  1920  and  the  maternal  grandfather 
President  George  Herbert  Walker  Bush)  was  so  impressed  by  the  sport 
manship  that  he  donated  the  trophy  for  the  first  Walker  Cup  mate 
played  the  following  year  at  the  National  Golf  Links  on  Long  Island. 

Bobby  Jones  Closes  In  on  the  "Grand  Slam"! 

But  it  was  in  1930  that  Hoylake  truly  became  an  indelible  part  • 
the  game's  lore,  for  it  was  here  that  Bobby  Jones  won  his  third  Briti: 
Open.  The  previous  month  he  had  won  the  British  Amateur  at  tl 
Old  Course  at  St.  Andrews.  Following  his  victory  at  Hoylake,  1 
returned  to  the  States  and  won  the  U.S.  Open  and  U.S.  Amatei 
championships,  completing  the  Grand  Slam  —  a  feat  no  one  had  dot 
before  or  has  done  since.  Following  his  victory  in  the  U.S.  Amateur 
Merion,  he  gracefully  retired  from  competitive  golf,  leaving  an  unsu 
passed  legacy  of  sportsmanship. 

Alf  Padgham's  victory  in  1936  was  as  much  a  testimonial  to  h 
patience  and  nerve  as  it  was  to  his  skill.  Just  prior  to  the  start  of  his  fin 
round,  he  discovered  that  his  clubs  were  locked  away  in  a  local  clul 
maker's  shop  and  his  caddie  was  nowhere  to  be  found.  Padgham  broil 
a  shop  window,  retrieved  his  clubs,  fired  his  caddie  and  beat  one  Jam' 
Adams  by  a  stroke,  shooting  a  score  of  287  on  the  first  7,000-yai 
course  in  Open  history. 

The  1947  Open  was  won  by  Fred  Daly,  and  in  1956  Australian  Pet' 
Thomson  won  his  third  of  five  British  Open  titles.  Hoylake's  last  Ope 
in  1 967  saw  the  universally  popular  Argentine  Roberto  de  Vicenzo  be 
Jack  Nicklaus  by  two  strokes. 

While  Hoylake  has  stood  the  test  of  time  and  remains  one  of  dl 
finest  courses  in  the  British  Isles,  by  the  time  of  de  Vicenzo's  victory 
was  becoming  clear  that  the  British  Open's  popularity  was  effective: 
making  Hoylake  obsolete.  Though  the  course  was  more  than  suited  fo 
championship  play,  the  need  for  increased  parking  and  expanded  an 
improved  on-course  facilities  caused  the  Royal  and  Ancient  Golf  Clu 
of  St.  Andrews  (the  R&A.)  to  remove  Hoylake  from  the  Open  rota. 

However,  five  years  ago  the  club  purchased  10  acres  of  land  adjacer 
to  the  course,  and  the  local  municipality  built  a  new  practice  facility  o 
its  course  for  use  during  the  Open.  The  efforts  were  enough  to  convino 
the  R&A  that,  like  Carnoustie,  another  great  course  that  had  recent! 
rejoined  the  rota,  Hoylake  should  again  host  the  British  Open. 

"There  has  never  been  any  doubt  that  Royal  Liverpool  is  one  of  oi 
very  best  links  courses,"  says  Peter  Dawson,  the  R&A's  chief  executivi 
"Now  that  the  logistical  problems  have  been  resolved,  we  are  delighte 
that  Royal  Liverpool  is  returning  to  the  list  of  Open  venues." 

But  Hoylake's  return  is  not  without  controversy. 
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has  never  been  any  doubt  that  royal 
Liverpool  is  one  of  our  very  best  links  courses.  Now  that 
the  logistical  problems  have  been  resolved,  we  are  delighted 
that  Royal  Liverpool  is  returning  to  the  list  of  Open  venues." 

—  Peter  Dawson,  Chief  Executive,  Royal  and  Ancient  Golf  Club  of  St.  Andrews 


ollowing  discussions  between  the  R&A  and  club  officials,  a  decision 
reached  to  change  the  hole  rotation  for  this  year's  Open.  The  17th 
18th  holes  will  be  played  as  the  first  and  second  holes,  making  the 
n  the  finishing  hole,  while  the  first  hole  —  a  428-yard  par-4  that  is 
rably  the  most  famous  hole  on  the  course  —  becomes  the  third, 
he  logic  behind  the  changes  centers  on  the  1 6th  hole,  a  558-yard 
5,  which  the  R&A  believes  will  offer  a  more  dramatic  and  exciting 
>h.  Out-of-bounds  line  the  right  side  of  the  hole,  and  the  hole  offers 
assic  "risk-reward"  second  shot.  In  the  final  round  of  the  1967 
ish  Open,  de  Vicenzo  came  to  this  hole  with  a  three-stroke  lead  over 
klaus,  who  was  playing  just  ahead  of  him. 

he  Argentine  chose  to  challenge  the  dogleg  from  the  tee,  and  for  a 
z  it  appeared  his  ball  might  come  to  rest  against  a  bank  separating 


the  fairway  from  the  practice  ground.  But  luck  was  on  his  side  and  the 
ball  stayed  short  of  the  bank.  Realizing  that  Nicklaus  had  birdied  the 
hole,  de  Vicenzo  elected  to  gamble  and  try  an  audacious  second  shot. 
If  he  pulled  it  off  and  made  a  birdie,  he  would  retain  his  three-stroke 
lead.  If  he  failed  and  there  was  a  two-stroke  swing  (or  worse),  all  bets 
were  off.  Happily  for  his  millions  of  fans  around  the  world,  the  genial 
Argentine  played  a  brilliant  fairway  wood  resulting  in  a  birdie  that  all 
but  clinched  the  victory. 

Another  reason  for  the  change  is  that  the  16th  hole  vastly  increases 
the  seating  capacity,  making  it  possible  to  have  more  than  9,000  people 
fill  the  grandstands.  This  sets  the  stage  for  what  is  one  of  the  greatest 
moments  in  all  sports:  the  presentation  of  the  Old  Claret  Jug  to  the 
"Champion  Golfer  of  the  Year." 


L  MlC KELSON  WILL  TRY  TO  REBOUND  FROM  HIS  U.S.  OPEN  LOSS  AT  THE  BRITISH  OPEN  IN  JULY 
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British.  Opens  have  tended  to  produce 

a  curious  combination  of  champions. 


Who  Does  Hoylake  Favor  This  Year? 

Ah,  but  who  will  be  that  Champion  Golfer? 

Picking  a  winner  is  an  exercise  fraught  with  peril,  but  it  is  isn't 
exactly  rocket  science  and  can  in  fact  be  great  fun.  The  late  Dave 
Marr,  who  won  the  1965  PGA  Championship  and  was  a  longtime 
golf  analyst  for  ABC,  NBC  and  the  BBC,  offered  this  advice  to  young 
reporters  writing  tournament  previews: 

"First,  you  look  at  the  guys  who  are  playing  well  coming  into  the 
tournament,  because  they'll  have  a  little  extra  confidence,"  Marr 
said.  "Then  you  go  with  the  guys  who  have  a  good  record  on  the 
course.  Finally,  you  go  with  the  heroes,  because  they  can  win  any 
time  and  any  place." 

South  Africa's  Retief  Goosen  has  the  temperament  to  play 
well  on  links  courses. 


For  starters,  perhaps  it  is  the  nature  of  links  golf,  with  its  oi 
bounces,  precarious  caroms  and  whimsical  twists  of  fate,  but  rec< 
British  Opens  have  tended  to  produce  a  curious  combination  of  cha 
pions.  True,  Tiger  Woods  has  won  twice  and  other  champions  hi 
included  Ernie  Els  from  South  Africa  and  David  Duval,  who  was  at  < 
top  of  his  game  when  he  won  in  2001.  But  the  Claret  Jug  also  has  t 
names  of  Todd  Hamilton  (2004),  Ben  Curtis  (2003)  and  Paul  Law 
(1999)  inscribed  in  it.  Of  the  three,  only  Hamilton  has  more  than  o 
PGA  TOUR  victory.  Go  figure. 

As  for  players  with  experience  at  Hoylake,  they  are  likely  few  a 
far  between,  so  that  is  pretty  much  a  jump  ball,  which  brings  us 
the  heroes  and  the  players  who  have  performed  well  in  the  first  h 
of  the  2006  season. 

As  this  is  written,  Tiger  Woods  is  ranked  first  in  the  Official  World  G 
Ranking,  has  won  twice  in  2006  and  is  almost  certainly  a  lock  to  go  ir 
the  Open  as  a  clear  favorite.  Does  Woods'  game  suit  the  challenges  p 
sented  by  Hoylake?  It  is  a  moot  point,  as  Raymond  Floyd  pointed  out 
the  eve  of  the  2000  British  Open  at  St.  Andrews  when  a  writer  asked  hi 
if  he  thought  Woods'  game  was  suited  to  the  Old  Course. 

"Tell  me  a  course  that  young  man's  game  isn't  suited  to,"  Flo 
answered,  with  impeccable  logic. 

Phil  Mickelson  won  the  2005  PGA  Championship  and  had  a  stro. 
start  to  the  2006  season,  burying  the  field  at  the  BellSouth  Classic  ai 
then  winning  the  Masters  Tournament  for  the  second  time  the  followi; 
week.  The  downside  is  that,  for  a  player  with  his  skills  and  imaginatio 
he  has  an  indifferent  record  in  the  British  Open. 

South  Africa's  Reteif  Goosen  is  ranked  third  and,  like  Mickelso 
does  not  have  an  imposing  record  in  the  British  Open.  He  does,  he 
ever,  have  two  victories  in  the  U.S.  Open  and  the  seemingly  p!ac 
temperament  to  cope  with  the  quirks  of  links  golf. 

Fourth-ranked  Vijay  Singh  finished  tied  for  second  at  Royal  J 
George's  in  2003,  losing  by  a  stroke  to  Ben  Curtis.  He  has  struggl* 
with  his  game  thus  far  in  2006,  but  surely  that  won't  last  forever,  an 
he  would  dearly  love  to  add  the  British  Open  to  his  two  wins  in  tl 
PGA  Championship  and  his  victory  in  the  2000  Masters. 

Jim  Furyk,  the  winner  of  the  2003  U.S.  Open  at  Olympia  Fields, 
ranked  fifth  and  has  played  very  well  so  far  this  season,  winning  tl 
Wachovia  Championship.  He  is  a  player  who  thrives  under  pressure  ar 
is  a  very  consistent  and  solid  ball-striker,  a  key  to  success  in  the  wind. 


IMPORTANT  INFORMATION: 
LIPITOR  is  a  prescription  drug.  It  is  used  in  patients 
with  multiple  risk  factors  for  heart  disease  such  as 
family  history,  high  blood  pressure,  age,  low  HDL 
or  smoking  to  reduce  die  risk  of  heart  attack  and 
stroke.  When  diet  and  exercise  alone  are  not  enough, 
LIPITOR  is  used  along  with  a  low-fat  diet  and 
exercise  to  lower  cholesterol. 

LIPITOR  is  not  for  everyone.  It  is  not  for  those 
with  liver  problems.  And  it  is  not  for  women  who 
are  nursing,  pregnant  or  may  become  pregnant. 

If  you  take  LIPITOR,  tell  your  doctor  if  you  feel 
any  new  muscle  pain  or  weakness.  This  could  be  a 
sign  of  rare  but  serious  muscle  side  effects.  Tell  your 
doctor  about  all  of  the  medicines  you  take.  This  may 
help  avoid  serious  drug  interactions.  Your  doctor 
should  do  blood  tests  to  check  your  liver  function 
before  and  during  treatment  and  may  adjust  your 
dose.  The  most  common  side  effects  are  gas, 
constipation,  stomach  pain  and  heartburn.  They 
tend  to  be  mild  and  often  go  away. 

Please  see  additional  important  information  on  next  page. 

When  diet  and  exercise  are  not  enough,  adding 
LIPITOR  can  help.  LIPITOR  is  one  of  many 
cholesterol -lowering  treatment  options  that  you 
and  your  doctor  can  consider. 


"Many  of  you  could 
be  doing  more  to 
reduce  your  risk  of 
a  heart  attack." 

If  you  have  several  common  risk  factors  for 
heart  disease,  Lipitor  can  reduce  the  risk  of 
a  heart  attack.  These  risk  factors  include  family 
history,  high  blood  pressure,  age,  low  HDL  or  smoking. 

High  cholesterol  can  clog  arteries.  And  this  can  lead  to 
heart  disease.  Along  with  diet  and  exercise,  Lipitor  can 
lower  bad  cholesterol  39-60%*.  And,  more  cardiologists 
surveyed"  said  they  would  prescribe  Lipitor  for  their  own 
families  than  any  other  medicine  that  lowers  cholesterol. 

It's  your  heart.  Ask  your  doctor  if  Lipitor  is 
right  for  you.  Call  1-888-LIPITOR  (1-888-S47-4867). 
Or  find  us  on  the  web  at  www.lipitor.com 

'Average  effect  depending  on  dose. 
"Results  are  based  on  a  subset  of  a  blinded,  national, 
random  survey  of  694  physicians  representative  of  the 
AM  A  master  file,  conducted  by  Harris  Interactive  Inc. 
from  April  25,  2005  -  June  17,  2005. 
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Call  1-866-706-2400.  Or  visit  www.pfizerhelpfulanswers.com.  QPISWefS 
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LOWERING  YOUR 
HIGH  CHOLESTEROL 

High  cholesterol  is  more  than  just  a  number,  it's  a  risk 
factor  that  should  not  be  ignored.  If  your  doctor  said 
you  have  high  cholesterol,  you  may  be  at  an  increased 
risk  for  heart  attack.  But  the  good  news  is,  you  can 
take  steps  to  lower  your  cholesterol. 

With  the  help  of  your  doctor  and  a  cholesterol -lowering 
medicine  like  LIPITOR,  along  with  diet  and  exercise, 
you  could  be  on  your  way  to  lowering  your  cholesterol. 

Ready  to  start  eating  right  and  exercising  more?  Talk  to 
your  doctor  and  visit  the  American  Heart  Association 
at  www.americanheart.org. 

 y 

WHO  IS  LIPITOR  FOR? 

Who  can  take  LIPITOR: 

•  People  who  cannot  lower  their  cholesterol  enough 
with  diet  and  exercise 

•  Adults  and  children  over  10 

Who  should  NOT  take  LIPITOR: 

•  Women  who  are  pregnant,  may  be  pregnant,  or  may 
become  pregnant.  LIPITOR  may  harm  your  unborn 
baby.  If  you  become  pregnant,  stop  LIPITOR  and 
call  your  doctor  right  away. 

•  Women  who  are  breast-feeding.  LIPITOR  can  pass 
into  your  breast  milk  and  may  harm  your  baby. 

•  People  with  liver  problems 

•  People  allergic  to  anything  in  LIPITOR 


BEFORE  YOU  START  LIPITOR 

Tell  your  doctor: 

•  About  all  medications  you  take,  including 
prescriptions,  over-the-counter  medications, 
vitamins,  and  herbal  supplements 

•  If  you  have  muscle  aches  or  weakness 

•  If  you  drink  more  than  2  alcoholic  drinks  a  day 

•  If  you  have  diabetes  or  kidney  problems 

•  If  you  have  a  thyroid  problem 


ABOUT  LIPITOR 

LIPITOR  is  a  prescription  medicine.  Along  with  diet 
and  exercise,  it  lowers  "bad"  cholesterol  in  your  blood. 
It  can  also  raise  "good"  cholesterol  (HDL-C). 

LIPITOR  can  lower  the  risk  of  heart  attack  or  stroke  in 
patients  who  have  risk  factors  for  heart  disease  such  as: 

•  age,  smoking,  high  blood  pressure,  low  HDL-C. 
heart  disease  in  the  family,  or 

•  diabetes  with  risk  factor  such  as  eye 
problems,  kidney  problems,  smoking,  or 
high  blood  pressure 
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POSSIBLE  SIDE  EFFECTS 
OF  LIPITOR 

Serious  side  effects  in  a  small  number  of  people: 

•  Muscle  problems  that  can  lead  to  kidney  problems, 
including  kidney  failure.  Your  chance  for  muscle 
problems  is  higher  if  you  take  certain  other  medicines 
with  LIPITOR. 

•  Liver  problems.  Your  doctor  may  do  blood  tests 
to  check  your  liver  before  you  start  LIPITOR  and 
while  you  are  taking  it. 

Symptoms  of  muscle  or  liver  problems  include: 

•  Unexplained  muscle  weakness  or  pain,  especially 
if  you  have  a  fever  or  feel  very  tired 

•  Nausea,  vomiting,  or  stomach  pain 

•  Brown  or  dark-colored  urine 

•  Feeling  more  tired  than  usual 

•  Your  skin  and  the  whites  of  your  eyes  turn  yellow 
If  you  have  these  symptoms,  call  your  doctor 
right  away. 

The  most  common  side  effects  of  LIPITOR  are: 

•  Headache  •  Constipation 

•  Diarrhea,  gas        •  Upset  stomach  and  stomach  pain 

•  Rash  •  Muscle  and  joint  pain 
Side  effects  are  usually  mild  and  may  go  away  by 
themselves.  Fewer  than  3  people  out  of  100  stopped 
taking  LIPITOR  because  of  side  effects. 

HOW  TO  TAKE  LIPITOR  ' 

Do: 

•  Take  LIPITOR  as  prescribed  by  your  doctor. 

•  Try  to  eat  heart-healthy  foods  while  you  take  LIPITOR. 

•  Take  LfPLTOR  at  any  time  of  day,  with  or  without  food. 

•  If  you  miss  a  dose,  take  it  as  soon  as  you  remember. 
But  if  it  has  been  more  than  1 2  hours  since  your  missed 
dose,  wait.  Take  the  next  dose  at  your  regular  time. 

Don't: 

•  Do  not  change  or  stop  your  dose  before  talking  to 
your  doctor. 

•  Do  not  start  new  medicines  before  talking  to  your  doctor. 

•  Do  not  give  your  LIPITOR  to  other  people.  It  may 
harm  them  even  if  your  problems  are  the  same. 

•  Do  not  break  the  tablet. 


NEED  MORE  INFORMATION? 

•  Ask  your  doctor  or  health  care  provider. 

•  Talk  to  your  pharmacist. 

•  Go  to  wwTv.lipitor.com  or  call  1-888-LIPITOR. 
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!  Donald  is  one  of  England's  bright  young  stars. 


t's  say  you  happened  to  actually  be  at  Hoylake  and  wanted  to  bet  a 
juid  at  one  of  the  numerous  betting  parlors.  You  could  do  worse 
put  it  on  sixth-ranked  Ernie  Els,  who  won  at  Muirfield  in  2002  and 
las  three  runner-up  finishes.  Just  as  important  are  his  two  victories 
e  U.S.  Open.  The  South  African  has  been  a  bit  slow  in  recovering 

last  year's  knee  surgery  but,  like  Singh,  is  simply  too  good  to  limp 
;  (so  to  speak)  much  longer.  The  same  is  true  for  the  seventh-ranked 
r,  Spain's  Sergio  Garcia.  With  a  game  beautifully  suited  to  links 
he  is  likely  to  break  through  sooner  rather  than  later. 
2006  has  shown  any  early  trend,  it  is  that  this  might  be  the  Year  of 
orstralians.  Thus  far  Rod  Pampling,  Aaron  Baddeley,  Geoff  Ogilvy 
Stuart  Appleby  (twice)  have  picked  up  wins  on  TOUR.  All  this 
s  well  for  eighth-ranked  Adam  Scott,  their  fellow  Aussie, 
ivid  Toms,  the  winner  of  the  2001  PGA  Championship,  added 
2th  TOUR  title  with  his  win  in  January  in  the  Sony  Open  in 
aii.  He  is  quietly  efficient  and  has  the  nerves  of  a  second-story 

A  win  at  Hoylake  might  be  a  bit  of  a  long  shot,  but  it  wouldn't 
uch  of  a  surprise. 

iunding  out  the  top  10  is  a  sentimental  favorite  among  the  locals 
iyal  Liverpool:  Luke  Donald,  the  pride  of  Hempstead,  England,  by 
of  Northwestern  University.  While  at  Northwestern,  he  was  a 
-time,  first-team  All  American  and  received  his  degree  in  Art 
iry  and  Practice  (surely  a  first  on  the  PGA  TOUR).  The  question 
n  he  paint  a  masterpiece  at  Hoylake? 
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The  Open  Archives 

•  Harry  Vardon  won  a  record  six  British  Opens,  but  four  players 
have  won  five  times.  They  are  James  Braid,  J.H.  Taylor,  Peter 
Thomson  and  Tom  Waison. 

•  Jack  Nicklaus  won  three  British  Opens  but  finished  second 
seven  times. 

•  Old  Tom  Morris  and  his  son,  Young  Tom,  both  won  four 
British  Opens.  They  are  the  only  father-son  pair  to  win  a  major 
championship. 

•  The  original  prize  for  winning  the  British  Open  was  a  championship 
belt  made  of  red  morocco  leather  and  silver  plates.  The  belt  was 
retired  and  given  to  Young  Tom  in  1870  after  he  won  his  third  of 
four  Opens.  It  was  later  presented  to  the  R&A. 

•  Six  players  have  won  the  U.S.  Open  and  the  British  Open  back- 
to-back  in  the  same  season.  They  are:  Tiger  Woods  (2000),  Tom 
Watson  (1982),  Lee  Trevino  (1971),  Ben  Hogan  (1953),  Gene 
Sarazen  (1932)  and  Bobby  Jones  (1926  and  1930). 

•  Bobby  Jones  is  the  only  player  to  have  won  the  British  Open  and 
the  British  Amateur  in  the  same  year.  Only  John  Ball  and  Harold 
Hilton  have  won  both  championships. 

•  Ben  Hogan,  who  won  the  British  Open  in  his  only  attempt 
(1953),  is  believed  to  be  the  only  British  Open  champion  to  have 
never  played  the  Old  Course  at  St.  Andrews. 

•  The  oldest  winner  of  the  championship  was  Old  Tom  Morris  at 
age  46  years  and  99  days  in  1897.  His  son,  Young  Tom,  was  the 
youngest  at  17  years,  five  months  and  eight  days  in  1868. 

•  When  Gary  Player  arrived  for  the  1955  British  Open  at  St. 
Andrews,  he  was  so  short  of  funds  that  he  slept  on  the  beach. 
That  beach,  incidentally,  was  the  setting  for  the  opening  scene  of 
the  film  Chariots  of  Fire. 

•  The  first  British  Open  following  World  War  II  was  played  and 
won  by  Sam  Snead  in  1 946.  German  prisoners  of  war  were  used 
to  get  the  course  in  championship  condition. 
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Don't  Be  A 

Xenophobe 

In  a  global  economy  you  should  invest  globally.  By  Chaniga  Vorasarun 

OS  F  YOU  ARE  LIKE  MOST  INVESTORS,  YOU  HAVE  ALLOCATED  TOO  LITTLE  MONEY 

I  to  foreign  stocks.  Half  of  the  worlds  market  capitalization  belongs  to  companies  over- 

I  seas.  Yet  Greenwich  Associates,  the  financial  services  consultant,  calculates  that  401(k) 

I  plans  have  5%  invested  overseas.  People  may  have  good  reason  for  keeping  money 
H  close  to  home,  or  maybe  they  are  just  narrow-minded.  Either  way,  they 
recently  have  missed  out.  Over  the  past  three  years  the  Morgan  Stanley  Capital  Interna- 
tional EAFE  Index  has  had  an  annualized  total  return  of  21%  versus  10%  for  the  S&P  500. 

Okay,  you  don't  have  to  put  half  your  equity  money  abroad,  but  an  allocation  of  15% 
to  30%  is  generally  recommended  by  the  experts  we've  talked  to.  Some  of  your  money 
will  go  into  slow-growing  but  relatively  safe  economies  (like  Britain's)  and  some  into 
fast-growing  but  shaky  ones  (like  Brazil's).  Don't  overdo  the  emerging  markets 
portion — 5%  of  your  overall  portfolio  is  about  right.  It's  unlikely  that  a  developed 
market  will  double  in  price  over  the  course  of  a  year,  as  did  India  and  Brazil  over  the  past 
12  months,  but  developed  markets  are  likely  to  deliver  less  pain  when  world  markets 
undergo  a  correction  such  as  the  one  this  past  spring. 

Should  you  hedge  against  currency  risks?  Probably  not  You  can  eliminate  some  risk  in 
the  short  term  by  hedging  the  currency  (for  example,  taking  a  short  position  in  the  euro  when 
you  buy  a  French  stock),  but  you  will  lose  the  opportunity  to  profit  from  the  weak  dollar. 

There  are  three  ways  to  own  foreign  equities.  Easiest  is  to  have  a  mutual  fund  or 
exchange-traded  fund  do  the  buying  (see  p.  150  for  an  ETF  strategy).  ETFs  and  index 
funds  run  up  roughly  half  a  percentage  point  in  overhead  costs  annually.  Actively 
managed  international  mutual  funds  cost  three  times  that. 

Next  easiest:  Buy  foreign  shares  via  American  Depositary  Receipts.  Then  you  won't 
have  to  convert  dollars  into  euros  or  convert  euro  dividends  back  into  dollars. 

Hardest,  but  sometimes  very  rewarding:  Buy  foreign  shares  that  aren't  available  as 
ADRs.  You'll  lose  a  percentage  point  or  two  to  transaction  costs  (between  currency 
markups  and  sometimes  two  different  brokerage  commissions). 

Perhaps  the  most  important  allocation  in  international  investment  is  patience.  "The 
worst  thing  [an  investor]  could  say  is,  'Because  emerging  markets  have  collapsed  10%  in 
the  past  month,  I'm  just  going  to  sell  everything,'"  says  Wayne  Lin,  an  asset  allocation 
investment  strategist  at  Legg  Mason.  "That's  a  surefire  way  to  sell  low  and  buy  high." 

Adds  Citigroup's  Chief  Global  Equity  Strategist  Ajay  Kapur:  "We  like  to  buy  these  mar- 
kets when  there's  little  or  no  interest  in  them— when  they've  blown  up,  had  a  financial  crisis, 
when  people  are  shutting  down  these  offices,  swearing  that  they'll  never  invest  money  in  these 
countries  again.  In  1998,  when  Asia  blew  up,  those  were  great  times  to  buy" 

If  Kapur s  sentiment  is  right,  this  would  be  a  good  time  to  venture  abroad.  F 


Gain  in  Translation 


Over  the  past  five  years  the  Morgan 
Stanley  EAFE  Index,  measured  in 
local  currency,  barely  beat  the  price 
change  in  the  S&P  500.  In  dollar 
terms  the  EAFE  is  up  32%. 
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Follow  the  Money 


Recent  setbacks  aside,  AMG  Data 
Services'  net  cash  flow  figures  show 
the  flood  of  money  over  the  past 
five  years  into  foreign-stock  funds. 
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Stepping 
South  Of 
The  Border 

The  recent  slide  in  Latin  American  stock 
is  a  great  buying  opportunity,  says  Gonzalo 
Pangaro  of  T.  Rowe  Price.  By  Kerry  A.  Dolan 

LATIN  AMERICA'S  LARGEST  STOCK  MARKETS  HAVE  BEEN  ON  A  TEAR  SINCE 
2003,  thanks  to  falling  interest  rates,  lower  inflation  and  relatively  stable  cur- 
rencies in  the  region.  You  could  kick  yourself  for  missing  out  on  this  boom. 
The  Mexican  IPC  index  better  than  tripled  in  dollar  terms  from  January  2003 
through  early  May  this  year.  Brazils  Bovespa  index  was  up  sixfold. 
And  then  came  the  hiccup.  The  Brazilian  and  Mexican  markets  have  fallen  29%  and 
19%  in  dollar  terms  since  May  9  amid  a  broad  downturn  in  global  markets.  Investors, 
worried  about  inflation  and  higher  interest  rates,  have  sold  off  risky  assets,  and  just 
about  any  piece  of  paper  from  Latin  America  is  risky.  This  marked  the  worst  rout  in 
emerging  markets  since  the  1998  Asia-Russia  panic. 

But  the  fundamental  economic  picture  in  Brazil  and  Mexico  is  solid,  says  Gonzalo 
Pangaro,  who  runs  the  $1.5  billion  (assets)  T.  Rowe  Price  Latin  America  Fund,  which 
FORBES  rates  A  for  bull  market  performance  and  B  for  bear  markets.  "This  is  a  very  sig- 
nificant correction  that's  only  happened  a  handful  of  times  in  Latin  America.  It's  a  good 
buying  opportunity  for  long-term  investors,"  says  Pangaro,  a  37-year-old  Argentinean 
who  runs  the  fund  from  London.  Despite  double-digit  negative  returns  in  2000  and 
2002,  his  fund  has  had  a  good  run.  Five-year  annualized  total  return  is  22%.  The  no- 
load  fund's  expenses  run  $1.29  per  $100  in  assets,  not  bad  for  an  international  portfolio. 

Because  of  their  size  and  well-developed  markets,  Pangaro  finds  the  best  opportuni- 
ties in  Mexico  and  Brazil.  Chile  has  a  smaller  economy  with  good  growth,  but  Pangaro 
finds  stocks  there  largely  overpriced.  Argentina,  which  had  a  currency  crisis  in  2002  and 
defaulted  on  its  sovereign  debt,  still  suffers  from  excessive  government  control.  Oil-drunk 
Venezuela  is  led  by  the  left-wing  Hugo  Chavez,  who  has  little  respect  for  contracts  or  for- 
eign capital. 

Politics  are  not  a  threat  in  Pangaro's  top  two  countries.  Presidential  elections  are 
being  held  in  Mexico  on  July  2  and  in  Brazil  on  Oct.  1,  but  he  isn't  concerned  about  the 
outcome  in  either  In  Mexico,  he  says,  a  strong,  independent  central  bank  mitigates  the 
risk  after  a  possible  win  by  leftist  presidential  candidate  Andres  Manuel  Lopez  Obrador. 
As  for  Brazil,  he  expects,  another  four  years  of  the  current  president,  Luiz  Inacio  Lula  da 
Silva,  known  as  Lula.  Despite  his  own  sympathy  for  the  left,  Brazils  leader  has  calmed 
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business  with  his  respect  for  the  rule  of  law, 
his  fiscal  discipline  and  his  success  in  combat- 
ing inflation  (halved  to  6%  in  three  years). 

No  matter  who  becomes  Mexico's  next 
president,  the  country  is  held  back  by  costly 
regulations  and  a  convoluted  tax  structure  that 
are  unlikely  to  be  reformed  soon,  says  Pangaro. 
Result:  The  Mexican  economy  will  expand  at 
3%  to  4%  yearly,  less  than  the  region's  5%. 

So  Pangaro  invests  in  sectors  growing 
faster  than  the  overall  economy.  One  is 
mobile  telecom.  His  largest  Mexican  holding 
is  America  M6vil,  which  owns  cellular  opera- 
tors in  Mexico,  Brazil  and  1 1  other  countries 
in  Latin  America,  making  it  the  biggest  cell 
phone  operator  on  the  continent.  America 
M6vil  earned  $3  billion  on  $17.2  billion  in 
revenues  in  2005. 

Pangaro  expects  mobile-phone  penetra- 
tion in  Latin  America  to  grow  from  the  cur- 
rent 40%  to  as  high  as  65%  over  the  next  three 
to  five  years,  providing  plenty  of  growth 
opportunity.  Following  a  26%  decline  in  the 
stock  since  early  May,  the  company  trades  at  16  times  what 
Thomson  IBES  records  as  expected  2006  earnings. 

Another  fast-growing  sector  in  Mexico  is  housing.  Govern- 
ment housing  finance  groups  and  Mexican  commercial  banks 
have  begun  offering  mortgages  in  recent  years,  enabling  more  of 
the  proletariat  to  own  homes.  Pangaro  likes  Urbi  Desarrollos 
Urbanos,  which  builds  a  mix  of  low-income  and  middle-class 
housing.  The  stock  trades  at  15  times  2006  expected  earnings. 

The  commodities  boom  makes  two  Brazilian  stocks  particu- 
larly attractive.  Pangaro  likes  Companhia  Vale  do  Rio  Doce,  known 
as  CVRD,  a  mining  and  metals  giant  that  benefited  from 


The  Forbes  Global  High  Performers,  a  carve-out  of  the  Forbes  Global  2000— the 
world's  biggest  companies  measured  by  sales,  profits,  assets  and  market  value — 
excel  in  growth,  profits  and  return  to  shareholders.  The  selection  below  passed 
additional  stock  screens.  Go  to  www.forbes.com  for  more. 


COMPANY/COUNTRY/INDUSTRY 

ESTIMATED 

EPS 
GROWTH1 

1-YEAR 
TOTAL 

nrn  IBM 

RETURN 

2006 
EST  P/E 

Wipro/lndia/business  services  &  supplies 

24% 

10% 

30 

Matsushita  Electric  Indl/Japan/consumer  durables 

17 

31 

41 

Femsa/Mexico/food,  drink  &  tobacco 

17 

31 

15 

Telenor/Norway/telecom  services 

16 

45 

12 

Luxottica  Group/Italy/household  &  personal  products  16 

23 

23 

Novo  Nordisk/Denmark/drugs  &  biotech 

16 

18 

19 

United  Overseas  Bank/Singapore/banking 

14 

14 

12 

SAP/Germany/software  &  services 

14 

24 

28 

PetroChina/China/oil  &  gas  operations 

12 

48 

9 

Continental/Germany/consumer  durables 

12 

43 

11 

Price  and  return  as  of  June  16.  'Annualized;  over  next  three  to  five  years.  Sources:  Bloomberg 
Financial  Markets;  FT  Interactive  Data,  Thomson  IBES  and  Worldscope  via  FactSet  Research  Systems. 


The  Latin  Lovers 


These  fine  companies  from  Latin  America's  two  biggest  economies,  Brazil  and 
Mexico,  have  sterling  potential. 


COMPANY/COUNTRY/INDUSTRY 

PRICF 

52-WEEK 
RECENT  HIGH 

MARKET 
2006  VALUE 
EST  P/E  (SBIL) 

America  MovilVMexico/telecom 

S30.25  $41.25 

16  $54.7 

Banco  ItauVBrazil/banking 

25.28  36.30 

10  27.7 

Grupo  Financier©  Banorte/Mexico/banking 

232  2.93 

9  4.7 

Lojas  Renner/Brazil/retailing 

45.08  64.03 

19  1.1 

Petrobras-Petroleo  BrasilVBrazil/oil  &  gas 

79.07  10745 

7  86.7 

TAMVBrazil/airline 

23.05  28.77 

10  3.3 

Urbi/Mexico/home  buildinq 

2.22  3.03 

15  2.0 

Vale  do  Rio  DoceVBrazil/metais 

21.79  29.10 

8  50.2 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  16.  'Trades  in  the  U.S.  as  an  ADR. 
Sources:  Bloomberg  Financial  Markets;  FT  Interactive  Data,  Thomson  IBES  and  Worldscope  via 
FactSet  Research  Systems. 

a  71%  increase  in  iron  ore  prices  last  year  and  a  19%  rise  this  year. 
It  competes  with  the  likes  of  the  British-Australian  giants  Rio  Tinto 
and  BHP  Billiton,  but  following  a  25%  drop  in  the  stock  price  since 
May,  it  trades  at  8  times  this  years  expected  earnings  compared  to 
13  for  BHP. 

The  other  commodities  play  is  Petroleo  Brasileiros,  or  Petrobras. 
Despite  the  fact  that  the  Brazilian  government  still  owns  a  chunk  of 
this  huge  integrated  oil  company,  Petrobras  is  very  well  run.  It  is  a 
leader  in  offshore  exploration  and  production,  which  has  helped  Petro- 
bras keep  production  growing  at  nearly  double-digit  rates.  The  stock 
has  fallen  26%  since  early  May  to  seven  times  this  year's  expected 
profits.  Compare  ExxonMobil  at  ten  times. 

Economic  prosperity  and  lower  inflation 
have  enabled  more  Brazilians  to  travel  by  air. 
The  formerly  state-owned  carrier,  Varig,  is 
badly  run,  bankrupt  and  on  the  auction 
block.  One  airline  that's  benefited  from 
Varig's  woes  is  TAM,  the  country's  largest. 
It  trades  at  ten  times  this  year's  expected 
earnings. 

Brazilian  banks  are  thriving  as  lending 
activity  has  picked  up.  There's  still  plenty  of 
room  to  grow.  Bank  loans  in  Brazil  amount 
to  35%  of  gross  domestic  product,  com- 
pared with  60%  in  most  other  emerging 
markets,  says  Pangaro.  He  likes  Banco  Itaii, 
which  is  expanding  its  consumer  loan  book 
at  40%  a  year  and  increasing  its  overall  loan 
portfolio  at  a  20%  clip.  Banco  Itau  trades  at 
ten  times  expected  earnings.  F 
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You've  always  understood  what  it  takes  to  get  your 
Company  tO  the  top,  and  it's  not  an  elevator. 


Thatthejoy  of  outperforming  your  competition 

rises  from  the  challenge  of  outdoing  yourself. 

That  the  best  way  to  make  your  company  stand  out  is  by 
never  holding  anything  back. 

You've  always  had  an  acute  sense  of  what  it 
takes  to  move  your  company  forward. 


Which  is  the  reason  you  trust  a  bank  that 

thinks  in  the  same  direction. 


When  it  comes  to  leading  your  company,  you  know  that  the  top  of  the 
heap  is  never  arrived  at  via  the  middle  of  the  road.  Fortunately,  that 
goes  for  choosing  a  bank,  too.  That's  why  more  and  more  decision 
makers  like  you  are  deciding  on  KeyBank  for  the  industry  knowledge, 
insight  and  innovative  thinking  needed  to  help  your  companies  move 
in  the  right  direction.  Which,  in  your  case,  would  be  forward. 

Achieve  anything.  

Call  1-800-KEY6070,  or  visit  Key.com/corporate 

KeyBank 


All  loans  subject  to  credit  approval.  Key.com  is  a  federally  registered  trademark 
of  KeyCorp. 

©2005  KeyCorp 


Betting  Against  the  Dollar 

Maybe  Warren  Buffett  is  right  that  trade  deficits  will  sink  the  U.S. 
currency.  There  are  a  lot  of  ways  to  make  this  bet.  By  Matthew  Swibel 


THE  DOLLAR  IS  WEAK,  DEFINITELY  NOT  GOOD  NEWS 
if  you  are  traveling  overseas.  That  Hermes  scarf  bought 
in  Paris  costs  an  American  7%  more  than  it  did  Jan.  1. 
The  euro  is  hovering  at  52-week  highs.  Investors,  how- 
ever, can  ride  this  trend  to  their  advantage.  The  ever- 
canny  Warren  Buffett  has  taken  huge  bets  against  the  dollar,  both 
by  shorting  the  currency  in  futures  contracts  and  by  buying  for- 
eign stocks.  For  a  while  last  year  the  antidollar  play  looked  dumb, 
but  this  year  it  looks  clever. 

The  case  made  by  the  dollar  bears  hangs  on  our  balance-of- 
payments  deficit  ($809  billion  over  the  last  four  quarters).  When 
foreigners  who  are  now  stockpiling  dollar  assets  like  Treasury 
notes  tire  of  them,  so  goes  the  argument,  they  will  unload  dollars, 


and  dollars  will  sink  like  stones  in  the  currency  markets.  Emergin 
Asian  economies  are  under  pressure  from  trade  partners  to  alio' 
their  currencies  to  appreciate.  The  incoming  Treasury  secretar 
Henry  Paulson,  seems  to  embrace  a  weaker  dollar,  to  make  Amei 
ican  goods  more  competitive  abroad. 

You  don't  have  to  be  a  billionaire  to  speculate  against  our  cui 
rency.  Frank  H.  Randall  Jr.,  77,  invests  to  preserve  something  fc 
his  grandchildren.  He  has  put  $80,000,  or  10%  of  his  portfolio,  int 
foreign  currencies.  Says  Randall,  a  former  electronics  engineer  an 
two-term  Colorado  state  legislator,  "The  U.S.  is  printing  money ; 
the  speed  of  light,  and  it's  scary.  I  worry  more  about  the  risk  oi 
country  is  taking  than  the  risk  I  am  taking." 

Randall  has  divided  his  antidollar  portfolio  amon 
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With  Sybase®  software,  Hyundai  Department  Stores  created 
a  point-of-sale  solution  that  eliminates  cash  registers  and: 

|   j  Processes  credit-card  transactions  from  anywhere  in  the  store 
[j  Reduces  total  point-of-sale  hardware  costs  by  40% 

Greatly  improves  sales  tracking  across  the  13-store  network 

A/ant  to  see  the  future  of  retail?  Where  customers  receive  personalized  shopping  experiences.  And  in  return,  show  their  loyalty  through  more  return 
/isits  and  higher  purchase  totals.  It's  happening  now  at  Hyundai  Department  Stores  in  South  Korea. Thanks  to  Sybase  Adaptive  Server®  Anywhere 
and  SOL  Anywhere*  software,  this  13-store  chain  has  an  information  edge  that  enables  salespeople  to  better  assist  customers,  check  inventories 
and  capture  signatures  on  the  spot.  It's  changed  the  way  customers  view  Hyundai.  And  it's  causing  many  companies  to  view  Sybase  software  as 
something  they  can't  live  without,  www.sybase.com/infoedge10 

lopynght  ©2006  Sybase,  Inc  All  rights  reserved  Sybase,  the  Sybase  logo,  Adaptive  Server  and  SQL  Anywhere  are  trademarks  of  Sybase,  Inc.  •  indicates  registration  in  the 
Jnrted  States  of  America  All  product  and  company  names  are  trademarks  of  their  respective  owners. 


Sybase 


Winning  Against  a  Weak  Dollar 


Since  the  start  of  2006  several  foreign  currencies  have  strengthened  against  the  dollar.  For  example,  at  the  end  of  last  year,  41 

Thai  baht  equaled  one  dollar.  The  recent  exchange  rate:  38.5  baht  per  dollar.  


qn    Currencies  indexed  against  the  dollar,  so  that  12/31/05=100. 
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certificates  of  deposit  denominated  in  the  Thailand  baht,  in  the 
Norwegian  krone  and  in  a  blend  of  currencies  (the  euro,  the 
British  pound  and  the  Australian  and  New  Zealand  dollars).  He 
opened  his  account  in  March,  and  since  April  this  collection  of 
CDs  has  delivered  Randall  a  6.6%  return,  with  1.9%  coming  from 
interest  and  the  rest  from  an  appreciation  in  the  value  of  the  for- 
eign currencies  against  the  U.S.  dollar. 

EverBank  Financial  of  Jacksonville,  Fla.  offers  depositors  CDs 
in  15  currencies  and  overnight  accounts  in  18.  Don't  expect  a 
handsome  interest  rate.  Five  of  the  most  promising  foreign  CDs, 
say  EverBank  officials,  have  interest  rates  below  the  5%  you  can 
get  on  a  one-year  CD  in  the  U.S.  (see  table,  below  left).  In  fact,  the 
Swiss  CD  offers  no  interest  because  that  small,  perennially  neutral 
European  nation,  a  traditional  haven  of  capital  and  an  icon  of  sta- 
bility, is  seen  as  the  epitome  of  safety. 

EverBank  has  gathered  up  $900  million  for  its  foreign 
currency  accounts,  which  are  protected  by  deposit  insurance. 
EverBank's  spread  of  0.75%  is  less  than  one 


percentage  point  from  the  midpoint  of  the  institutional  bid/ask 
spread  for  your  purchase  and  selling  prices. 

Tax  treatment:  Your  net  interest  is  taxable  as  ordinary  income. 
Gains  or  losses  on  converting  the  CD  back  into  dollars  are  capital 
gains  and  losses,  eligible  for  the  15%  federal  rate  if  the  CD  is  held 
for  at  least  a  year  and  a  day.  (EverBank's  one-year  CD  does  qualify 
as  long  term.) 

Charles  Butler,  president  of  EverBank  World  Markets,  is  a  fan 
of  the  Swiss  franc.  It  has  climbed  5%  against  the  dollar  since  April 
and  historically  does  well  during  dollar  panic:  It  was  up  20%  in 
2002,  a  post-Sept.  1 1  reaction.  Like  the  European  Central  Bank, 
the  Swiss  central  bank  is  raising  rates.  That  could  damage  the 
Swiss  franc  value  of  a  long-term  CD  but  presumably  will  help  prop 
up  the  value  of  the  franc  on  the  currency  exchanges. 

The  Swedish  krona  one-year  CD  carries  a  yield  of  0.75%.  But 
inflation  in  Sweden  is  only  1 .6%,  and  the  central  bank  is  deter- 
mined to  keep  it  low. 

If  you  want  a  speculative  play,  buy  Mexican  pesos  for  a  yield  of 


f  Buying  Money 

Currency-Related  Funds 

All  of  EverBank's  single  foreign  currency  CDs 
require  a  minimum  balance  of  $10,000.  The 
following  CDs  mature  in  six  months. 

Another  way  to  try  to  make  dollar  moves  work  in  your  favor  is  by 
investing  in  funds  that  track  currencies.  This  past  June  Rydex  launched 
six  currency  exchange-traded  funds,  three  of  which  are  in  the  list  below. 

ANNUAL  %  TOTAL 
FOREIGN  CURRENCY  CDS        YIELD1  RETURN2 

1-YEAR      ASSETS  ANNUAL 
TOTAL       5/31/06  EXPENSES 
FUND                                                    RETURN      (SMIL)     PER  $100 

Mexican  peso                   4.81%  -3.2% 

Norwegian  krone                1.25  8.8 

Franklin  Templeton  Hard  Currency  Fund1          6.3%        $291  $1.19 

Swedish  krone                   0.50  7.5 

Merk  Hard  Currency  Fund                            7.7           28           1 JO 

Swiss  franc                       0.00  5.8 

Rydex  Franc  Fund2                                    NA           123  0.40 

Thai  baht                          3.53  2.0 

Rydex  Krona  Fund2                                   NA           213  040 

'EverBank  calculates  this  figure  by  annualizing  the 
three-month  interest  rate  of  the  CD.  'Translated  into 
dollars,  with  interest  added  and  expenses  subtracted, 
midway  through  one-year  term.  Sources:  EverBank 
Financial  Corp;  FT  Interactive  Data  and  Morgan  Stanley 
Capital  International  via  FactSet  Research  Systems. 

Rydex  Peso  Fund2                                     NA           13*  0.40 

Return  as  of  June  16.  '2.25%  upfront  load.  2Exchange-traded  funds,  launched  June  20. 
Represents  seed  money.  NA:  Not  applicable.  Sources:  Upper;  FT  Interactive  Data  via 

FactSet  Research  Systems. 
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4.8%,  at  some  risk  that  this  historically 
shaky  currency  will  suffer  a  collapse  before 
you  can  get  your  dollars  back.  The  peso 
was  the  subject  of  large  devaluations  in 
1976  and  1994.  One  worry:  What  will  hap- 
pen if  and  when  oil  prices  drop,  says  David 
Watt,  senior  economist  at  BMO  Capital 
Markets.  He  expects  the  peso  to  rise  2% 
against  the  dollar  this  year  but  to  recede 
again  in  2007,  along  with  oil. 

Aside  from  certificates  of  deposit,  there 
are  several  mutual  funds  that  track  multi- 
ple currencies.  They  run  up  annual 
expenses  of  $1.19  to  $1.30  per  $100  of 
assets.  Six  country-specific  exchange- 
traded  funds  that  Rydex  just  launched  in 
late  June  will  have  expenses  of  0.4%.  Rydex 
has  had  a  euro  ETF  in  place  since  Decem- 
ber 2005  (see  table,  p.  146). 

For  those  seeking  Asian  exposure,  an 
alternative  is  currency  notes,  trading  like  a 
preferred  stock  on  the  American 
Exchange,  from  Citigroup  Global  Markets 
Holdings.  Called  principal-protected  notes, 
these  things  hold  a  melange  of  the  South 
Korean  won,  Thai  baht,  Indian  rupee  and 
Taiwan  dollar. 

If  you  have  a  lot  of  bucks,  consider 
holding  currency  futures  on  the  Chicago 
Mercantile  Exchange.  The  British  pound 
contract,  for  example,  is  a  bet  on  $1 14,000 
worth  of  the  currency.  To  avoid  the  risk  of 
a  margin  call,  deposit  that  entire  sum  in 
your  futures  account  in  the  form  of  Trea- 
sury bills.  You  collect  5%  interest  on  the 
bills  plus  a  gain  or  loss  on  the  pounds. 
The  round-trip  commission  on  a  single 
contract  might  be  $7.20;  the  bid/ask 
spread  another  $12.50.  Another  broker 
quoted  $33  for  the  commission  plus  the 
bid/ask  spread.  Gains  on  the  future  are 
taxed  at  a  blended  rate  of  a  maximum 
23%,  says  Robert  A.  Green,  a  CPA,  in  New 
York,  specializing  in  taxes  for  traders  and 
hedge  funds.  In  selecting  a  maturity,  you 
have  a  tradeoff  between  liquidity  (lots  of 
contracts  outstanding)  and  the  cost  of 
rolling  over  frequently.  For  the  best  liq- 
uidity, David  Schulz  of  the  Chicago  Merc 
recommends  selecting  a  maturity  three 
months  out. 

Beware  of  currency  charlatans.  John 
Bartowski,  a  high  school  principal  from 
Moses  Lake,  Wash.,  invested  $5,000  with 


Starting 
charitable  v 
foundation. 


Managing  her  d 
new  business.  1 


Saving  for 
second  home. 


You  and  your  financial  needs  are 
unique.  Raymond  James  financial 
advisors  understand  that.  In  addition 
to  one  of  the  most  comprehensive 
ranges  of  financial  services  anywhere, 
they  have  complete  freedom  to  offer 
unbiased  advice  that's  right  . for  you. 
That's  a  promise  from  one  of  the  first 
firms  to  focus  on  individual  financial 
planning.  And  it's  why  some  of  the  best 
advisors  have  chosen  to  work  with  us. 
There's  a  culture  of  independence  here. 
One  that's  focused  on  the  individual. 
One  that  works. 


RAYMOND  JAMES 

Individual  solutions 
from  independent  advisors'" 


Dmething  called  Gibraltar  Monetary  of 
oca  Raton,  Fla.;  it  claimed  he  could 
arn  up  to  300%  from  the  euro.  Bar- 
>wski  basically  lost  it  all,  as  did  260  of 
s  273  investors.  Since  2001  the  Com- 
lodity  Futures  Trading  Commission 


has  won  $300  million  in  restitution  and 
civil  penalties  from  90  enforcement 
actions  brought  against  hundreds  of 
firms,  owners  and  employees  for 
defrauding  27,000  customers  in  forex 
schemes.  F 


THE  HARDEST  CURRENCY  OF  ALL 


B 


uying  euros,  yen  or  the  Swiss 
franc  isn't  the  only  way  to  bet 
against  the  dollar.  You  could, 
instead,  buy  a  really  hard  asset — a 
precious  metal. 

Peter  Sch iff,  president  of  Euro  Pacific 
Capital  in  Darien,  Conn.,  recommends 
two  ETFs:  StreetTracks  Gold  Trust  and 
iShares  Comex  Gold  Trust.  These  funds 
hold  physical  gold  bullion,  and  the 
shares  reflect  the  price  of  gold  less  the 
trust  expenses.  The  funds  trade  on  the 
NYSE  and  the  Amex,  respectively,  and 
they  both  shave  off  annual  fees  near 
0.4%.  For  smaller  investors 
such  costs  are  quite  compet- 


itive with  the  alternative,  which  would 
be  gold, futures  on  the  Comex,  con- 
stantly rolled  over  as  they  mature. 
Gains  on  the  ETF  are  taxed  only 
when  you  exit,  but  at  a  maximum 
rate  of  28%  rather  than  the  15% 
long-term  capital  gains  rate. 
Gains  on  futures  are  taxed  every 
year,  whether  you  sell  or  not, 
and  are  considered  40%  short 
term  (at  ordinary  income  rates). 

Gold,  let's  not  forget,  is  a  lot  riskier 
than  mainstream  currencies.  At  $436  a 
troy  ounce  a  year  ago,  it  lurched  to  $715 
in  May  and  is  now  back  to  $581 .  If  volatil- 
ity doesn't  bother  you,  another  option 
is  the  iShares  Silver  Trust,  which  launched 
in  April  to  much  fanfare,  but  is  down 
26%  thus  far.  The  silver  market  is  much 
smaller  than  the  market  for  gold,  so  price 
swings  are  common.  At  $7.30  per  ounce 
12  months  ago  silver  nearly  hit  $15  in 
May  and  is  now  hovering  around  $10. 

Both  precious  metals  tend  to  be  dam- 
aged by  rises  in  interest  rates.  Once  the 
Federal  Reserve  stops  raising  interest 
rates,  says  J.D.  Steinhilber,  president  of 
Agile  Investments,  an  ETF  investment 
adviser  in  Nashville,  gold  should 
resume  its  climb.     — Megan  Johnston 


When  Only  Gold  or  Silver  Will  Do 


Investing  in  precious  metals  is  fraught  with  risks,  butAthese  three  exchange- 
traded  funds  have  two  advantages:  low  expenses  and  low  commissions. 


PRICE 

1-YEAR 

ANNUAL 

52-WEEK 

TOTAL 

EXPENSES 

FUND 

RECENT  HIGH 

RETURN 

PER  $100 

iShares  Comex  Gold  Trust 

$57.69  $72.32 

32.8% 

$0.40 

iShares  Silver  Trust 

102.90  152.50 

-25.51 

0.50 

StreetTracks  Gold  Trust 

57.68  72.26 

32.7 

0.40 

Prices  and  returns  as  of  June  16.  'Less  than  one  year  since  inception.  Sources:  Bloomberg  Finan- 
cial Markets;  FT  Interactive  Data  via  FactSet  Research  Systems;  fund  fact  sheets  and  prospectuses. 
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Do-lt-Yourself 
International  Indexing 

The  EAFE  Index  is  a  lopsided  bet  on  Japan  and  Britain. 
You  might  do  better  with  a  more  broadly  diversified 
collection  of  country-specific  funds.  By  Carl  Delfeld 


w 


[HAT'S  your  benchmark  for  foreign 
stocks?  If  you  are  like  most  investors,  it's  Mor- 
gan Stanley's  Europe,  Australia  and  Far  East 
Index.  Better  known  as  EAFE,  the  index  covers 
21  foreign  countries  and  1,200  common 
stocks.  You  can  own  the  index  by  buying  an  EAFE  fund  such  as 
the  Merrill  Lynch  International  Index.  But  this  kind  of  passive 
investing  may  be  a  little  too  passive.  It  leaves  you  at  the  mercy  of 
the  country  weightings  built  into  the  index. 

The  version  of  EAFE  commonly  used  in  the  investment  com- 
munity weights  countries  on  the  size  of  their  stock  markets.  This 
forces  an  EAFE  fund  to  allocate  49%  of  its  assets  to  Japan  and  the 
U.K.  The  allocation  to  the  far  more  dynamic  economy  of 
Ireland  (see  story,  p.  154)  is  only  0.8%;  Austria  gets  0.5%. 

What  about  buying  an  actively  managed  fund?  You'll  pay 
a  lot  more  for  it  than  for  an  index  fund,  and  you'll  still  run 
the  risk  of  a  lopsided  portfolio,  one  that  shares 
the  big-market  bias  of  the  index.  Most  international 
equity  managers  will  hug  the  index's  country 
weightings  or  deviate  from  them  only  slightly. 

This  state  of  affairs  presents  the  independent- 
minded  investor  with  an  opportunity  to  beat  the 
averages.  Buy  index  funds  within  each  market,  but 
weight  your  countries  according  to  their  price 
levels  (P/E  multiples,  that  is),  degree  of  govern- 
mental fiscal  discipline,  growth  potential,  capital 
flows,  currencies  and  pace  of  market  reforms. 

An  excellent  investment  tool  for  implement- 
ing this  strategy  involves  the  22  country-specific 
exchange-traded  funds  that  go  under  the  iShares 
banner.  These  ETFs,  sponsored  by  Barclays  Global 
Investors,  have  a  combined  $193  billion  of 
investor  money.  Among  the  22:  Japan's  iShares, 
containing  281  stocks  selected  to  track  the  Nikkei 
225  index;  Singapore's,  with  42  stocks;  and 
Switzerland's,  with  39. 

Before  deciding  which  countries  to  buy,  you 
can  look  under  the  hood  of  an  ETF  by  going  to  its 
Web  site.  Three  of  the  five-largest  holdings  in  the 
Singapore  iShares  are  in  banking.  If  you  don't  like 
banking,  underweight  that  country. 


A  Little  of  Each 

Try  this  mix:  a  10% 
weighting  to  each  of 
the  first  nine  ETFs 
below  and  5%  to  each 
of  the  last  two. 

ISHARES 
FUND 

1-YEAR 
TOTAL 
RETURN 

Australia 

15.6% 

Austria 

22.3 

Brazil 

45.0 

Canada 

26.1 

China 

31.0 

Germany 

21.1 

Japan 

26.3 

Singapore 

17.6 

Switzerland 

22.4 

Hong  Kong 

11.2 

Malaysia 

6.3 

Return  as  of  June  16. 
Source:  FT  Interactive  Data 
via  FactSet  Research 
Systems. 

Annual  fees  for  country  iShares  range  from  50  to  74  cent 
per  $100  in  assets.  Compare  those  figures  with  the  Class 
shares  of  the  Templeton  Foreign  Fund,  which  carry  annua 
expenses  and  12b- 1  fees  for  marketing  totaling  $1.40  per  $10) 
in  assets  and  a  5.75%  upfront  sales  charge.  In  cost  iShares  riva 
mutual  funds  from  the  dirt  cheap  Vanguard  Group,  whose  Tota 
International  Stock  Index  Fund  (which  tracks  other  MSC 
indexes,  but  not  the  EAFE)  costs  31  cents  per  $100  annually  anc 
also  has  a  2%  redemption  fee  (proceeds  revert  to  the  fund)  fo 
holdings  of  less  than  two  months. 

With  ETFs,  there's  no  redemption  fee;  the  discount  broker 
age  commission  on  100  iShares  Australia  is  $7,  or  0.3%.  More 
important,  iShares  have  not  distributed  any  capital  gain 
during  the  past  four  years.  Exchange-traded  funds  trade 
like  stocks,  so  you  can  buy  and  sell  them  throughout  the 
trading  day.  You  can  also  use  risk-management  tools  like 
trailing  stop-loss  orders  or  options.  Sponsors  dc 
not  hedge  ETFs  against  the  dollar,  which  mean: 
currency  swings  can  work  for  or  against  you. 

Which  iShares  are  attractive?  The  Austriar 
iShares  are  an  excellent  way  to  take  a  stake  ir 
low-P/E  eastern  European  markets.  Singapore 
and  Hong  Kong  allow  you  to  bet  on  China's 
economic  growth.  Australia  represents  a  well- 
developed  and  diversified  economy  at  the  hearl 
of  Asia-Pacific  growth  and  now  capitalizing  on 
the  commodity  booms.  Switzerland  is  a  safe 
haven  in  times  of  instability,  and  Canada 
provides  an  energy  play. 

To  tap  into  the  high  growth  rates  of  emerging 
markets  consider  the  iShares  of  countries  such  as 
Brazil  and  Malaysia.  For  countries  that  do  not  yet 
have  an  ETF,  reasonable  proxies  are  closed-end 
funds  like  the  Morgan  Stanley  India  Investment 
Fund,  the  Indonesia  Fund  and  the  Thai  Capital 
Fund.  Use  these  emerging  markets  in  your  port- 
folio as  you  would  spices  in  a  cake — small  doses 
are  best.  F 


Carl  Delfeld,  head  ofChartwellETFadvisor.com,  is  a 
columnist  for  FORBES  ASIA 
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!   Jonathan  Rose,  President, 
The  Capital  Gold  Group, 


1EANS  SAFETY  IN  ANY  LANGUAGE  I  SSSSS 


omewhere  on  the  planet  at  any  time  of 
day  or  night  a  current  market  price  for 
^J/  gold  is  being  set.  Gold  is  accepted  as  the 
iversal  safe  investment.  Here,  Jonathan  Rose, 
recious  metals  investment  strategist  and 
sident  of  The  Capital  Gold  Group,  discusses 
ernational  events  and  the  gold  market. 

YJhy  are  investors  around  the  world  turning  to  gold? 
hey're  looking  for  safety.  Investors  worldwide  are  nervous  about  the 
icial  condition  of  the  United  States.  The  mounting  deficits,  the  pro- 
ed  Iraqi  conflict  and  the  effect  of  high  oil  prices  on  an  oil-dependent 
lomy  are  making  people  reconsider  their  dollar-based  holdings, 
se  fears  cause  the  dollar  to  lose  value.  Your  dollar-based  investments 
be  worth  less  tomorrow  than  they  were  worth  yesterday.  So, 
stors  are  starting  to  look  at  alternative  investments  that  will  preserve 
■  buying  power,  and  many  are  turning  to  gold  in  physical  form. 

low  extensive  is  this  concern  about  the  U.S.  economy? 
grows  daily.  For  example,  at  the  close  of  the  first  quarter,  foreign 
ral  banks  slowed  their  purchases  of  U.S.  Treasury  bonds  for  the 
time  in  six  months.  Up  to  this  point,  countries  like  China  and 
n  have  been  willing  to  fund  the  U.S.'s  growing  borrowing  needs, 
fact  that  they're  no  longer  so  enthusiastic  isn't  good, 
barren  Buffett  has  also  expressed  concerns.  He  told  shareholders  at 
3erkshire  Hathaway  annual  meeting  in  May  that  he  is  focusing  on 
ng  companies  that  derive  a  large  portion  of  their  earnings  from  out- 
the  U.S.  And  he  means  it.  Earlier  in  the  year,  he  made  a  $4  billion 
eli  company  that  makes  metal 


Just  two  months  ago,  U.S.  Representative  Ron  Paul  of  Texas  wrote 
in  his  weekly  column  that  the  rising  gold  price  represented  a  vote  of  no 
confidence  —  and  those  are  his  words  —  in  the  ability  of  Congress  to 
control  the  deficit  and  get  things  on  the  right  track  financially. 

Q:  How  can  individual  investors  preserve  their  wealth? 
A:  Diversification.  One  of  the  best  ways  to  do  that  is  to  allocate  a 
portion  of  your  assets  for  investment  in  gold  coins  and  bullion  bars.  At 
The  Capital  Gold  Group,  we  have  dedicated  research  staff  tracking  and 
analyzing  global  precious  metals  markets.  We  use  that  information  to 
create  a  portfolio  of  gold  products  that  suits  an  investor's  objectives  and 
to  monitor  your  holdings  going  forward.  We  deliver  your  purchases  by 
insured  courier  so  that  you  have  possession  of  your  money.  And,  when 
you're  ready  to  liquidate,  we  guarantee  that  we'll  buy  your  gold  back 
at  full  market  value.  Maybe  that's  why  The  Capital  Gold  Group  is 
considered  America's  number-one  precious  metals  company.  S 

MAKE  GOLD  PART  OF  YOUR  PORTFOLIO 

CALL  1-800-510-9594. 

JUST  FOR  FORBES  READERS 
Make  a  gold  purchase  and  we  will  add  a  free 
gold  coin  to  your  portfolio.  Please  mention 
code  FB-72406  when  you  contact  us. 


The  Capital  Gold  Group 
www.safeasgold.com 
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An  Olympics  Play 

China's  travel  industry  desperately 
needs  an  upgrade.  What  companies 
will  supply  it?  By  Russell  Flannery 


A 


MAN  NEVER  LOST  FOR  A  LIVELY  QUOTE,  CHINESE 
tyrant  Mao  Zedong  once  noted:  "A  mess  can  be  a 
great  thing."  So  it  is  with  travel  in  modern  China. 
Chaos  reigns.  At  overcrowded  Beijing  Capital 
k  International  Airport  domestic  flights  rarely  leave 
on  time  and  delayed  travelers  can't  find  a  seat  in  the  waiting  room. 
In  Chinas  biggest  cities,  highways  and  streets  alike  are  crammed. 

In  this  mess  lies  business  opportunity.  Rising  incomes,  the 
popularity  of  tourism  and  Chinas  hosting  of  international  events 
like  the  2008  Beijing  Summer  Olympics  will  keep  the  country  one 
of  the  worlds  fastest-growing  travel  and  tourism  markets  for  years 
to  come.  The  World  Travel  &  Tourism  Council  predicts  8.7% 
annual  growth  until  2016,  at  which  point  China  will  be  second  in 
the  world  only  to  the  U.S.  as  the  worlds  number  one  tourism  mar- 
ket, worth  $354  billion.  "The  Chinese  in  the  new  millennium  are 
the  equivalent  of  the  Japanese  in  the  late  1980s,"  says  Spencer 
White,  an  investment  strategist  at  Merrill  Lynch  in  Hong  Kong. 

That's  not  a  blank  check  to  buy  Chinese  stocks.  Global  hotel 
brands,  not  Chinese  operators,  dominate  the  five-star  market. 
Mainland-listed  stocks  are  difficult  for  foreign  individu 
als  to  buy  because  of  restrictions  and  red  tape.  So 
investors  should  be  prepared  to  cast  a  wide  net, 
looking  to  participate  via  shares  listed  in  Hong  Kong 
or  even  the  U.S.,  says  White. 

Airports  are  a  good  place  to  start,  because  spend- 
ing on  infrastructure  is  growing  so  quickly.  China  plans 
to  open  about  40  airports  in  the  next  five  years;  state 
media  says  it  expects  another  30  in  the  following  decade. 

A  likely  winner  is  Hong  Kong  Aircraft  Engi- 
neering, one  of  Asia's  largest  aircraft-maintenance 
companies.  Cathay  Pacific  Airways  of  Hong  Kong 
owns  27%  of  Hong  Kong  Aircraft,  which  posted  a 
41%  gain  in  profit  in  U.S.  dollars  last  year  and  trades 
at  21  times  projected  2006  profit. 

Airlines  face  a  lot  of  risk  because  of  high  fuel 
prices,  but  among  the  main  Chinese  carriers,  China 
Southern,  based  in  Guangzhou,  is  attractive  for  its 
international  routes,  whose  customers  are  less  price- 
sensitive.  Be  aware,  though,  that  like  many  of  the 
world's  airlines,  this  one  is  operating  at  a  loss. 

TravelSky  Technology,  partly  owned  by  a  state- 
controlled  investment  company  in  Shanghai, 
operates  China's  largest  air-travel-reservation 
network.  The  appeal  of  TravelSky  according  to 


Goldman  Sachs:  It  is  not  directly  exposed  to  oil  prices.  And  fo 
now  it  has 'a  monopoly  in  the  business. 

Beijing  Capital  International  Airport  was  ranked  fourteenth  Li 
the  world  last  year  by  passenger  volume.  You  can  buy  shares  in 
on  the  Hong  Kong  exchange,  at  18  times  projected  2006  profil 
Airport  equipment  suppliers  are  another  angle.  FKI,  a  London 
listed  manufacturer  of  baggage-handling  equipment,  may  benefi 
from  new  airport  construction,  says  Harry  Philips  of  Williams  di 
Broe,  who  follows  the  company  in  London. 

China's  hoteliers  are  already  rubbing  their  hands  with  glee  ove: 
the  Olympics.  In  June  authorities  said  that  they  will  let  inns  raist 
their  rates  by  as  much  as  160%.  Five-star  hotels  will  charge  ar 
average  $353  per  room,  according  to  the  government-publishec 
China  Daily.  For  now  the  few  public  hotel  companies  based  in  Chin; 
do  not  have  overseas  listings.  Two  economy  chains  to  watch  foi 
possible  foreign  listings  later  this  year  are  Jinjiang  International  anc 
Home  Inns.  Among  Hong  Kong-listed  firms,  Shangri-La  Asia,  ar 
Asian  luxury  hotel  chain  controlled  by  Malaysia  billionaire  Rober 
Kuok,  has  four  hotels  in  Beijing.  Hongkong  &  Shanghai  Hotels,  50% 
owned  by  billionaire  Michael  Kadoorie,  is  also  likely  to  prosper  as 
travel  booms  in  Asia.  Merrills  White  recommends  both  stocks. 

Another  investment  angle:  travel  booking.  Nasdaq-listed 
CTrip.com  International  is  the  gold  standard  in  China;  first- 
quarter  net  rose  26%  in  U.S.  dollars  from  the  prior  year.  CTrip.com 
trades  at  46  times  projected  2006  profit.  China  Travel  International, 
a  state- run  outfit  listed  in  Hong  Kong  that  runs  tourism  agencies 
and  entertainment,  goes  for  13  times  projected  2006  earnings.  One 
other  travel  firm  that's  been  hurt  by  oil  prices  but  may  eventually 
recover  is  Star  Cruises,  the  world's  third-largest  cruise  line. 


Mass  Transit 


Analysts  expect  travel  to,  from  and  within  China  to  increase  significantly 
in  the  coming  years.  These  companies  are  likely  to  benefit. 


COMPANY/COUNTRY/INDUSTRY 

RECENT  2006 
PRICE      EST  P/E 

Air  China/China/airline 

$041 

15 

Anhui  Expressway/China/operates  toll  roads 

0.73 

13 

Beijing  Capital  Intl  Airport/China/airport 

0.60 

18 

Cathay  Pacific  Airways/HK/China/airline 

1.75 

13 

China  Southern  Airlines/China/airline 

11.35 

NM 

China  Travel  Intl/HK/China/tourism 

0.23 

13 

CTrip.com  IntlVChina/online  booking  agency 

49.07 

46 

FKI/U.Kyairport  baggage  handling  systems 

1.97 

10 

Hong  Kong  Aircraft/HK/China/jet  maintenance 

10.38 

21 

Hongkong  &  Shanghai  Hotels/HK7Ch  in  a/luxury  hotels 

1.08 

17 

Shangri-La  Asia/HK/China/luxury  hotels 

1.88 

27 

Star  Cruises/HK/China/cruise  lines 

0.19 

NM 

TravelSky  Technology/China/IT  support  to  Chinese  airports 

1.11 

15 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  16.  'Trades  in  the  U.S.  as  an  ADR. 
NM:  Not  meaningful.  Sources:  Bloomberg  Financial  Markets;  FT  Interactive  Data, 
Thomson  IBES  and  Worldscope  via  FactSet  Research  Systems. 
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pp  ncucr  Stopped 

Growing 


HIS  IS  NOT  A  FAIRY  TALE.  IT'S  BETTER. 

It's  a  true  story  about  a  plant  that 
ally  does  keep  growing  and  growing, 
's  also  a  story  about  a  company  called 
a.  In  1996,  Toyota  built  a  plant  in 
est  Virginia,  in  a  place  called  Buffalo. 
Soon  enough,  the  plant  was  producing 
engines?*  Then  along  came  transmissions. 


The  plant  grew  and  grew — in  fact, 
it  expanded  five  times  in  nine  years!  «* 

What  makes  this  story  so  exciting  \- 
is  that  quite  a  few  of  Toyota's  plants  are 
growing.  Just  like  the  one  in  Buffalo. 
Just  like  the  company  called  Toyota.  It's 
a  true  story,  a  happy  story,  and  best  of 
all,  a  story  with  no  end  in  sight. 


TOYOTA 

toyota.com/usa 
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Why  Ireland 
Has  Winners 

Here's  a  formula  for  investment 
success:  small  caps,  low  taxes,  big 
growth.  By  Megan  Johnston 


MALLER  STOCKS  WERE  THE  STARS  OF  THE  U.S. 
market  over  the  past  three  years.  During  that  time 
the  Russell  2000  Index  returned  an  annualized 
16.2%,  compared  with  9.3%  for  the  S&P  500.  But 
small  caps  did  even  better  abroad.  The  Morgan  Stan- 
ley Capital  International  EAFE  Small  Cap  Index  rose  32%  in  dollar 
terms  while  Ireland's  ISEQ  Small  Cap  Index  put  all  three  to  shame 
with  a  42%  annual  rise. 

It's  true  that  Ireland's  small-  and  midcap  stocks  (companies  with 
market  caps  below  $3  billion)  aren't  the  bargains  they  were  before 
the  rally  began,  and  with  only  31  stocks  in  the  index  the  choice  is 
narrow,  but  analysts  say  it's  still  not  too  late  to  get  in.  "If  you're  a 
small-cap  company,  there's  still  plenty  of  room  to  growf  claims  John 
Sheehan,  head  of  company  research  at  NCB  Stockbrokers  in  Dublin. 
Ireland,  which  doubled  real  gross  domestic  product  in  the  past  decade, 
has  one  of  the  most  promising  oudooks  in  Europe. 

The  International  Monetary  Fund  predicts  that  the  economy 
will  grow  5%  this  year,  compared  with  2%  for  the  rest  of  the  euro- 
zone;  unemployment  in  Ireland,  at  4.1%,  is  half 
that  of  the  region  as  a  whole,  despite  a  baby 
boom  a  few  decades  ago  that  sent 
a  lot  of  youngsters  into  the  workforce. 
Ireland's  12.5%  corporate  tax  rate,  the  low- 
est in  Europe  after  Cyprus'  10%,  has  lured 
prosperous  employers  like  Intel  and  Dell. 

The  prospects  might  be  bright,  but  Irish 
small-cap  stocks  have  not  been  immune  to 
the  recent  turmoil  in  world  markets.  The 
ISEQ  Small  Cap  Index  is  off  13%  from  its 
May  high.  "Particularly  with  the  recent  set- 
back, we  still  see  that  valuations  [of  small- 
and  midcaps]  aren't  overly  stretched,"  says 
John  Mattimoe,  an  analyst  with  Merrion 
Stockbrokers  of  Dublin.  Small-  and  midcaps 
are  trading  around  14  times  prospective 
earnings  in  2006. 

Merrion's  recommended  list  includes 


Grafton  Group,  which  primarily  operates  building-supply  stores 
in  the  U.K.  and  Ireland.  Ireland's  real  estate  boom  pushed  its  sales 
up  40%  to  $3.3  billion  last  year,  and  earnings  grew  32%  to  $209 
million.  NCBs  Sheehan  likes  Grafton,  too,  because  it  has  been 
able  to  successfully  expand  abroad.  Half  of  its  profits  come  from 
outside  Ireland. 

Another  construction-related  stock  favored  by  Mattimoe  and 
Sheehan:  Kingspan  Group,  which  makes  insulation  and  other 
building  materials.  Mattimoe  says  that  Kingspan  has  a  hit  with  its 
line  of  energy-efficient  products.  In  2005  net  income  rose  43%  to 
$140  million  on  sales  up  30%  to  $1.6  billion. 

Both  analysts  like  IAWS  Group,  a  food  and  agribusiness  com- 
pany that  has  had  success  in  the  U.S.  with  its  La  Brea  Bakery 
breads,  which  are  partially  baked,  then  flash  frozen  and  shipped 
to  grocery  stores  and  restaurants  across  the  U.S.,  where  the  baking 
is  completed.  The  July  2005  fiscal  year  delivered  sales  that  were  up 
10%  to  $1.8  billion  and  net  income  up  17%  to  $115  million.  It 


Small  Caps  in  Ireland 


One  of  Europe's  most  vibrant  economies  makes  these  small  caps  the  darlings  of 
Dublin  analysts. 


PRICF 

MARKET 

COMPANY/INDUSTRY 

RECENT 

52-WEEK 
HIGH 

2006 
EST  P/E 

VALUE 
(SBIL) 

C&C  Group/food  &  beverages 

$847 

$8.97 

21 

S2.8 

DCC/conglomerate 

22.62 

25.38 

12 

1.8 

Grafton  Group/retails  building  supplies 

12.01 

14.33 

13 

2.8 

IAWS  Group/food 

16.62 

19.52 

16 

2.1 

independent  News  &  Media/media 

2.87 

3.38 

13 

2.2 

Kingspan  Group/building  products 

16.31 

17.94 

18 

2.8 

Paddy  Power/gaming 

16.18 

19.91 

18 

0.8 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  16.  Sources:  Bloomberg  Financial  Markets;  FT 
Interactive  Data,  Thomson  IBES  and  Worldscope  via  FactSet  Research  Systems. 
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ides  at  16  times  prospective  earnings. 

C&C  Group  makes  such  beverages  as 
dmers  Cider  and  Frangelico  liqueur.  For 
;  fiscal  year  that  ended  in  February,  sales 
se  9%  to  $1  billion,  and  profit  grew  to 
20  million.  Mattimoe  says  he  expects  the 
pularity  of  C&C  s  premium  ciders  in  Ire- 
id  to  be  repeated  as  the  company  ex- 
nds  distribution  in  the  U.K.  There  it  sells 
ciders  under  its  Magner  s  brand  to  avoid 
nfusion  with  the  U.K.  market  leader,  the 
irelated  H.P.  Buhner  Ltd.  of  Hereford. 
kC  stock  is  up  95%  in  the  past  year;  the 
»ck  trades  at  21  times  its  Thomson  IBES 
06  consensus  earnings  forecast 

Except  for  C&C  Group,  which  has 
"C-listed  American  Depositary  Receipts,  these  stocks  are  not  avail- 
le  as  ADRs.  But  the  New  Ireland  Fund,  a  closed-end  fund  that  trades 

the  New  York  Stock  Exchange,  holds  all  four.  For  the  past  five 
irs  New  Ireland  has  returned  an  annualized  16.7%,  besting  the 
Dad-based  MSCI EAFE  index  by  7.5%.  It  charges  $1.34  per  $100  of 


Small  Caps  Elsewhere 


These  growth  stocks  from  other  developed  markets  have  capitalizations  between 
$300  million  and  $2  billion.  Over  the  past  year  they  have  shown  sales  and  profit 
increases  of  at  least  1 5%;  in  all  cases  these  gains  exceed  respective  5-year  averages. 
Each  company  also  shows  an  increase  in  its  net  profit  margin  over  the  past  year. 


COMPANY/COUNTRY/INDUSTRY 

RECENT 
PRICE 

2006 
EST  P/E 

MARKET 
VALUE 
($BIL) 

Aeon  Fantesy/Japan/entertainment 

$34.10 

22 

$515 

Arten/France/iT  services 

32.36 

17 

997 

Cegedim/France/medical  IT  services 

81.27 

15 

754 

Cranswick/U .  K./food 

12.06 

13 

539 

Dana  Petroleum/U.K./oii  &  gas 

16.59 

9 

1,418 

Pason  Systems/Canada/oilfield  instrumentation  systems 

14.97 

19 

1.163 

Primary  Health  Care/Australia/health  care  services 

8.56 

28 

1,055 

Ryman  Healthcare/New  Zealand/health  care  facilities 

5.23 

24 

523 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  16.  Sources:  Bloomberg  Financial  Markets;  FT 
Interactive  Data,  Thomson  IBES  and  Worldscope  via  FactSet  Research  Systems. 


assets  in  annual  expenses  and  currently  trades  at  a  10.3%  discount 
to  its  net  asset  value.  Manager  Deirdre  Kennedy  says  she  looks  for 
Irish  companies  with  a  good  international  growth  strategy.  She  isn't 
limited  to  a  specific  capitalization  size,  but  Kingspan  Group  and 
Grafton  Group  are  among  her  top  five  holdings.  F 
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Blue  Danube 

For  the  last  few  weeks  investors  in  central  and  eastern 
Europe  have  had  long  faces.  Markus  Briick  makes  the 
case  for  a  coming  rebound.  By  Michael  Freedman 


NESTLED  BETWEEN  SCLEROTIC  WESTERN  EUROPE  AND 
oil-rich  Russia,  countries  like  Hungary  have  delivered 
strong  growth  with  their  cheap  and  well-educated 
workforces.  And  eastern  European  stocks  have  deliv- 
ered, too.  But  the  last  few  weeks  have  been  rocky  for 
these  former  Soviet  satellites,  as  well  as  for  other  emerging  markets. 


From  its  peak  in  mid-May  the  Nomura  Central  and  Eastern  Eun 
pean  Index  has  fallen  30%. 

But  now  may  be  the  time  to  buy.  At  least  that's  the  view  of  Maria 
Briick,  manager  of  the  Metzler/Payden  European  Emergir 
Markets  Fund  (assets:  $71  million).  He  weathered  the  storm  by  sel 
ing  some  of  his  holdings  and  increasing  his  cash  position  to  209 
By  the  end  of  June,  though,  he  was  back  buying  and  now  has  a  mei 
1%  cash  position.  "We  believe  the  correction  is  now  over,"  he  say 
"Valuationwise,  we  are  back  to  attractive  levels." 

Briicks  fund  has  most  of  its  assets  in  the  largest  easter 
European  economies:  Poland,  the  Czech  Republic  and  Hungar 
as  well  as  a  slew  of  fast-growing  economies  like  Romania.  Thes 
nations  are  rapidly  transforming,  attempting  to  create  th 
macroeconomic  conditions  that  would  allow  them  to  one  da 
join  the  eurozone  currency  club — a  boon  for  consumers  ahead 
clamoring  for  Western  goods  and  lifestyles.  "This  is  not  a 
investment  story  for  just  one  to  three  years,"  Briick  says.  "This  i 
an  investment  story  for  one  to  two  decades." 

Briick,  a  43-year-old  German,  has  been  in  the  business  for  tw 
decades,  starting  as  an  analyst  covering  German  stocks  and  the: 
running  Swiss  and  German  mutual  funds.  His  comanager  on  th 
Metzler/Payden  Fund,  Zoltan  Koch,  a  native  Hungarian,  put  jj 
five  years  managing  funds  in  Budapest,  Vienna  and  Frankfurt,  h 
2003  from  their  office  in  Frankfurt  the  two  men  launched  thi 
fund  for  the  Los  Angeles  firm  Metzler/Payden.  They  began  witJ 
Russian  energy  stocks  such  as  Gazprom  and  Lukoil,  while  scour 
ing  the  region  for  lesser-known  companies  in  smaller  nations 
Since  inception  the  fund  has  returned  44%  annually  (as  of  Ma; 
31),  handily  outpacing  the  Nomura  benchmark  index;  despite  th* 
recent  unpleasantness,  it  is  up  5%  in  2006. 

To  find  stocks,  Briick  and  Koch  look  at  the  50  larges 
companies  in  the  region,  comparing  price/earnings  multiple: 
to  growth  prospects.  These  blue  chips  make  up  50%  to  70%  o 
the  portfolio  at  any  given  time.  For  these,  Briick  says,  growth 
will  come  as  living  standards  improve  throughout  the 
region.  The  remainder  of  the  portfolio  is  selected  from  a  lis' 
of  300  smaller  companies. 
For  instance,  Gedeon  Richter  is  Hungary's  largest  drugmakei 
and  one  of  the  few  central  European  multinationals.  Already  suc- 
cessful in  the  region,  it  also  has  gotten  a  boost  in  North  America 
from  a  joint  venture  with  the  U.S.'  Barr  Pharmaceuticals  in  the 
contraceptive  market.  It  is  now  also  selling  drugs  in  Russia,  a 


The  downdraft  has 
produced  nice 
bargains  in  good 
stocks,  says  Briick. 
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lation  that  is  seeing  significant  growth  of 
eal  wages.  In  the  March  quarter  earnings 
vere  up  52%  to  $70  million  on  sales  up  24% 
o  $250  million. 

Among  Briick's  Czech  Republic  invest  - 
nents  he  likes  Cesky  Telecom's  10% 
lividend  yield.  A  leader  in  broadband,  with 
!50,000  high-speed  Internet  customers,  this 
:ompany  will  benefit  as  the  nation  catches 
ip  to  Western  neighbors  in  Internet  pene- 
ration.  It  earned  $87  million  in  the  first 
juarter  of  2006  on  revenue  of  $624  million. 

Affordable  stocks  are  tougher  to  find  in 
'oland.  With  a  well-established  pension  sys- 
em,  Polish  money  managers  have  driven  up 
valuations.  Nonetheless,  Briick  likes  TVN 
'oland,  with  21%  of  the  nationwide  audi- 
ence and  30%  of  the  advertising  market. 

One  downside  to  this  part  of  the  world: 
v4any  companies  lack  American  Depositary 
leceipts,  making  their  stocks  tougher  and  costlier  for  U.S. 
nvestors  to  buy.  Other  risks  lurk  as  well.  Standard  &  Poor's 
ecently  downgraded  Hungary's  sovereign  debt,  saying  its  high 


These  good  companies  in  former  Soviet  satellites  are  suddenly  cheaper  after  the 
recent  market  downdraft. 


PRICE 


52-WEEK 

2006 

VALUE 

f  OMPANY/f  OIINTRY/INniKTRY 

mun 

PCT  P/P 

KRII  \ 

Aoora/Pnl^nH/mpHiA 

nyui  fat  r  kj\ ci I  \  \Jf  1 l  icuiu 

CO  QC 

i  ^ 

cn  c 

4H/.U 

Ceslcv  T*»l**cnm1/(~7Prh  Rpni  ihiir/tplprnm 

19.88 

23.06 

NA 

6A 

CEZ/Czech  Republic/utilities 

29.02 

36.72 

15 

17.2 

ComputerLand/Poland/computer  hardware 

31.59 

39.15 

20 

0.2 

Egis/Hungary/pharmaceuticals 

103.59 

169.21 

11 

0.8 

Gedeon  RichterVHungary/pharmaceuticals 

161.28 

243.06 

NA 

3.0 

Magyar  TelekomVHungary/telecom 

18.08 

26.38 

9 

3.8 

Telekom  Polska/Poland/telecom 

5.82 

8.43 

11 

8.1 

Turbomecanica/Romania/aeronautical  equip 

0.26 

0.28 

NA 

0.1 

TVN/Poland/media 

25.68 

32.42 

26 

1.6 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  16.  Trades  in  the  U.S.  as  an  ADR.  NA:  Not  avail- 
able. Sources:  Bloomberg  Financial  Markets;  FT  Interactive  Data,  Thomson  IBES  and  Worldscope 
via  FactSet  Research  Systems. 


ratio  of  public  debt  to  gross  domestic  product  would  effectively 
prohibit  the  nations  entry  into  the  eurozone  currency  until  2014. 
Poland  and  the  Czech  Republic  are  in  better  shape.  F 
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Silk  Road  Strategies 

The  vast,  turbulent  stretches  of  central  Asia  are  not 
without  investment  potential.  By  Tatiana  Serafin 


HIGH  PLATEAUS,  AUSTERE  MOUNTAINS,  HUGE  DESERTS. 
Mile  upon  mile  of  grassy,  windswept  steppes.  Sparsely 
populated,  nomadic  and  arid.  You'd  have  to  be  a 
rugged  traveler,  and  an  even  hardier  investor,  to  be 
attracted  to  central  Asia. 
John  H.  Doede,  a  35-year  investment  industry  veteran,  finds  it 
irresistible.  Doede,  who  chairs  the  private  equity  AIG  Silk  Road  Fund, 
spent  an  average  of  a  week  a  month  for  four  and  a  half  years  look- 
ing for  "a  neglected  opportunity"  in  the  politically  and  economically 
dicey  part  of  the  world  stuck  between  Russia  to  the  north,  China  to 
the  east  and  Iran  and  Pakistan  to  the  south. 

Central  Asia  has  been  a  geostrategic  crossroads  of  people,  cap- 
ital and  ideas  since  the  first  Han  dynasty  caravans  traveled  the  an- 
cient Silk  Road.  Today  natural  resources  are  the  draw.  Kazakhstan 
has  oil.  Tajikistan,  Turkmenistan,  Azerbaijan  and  Georgia  have  oil 
and  gas,  as  well  as  agricultural  goods.  Kyrgyzstan,  where  the  U.S.  main- 


tains a  military  base,  has  gold,  uranium 
and  mercury  and  hydroelectric  energy. 

A  land  mass  greater  than  western 
Europe  is  home  to  only  73  million.  Th 
number  of  publicly  traded  stocks  is 
equally  sparse.  Doede  advises  potential 
investors  in  these  autocratic  and  often 
opaque  regimes  that  tribal  and  family  ties  count  for  a  great  deal.  "In 
Kazakhstan  I  wouldn't  touch  an  investment  unless  [President] 
Nazarbaevs  family  is  involved,"  he  says.  Assets  may  be  expropriated 
on  a  whim  in  some  of  the  more  corrupt  countries.  AIG  Silk  Road,  for 
example,  was  initially  hurt  when  a  land  development  was  derailed  by 
such  circumstances,  though  Doede  declines  to  go  into  detail. 

Despite  the  recent  selloff  in  emerging  markets,  two  sectors 
reflect  central  Asias  potential.  The  first  is  oil,  and  the  second  is  telecom- 
munications, whose  development  is  being  financed  by  the  European 
Bank  of  Reconstruction  &  Development.  In  both  sectors  Doede  seeks 
Western  companies  or  Western-oriented  joint  ventures. 

Oil  producer  Burren  Energy  (on  the  London  Stock  Exchange) 
has  been  operating  in  Turkmenistan  since  1995.  Doede  calls  Turk- 
menistan, over  which  Stalinist  micromanager  Saparmurat  Niyazov 
rules,  "the  worst  country  in  the  world."  But  he  is  impressed  by 
Burren  Energy's  ability  to  maneuver  amid  the  tricky  politics.  Chief 


Starting  at  the  Bottom 


For  now  central  Asian  states  have  little  to  offer  in  the  way  of  publicly  traded 
companies,  but  investors  can  participate  indirectly  in  the  region  via  stocks 
such  as  Chevron,  Newmont  Mining  and  Turkcell. 


PRICE 


52-WEEK 

2006 

VALUE 

COMPANY/COUNTRY/INDUSTRY 

RECENT 

HIGH 

EST  P/E 

(SBIL) 

Burren  Energy/U.KVoil  &  gas 

$14.04 

$19.61 

7 

$2.0 

Chevron/U.SVoil  &  gas 

58.71 

65.98 

8 

130.1 

KazakhtelecomVKazakhstan/telecom 

62.83 

120.89 

NA 

1.9 

KazkommertsbankVKazakhstan/bank 

168.11 

234.19 

NA 

2.2 

Newmont  Mining/U.S./metals 

50.06 

62.72 

29 

22.5 

Turkcell2/Turkey/telecom 

11.04 

16.52 

8 

9.2 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  16.  'Trades  in  Germany  as  an  ADR  or  GDR 
trades  in  the  U.S.  as  an  ADR.  NA:  Not  available.  Sources:  Bloomberg  Financial  Markets; 
FT  Interactive  Data,  Thomson  IBES  and  Worldscope  via  FactSet  Research  Systems. 


Executive  Finian  O'Sullivan,  a  geophysicist,  has  85  million  barrels  of 
proven  reserves  on  tap,  with  20  wells  in  exploration  in  Turkmenistan, 
Dongo  and  Egypt.  He  also  operates  eight  tankers.  Burren's  revenue 
nore  than  doubled  in  2005  to  $390  million.  The  stock  costs  nine 
imes  trailing  earnings,  less  than  what  you'd  pay  for  a  U.S.  oil  company. 

A  developed-market  route  to  central  Asia's  oil  riches  is  through 
Ihevron,  which  in  1993  was  the  first  big  Western  oil  company  to 
:nter  Kazakhstan.  Chevron  has  20%  of  its  net  proven  oil  and 
latural  gas  reserves  in  that  country.  In  2005,  with  its  joint  venture 


partners,  Chevron  produced  296,000  barrels 
of  oil  and  756  million  cubic  feet  of  natural  gas 
per  day  in  Kazakhstan  and  moved  output 
through  its  jointly  owned  Caspian  Pipeline. 

In  telecom,  Doede  cites  Kazakhtelecom, 
which  is  listed  on  the  local  exchange  and  in 
Berlin  and  holds  a  monopoly  position  on  the 
fixed  and  mobile  network  in  Kazakhstan. 
Revenue  hit  $748  million  in  2005,  but  there's 
room  for  growth:  Only  34  out  of  every  100 
people  in  Kazakhstan  have  a  telephone. 
Another  way  to  participate  in  the  region's 
telecommunications  is  via  $4.3  billion  (2005 
sales)  Turkcell,  an  Istanbul  cellular  operator 
listed  on  the  New  York  Stock  Exchange. 

Uzbekistan  is  the  world's  seventh-largest  gold  producer.  Par- 
ticipate by  owning  U.S.  gold  miner  Newmont  Mining.  Prices  for 
titanium  have  risen  strongly  over  the  past  two  years.  Kazakhstan's 
JSC  Ust-Kamenogorsk  Titanium  Magnesium  Plant,  traded  on  the 
Kazakhstan  stock  exchange,  is  the  choice  here. 

Doede  likes  JSC  Bank  of  Georgia,  which  will  soon  list  in 
London,  and  Kazakhstan's  largest  bank,  Kazkommertsbank,  which 
trades  in  Berlin.  F 


For  more  than  forty  years,  we've  helped  fuel'  the  IKS.  market  with  a  steady  supply  of  crude  from 
the  largest  liquid  reserves  in  the  Western  Hemisphere.  And  with  the  backing  of  Petroleos  de 
Venezuela,  we're  making  sure  America's  energy  needs  are  met.  Today  and  for  generations  to  come. 

www.fuelingtomorrow.com 
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■D  ZONE 


The  five  years  before  and  five  years  after  you  retire. 

SM 

At  Prudential,  we  call  it  the  Retirement  Red  Zone. 
It's  a  time  when  decisions  about  your  retirement 
assets  matter  more.  And  there's  less  room  for  error. 

Prudential's  free  Retirement  Red  Zone  guide  will 
help  you  start  thinking  about  the  critical  issues 
facing  you  and  your  retirement  savings — and  how 
you  can  make  today's  annuities  an  effective  part 
of  your  Retirement  Red  Zone  strategy. 

Get  a  free  Retirement  Red  Zone?1"  brochure  and  learn 
why  it's  such  a  critical  time  for  your  financial  security. 


SM 


www.RetirementRedZone.com 
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Retirement  Planning 
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by  Brendan  Coffey 


Retirement  used  to  evoke  lazy  after- 
noons on  rocking  chairs  and  doting 
over  grandchildren.  No  longer.  Today 
people  see  retirement  as  a  chance  to 
pursue  dreams,  whether  evolving  a  hobby  into 
another  career,  traveling  the  world  or  living  in 
a  beautiful  place.  There  is  plenty  of  time  to 
strive  toward  those  goals:  The  average  person 
retiring  at  65  today  can  expect  to  live  20  years. 

"This  is  a  huge  chunk  of  time,  and  the  need  for  planning  for 
it  is  crucial,"  says  Jo  Anne  Musolf,  an  executive  coach  with  a 
specialty  in  retirement  life  planning.  "People  have  never  had  a 
time  in  their  lives  where  they  have  had  a  completely  clean 
slate  in  front  of  them."  That  presents  a  remarkable  opportu- 
nity for  those  who  take  the  initiative  to  invest  and  plan  for 
their  post-career  lives. 

Yet,  while  retirement  life  promises  to  be  more  vibrant, 
paying  for  it  is  becoming  more  complicated.  Today's 


\ 


Retirement  Planning  q«>««*«™* 


retirees  get  90%  of  their 
income  from  two  sources: 
Social  Security  and  tradi- 
tional pensions,  according 
to  the  Federal  Reserve. 
With  fewer  pensions  and 
decreasing  Social  Security 
payments,  developing  a 
new  investment  strategy  for 
the  golden  years  is  vital.  And  yet  43%  of  all  working-age 
households  are  at  risk  of  being  unable  to  maintain  their 
standard  of  living  in  retirement,  according  to  the  Center 
for  Retirement  Research  at  Boston  College. 

Fortunately,  there  are  ways  to  prepare.  Foremost  is 
investing:  in  401(k)  plans,  IRAs  and  other  assets  with  an 
eye  toward  building  a  diversified  portfolio. 

In  tandem  with  investing  is  the  need  to  take  time  to 
envision  life  in  retirement.  Such  forward  thinking 
i-  provides  a  better  sense  of  just  how  much  money 
jtf***     one  will  need  and  also  helps  people  to  live  a 
ij^    fuller  post-career  life.  Musolf  suggests  examining 
BHr     what  your  job  gave  to  your  life  besides  money  — 


Early  Career 


Recent  college  graduates  average  $22,000  in  debt.  Foci 
first  on  minimizing  credit  card  and  other  short-term  deb 
•Join  your  company's  401  (k)  plan.  21%  of  worke 
failed  to  participate  in  available  plans. 

•  Take  free  money.  Matching  employer  contributior 
are  risk-free  gains.  Work  for  just  one  year  and  inve 
in  a  plan  your  employer  matches  dollar-for-dolla 
and  you  already  have  100%  return  on  your  money, 
you  contributed  $4,000  that  year,  after  a  decade  yo 
should  have  $15,737,  a  393%  return. 

Mid-Career 

When  you're  entering  your  prime  earning  years,  havin 
a  retirement  plan  is  essential. 

•  Contribute  to  your  401(k)  and  look  to  cut  short 
term  debt  costs. 

•  Save  for  both  your  children's  education  and  you 
retirement.  Don't  choose  one  over  the  other. 

•  Far  behind  on  retirement  planning?  Cut  unnecessary 
costs  and  consider  moving  to  a  house  wher 
mortgage  payments  are  less  than  28%  of  your  income 


fjf  Examine  what  your  job  gave  to  your  life  besides  money  —  was  i 


excitement,  status,  camaraderie?  Look  for  new  ways  to  keep  those 
fe  facets  in  your  life.  Many  find  it  in  part-time  work  or  volunteering. 


was  it  excitement,  status,  camaraderie?  Look  for 
new  ways  to  keep  those  facets  in  your  life. 
Many  find  it  in  part-time  work  or  volunteer- 
ing. In  fact,  simply  performing  as  little  as  100 
hours  of  volunteer  or  paid  work  has  a  positive  impact  on 
retirement  health  —  greater  even  than  exercise,  accord- 
ing to  Esteban  Calvo,  a  researcher  at  Boston  College. 

Another  aspect  to  preparing  is  to  view  your  life 
outside  the  prism  of  parent  or  provider:  What  are  you 
good  at  and  what  have  you  always  wanted  to  do?  "Get 
in  touch  with  some  old  dreams,"  Musolf  says  —  good 
advice  for  polishing  the  golden  years. 

Getting  Ready 

What  should  you  be  doing  now?  Every  situation 
differs,  but  one  rule  applies  for  every  period  of  life: 
reduce  short-term  debt  and  boost  savings.  That's  often 
easier  said  than  done,  so  here's  a  quick  primer  on  what 
people  should  be  doing  in  each  stage  of  their  career. 


Nearing  Retirement 


Retirement  isn't  the  end,  it's  a  beginning.  Plan  accordingly. 

•  Consider  delaying  collecting  Social  Security  unti 
65  to  boost  benefits. 

•  Catch-up  provisions  allow  for  additional  contribu- 
tions to  retirement  plans.  With  IRAs,  that's  an  extr; 
$1,000  a  year  allowed. 

•  Plan  for  the  unexpected:  long-term  health  care  ij 
the  biggest  overlooked  expense.  If  you  can't  afforc 
to  pay  out  of  pocket,  buy  long-term  care  insurance 
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How  Investing 
$1,000  a  Year  Can  Grow 


$214,610 


O 


>w,  Not  Later 

:'s  a  simple  truth:  Saving  now  is  better  than  saving 
r.  That's  true  even  if  you  can  only  save  a  little  now, 
believe  you  can  set  aside  a  lot  later.  Markets  may 
tuate,  but  over  time  investing  pays  off,  thanks  to  the 
/er  of  compounding  returns.  Consider  two  people: 
invests  $1,000  a  year  from  age  25  to  35,  but  nothing 
r.  Jane  starts  later,  at  35,  but  invests  more  —  $1,000  a 
•  till  retirement  at  65,  assuming  a  reasonable  7%.  As 
chart  (top  right)  shows,  starting  early  helps,  but  one 
jldn't  start  and  then  stop.  If  Joe  kept  investing  $1,000 
ar  through  retirement,  then  he'd  be  much  better  off. 

e  Cycle  Investing 

ife  cycle  funds  —  those  targeting  a  specific  retirement 
j  —  are  booming  in  popularity.  Yet  what  these  funds 
;st  in  varies  wildly.  For  instance,  one  major  fund 
ily  has  31%  of  retirees'  assets  in  bonds,  while  another 
72%.  A  better  guide  to  organizing  one's  portfolio 
lid  be  averaging  together  the  asset  mixes  of  four  of 
largest  fund  families,  as  shown  on  the  right.  I 
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$101,073 


Less  More  Steady 

Now  Later  Investing 

Age  (25-35)      (35-65)  (25-65) 


Just  Retired 


Retiring  in  10  Years 


Source:  Investment 
Company  Institute 


Retiring  in  30  Years 


Stocks:  43.1% 
Bonds:  47.1% 
Cash  &  equivalents:  9.8 


Stocks:  59.4% 
Bonds:  36.4% 
Cash  &  equivalents:  4.2% 


Stocks:  83% 
Bonds:  15.9% 
Cash  &  equivalents:  1  % 
Misc.:  0.1% 

Sources:  Fund  prospectuses  of  American  Century  Investments,  Fidelity  Investments,!.  Rowe  Price 
and  Vanguard  Investments.  Note:  Percentages  were  rounded  to  nearest  tenth. 


A/hat  Is  Your 
Retirement 
Number? 


How  much  money  you'll  need  in  retirement  is  a  tricky  number  to  gauge.  No  number 
fits  everyone,  but  the  following  worksheet  will  help  you  see  what  shape  you're  in. 
Here,  we  assume  you'll  retire  at  65  and  live  an  average  lifespan  afterward. 

O  How  much  annual  income  will  you  want  in  retirement? 


Take  a  percentage  of  your  current  income  of  at  least  \ 

$  


©Subtract  income  you  expect  from: 

•  Social  Security.  If  you  make  under  $25,000,  enter  $8,000; 
between  $25,000-$40,000,  enter  $1 2,000;  over  $40,000, 
enter  $14,500. 

(For  married  couples,  the  lower-earning  spouse  should 
enter  either  his  or  her  own  benefit  based  on  his  or  her 
income  or  50%  of  the  higher-earning  spouse's  benefit, 

whichever  is  higher.)  -$  

•Traditional  Employer  Pension  (in  today's  dollars) 

-$  

•  Part-Time  Income  -$  

•  Other  (earnings  on  assets,  etc.) 


-$_ 


This  is  how  much  you  need  to  make  up  for  each 
retirement  year:  =$  

©  Now  estimate  how  much  money  you'll  need  in  the  bank 
the  day  you  retire.  Here,  we  assume  Social  Security  income 
starts  at  65,  there  is  a  constant  rate  of  return  of  3%  after 
inflation  and  average  life  expectancy  (to  age  82  for  men,  86 
for  women).  To  determine  the  amount  you'll  need  to  save, 


multiply  the  amount  you  need  to  make  up  (from  guestion 
2)  by  17.35  (for  men)  or  18.79  (for  women). 

$  

Q  Multiply  your  savings  to  date  by  the  factor  below 
(include  money  accumulated  in  a  401  (k),  IRA  or  similar 
retirement  plan).  If  you  plan  to  retire  in  10  years,  yourfactor 
is:  1.3;  15  years,  1.6;  20  years,  1.8;  25  years,  2.1;  30  years, 
2.4;  35  years,  2.8;  40  years,  3.3. 

-$  

Total  from  question  3  minus  total  from  question  4  equals 
the  additional  savings  needed  at  retirement: 

=$  

Q  Don't  panic.  The  formula  below  shows  you  how  much  to 
save  each  year  in  order  to  reach  your  goal  amount,  factor- 
ing in  compounding.  To  determine  the  annual  amount 
you'll  need  to  save,  multiply  the  total  amount  by  the  fol- 
lowing factor.  If  you  want  to  retire  in  10  years,  then  your 
factor  is  .085;  15  years  is  .052;  20  years  is  .036;  25  years  is 
.027;  30  years  is  .020;  35  years  is  .016;  40  years  is  .013. 

=$  


Source  note:  Based  on  a  worksheet  developed  by  the  Employee  Benefit  Research  Institute  and  the  American  Savings 
Education  Council.  An  interactive  estimator  that  allows  for  more  variables  is  available  at  ChooseToSave.org. 
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Minor  Asia 

The  run-up  of  their  bigger  Asian  neighbors 
is  energizing  Singapore,  Thailand,  Malaysia 
and  Indonesia.  By  Susan  Kitchens 


ALL  OF  ASIA  WILL  RUN  ON 
the  back  of  China  and  India 
to  some  degree,"  says 
Edmund  Harriss,  who 
manages  Guinness  Atkin- 
sons Asia  Focus  Fund.  But  Southeast  Asia's 
economies  have  their  own  stories,  too.  Sin- 
gapore has  become  a  center  of  banking  and 
financial  services.  Thailand  has  a  young 
and  growing  consumer  market.  Living 
standards  in  Indonesia  and  Malaysia  are 
improving  as  financial  reforms  take  hold 
and  high  commodity  prices  boost  export 
earnings. 

Harriss,  who  has  15%  of  his  fund's  assets 
in  those  four  countries,  finds  Thailand  the 
most  interesting  now.  Its  market  is  cheap — 
trading  at  10  times  trailing  earnings,  versus 
the  S&P  at  17  times.  Part  of  that  can  be  at- 
tributed to  recent  political  upheaval:  In 
April  Prime  Minister  Thaksin  Shinawatra  re- 


signed under  pressure  from  vocal  opponents. 
(He  has  since  returned  in  a  caretaker  role.) 
Some  portions  of  the  country  are  still  rebuild- 
ing from  the  devastating  tsunami  that  hit  the 
region  in  2004.  Rebel  groups  in  the  south 
have  caused  havoc  of  late. 

Harriss,  whose  fund  has  returned  17% 
annualized  in  the  past  five  years  through 
the  end  of  May,  versus  9%  for  the  MSCI 
EAFE  index,  believes  that  Thailand's  politi- 
cal situation  provides  more  opportunity 
than  threat.  Thai  companies  are  strong,  he 
says;  and  are  generating  cash.  "You're  going 
to  be  left  with  a  market  where  stock  prices 
are  not  only  cheap,"  he  says,  but  also  "the 
underlying  economy  isn't  doing  too  badly!' 
Thailand's  gross  domestic  product  is 
expected  to  grow  5%  this  year  (net  of  infla- 
tion). Harriss  is  pleased  that  several  Thai 
banks  have  been  restructured.  One  exam- 
ple is  Bangkok  Bank,  the  country's  largest 
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When  a  global  leader  in  building 
management  needed  to  update  its 
IT  systems,  Web  services  were  an 
integral  component  of  the  solution. 
Critical  information  became  more 
accessible,  opening  up  new  levels 
of  accessibility  for  employees. 


When  you  give 
your  people  the 
right  tools,  success 
is  inevitable. 


Now,  customers  can  access 
building  controls  remotely  and 
share  data  between  separate 
applications.  The  net  result 
is  an  increase  in  cost  savings 
and  productivity. 

See  the  full  details  of  this  case  study 
at  microsoft.com/peopleready 
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commercial  bank.  Its  nonperforming 
assets  are  estimated  to  fall  to  7%  of  gross 
loans  this  year,  Harriss  says,  from-  48%  six 
years  ago,  while  operating  profit  remains 
healthy.  Another  pick:  Kasikornbank,  the 
third-largest  Thai  bank  by  assets. 

With  a  population  of  65  million,  half 
under  the  age  of  32,  Thailand  has  a  "popu- 
lation bulge,"  says  Harriss,  in  which 
younger  consumers  are  buying  items  such 
as  mobile  phones,  motorcycles,  cosmetics 
and  even  homes.  That  will  give  Thailand 
consumer-driven  growth  for  the  next  five 
to  ten  years,  he  reckons. 

Thailand  is  also  more  of  a  manufactur- 
ing base  than  any  other  country  in  the  region, 
notes  Andrew  Foster,  portfolio  manager  at 
Matthews  Asian  Funds.  He  points  out  that  a 
number  of  U.S.  and  European  automakers 
now  have  assembly  plants  there.  In  sum,  it's 
more  economically  well-rounded  than  its 
Southeast- Asian  neighbors. 

For  investors  with  a  smaller  risk 
appetite,  Singapore  provides  "a  stock  mar- 
ket you  can  have  faith  in,"  says  Timothy 
Dickson,  portfolio  manager  at  Scottish 
Widows  Investment  Partnership,  with  $3 
billion  invested  in  far  east  Asia.  The  city- 
state  once  relied  on  low-end  manufactur- 
ing, but  Singapore  is  now  moving  into 
higher  value-added  manufacturing.  It  has 
also  developed  its  banking  sector.  One 
example:  $113  billion  (assets)  DBS,  the 
largest  bank  in  Singapore  and  fifth-largest 
in  Hong  Kong  following  its 
2001  acquisition  of  Dao 


Heng  Bank.  DBS  now  operates  in  1 
countries.  Among  its  latest  incursion 
into  China:  a  June  purchase  of  a  339 
stake  in  Changsheng  Fund  Management 
one  of  China's  first  asset  managemen 
companies. 

Harriss  likes  Singapore  Telecom.  Als< 
with  operations  throughout  the  region,  i 
claims  78  million  customers— the  larges 
count  in  Asia,  outside  of  China.  SingTe 
reported  $8. 1  billion  in  sales  in  the  year  endec 
March  2006. 

Malaysia  and  Indonesia  both  depenc 
on  commodities  for  much  of  their  eco 
nomic  growth.  Harriss  says  that  sinci 
Mahathir  Mohamad  stepped  down  a: 
prime  minister  in  2003  after  running 
Malaysia  for  two  decades,  there  has  been ; 
push  for  more  transparency  in  govern 
ment  and  more  freedom  of  the  press 
Another  big  change:  The  ringgit  last  yeai 
was  unpegged  from  the  dollar.  Indonesia 
the  only  OPEC  member  in  the  region,  haj 
sizable  oil  and  gas  reserves.  That  nation'' 
GDP  growth  has  picked  up  in  recent  years 
from  3.8%  in  2001  to  an  expected  6.2% 
this  year. 

While  two  Indonesian  telecom  compa- 
nies, Indosat  and  Telekom  Indonesia,  trade 
as  American  Depositary  Receipts,  ADRs  foi 
the  region  are  rare.  Alternatives  include 
iShares  exchange-traded  funds — one  each  foi 
Singapore  and  Malaysia — the  Asia  Focus 
Fund  and  the  Matthews  Asia  Pacific  Fund 
These  two  open-ended  funds  have  expenses 
of  1.87%  and  1.34%,  respectively.  F 


Contenders  in  the  Pacific 


The  combined  capitalizations  of  the  main  indexes  in  Singapore,  Malaysia, 
Thailand  and  Indonesia  are  two-fifths  of  China  and  Hong  Kong's — but  these 
rapidly  growing  economies  hold  investment  potential. 


PRICE 


52-WEEK 

2006 

VALUE 

NAME/COUNTRY/INDUSTRY 

RECENT 

HIGH 

EST  P/E 

(SBIL) 

DBS  Group  HldgsVSingapore/bank 

$42.93 

$49.00 

12 

$16.1 

IndosatVlndonesia/telecom 

22.80 

33.18 

11 

2.5 

Kasikornbank/Tha  i  la  nd/ban  k 

1.48 

1.92 

10 

3.5 

PTT  Exploration  &  ProdAThailand/oil  &  gas 

2.68 

3.70 

11 

8.8 

Singapore  TeiecomVSingapore/telecom 

15.94 

17.63 

NA 

26.6 

Telekom  IndonesiaVlndonesia/telecom 

31.52 

38.70 

12 

15.9 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  16.  'Trades  in  the  U.S.  as  an  ADR. 

NA:  Not  available.  Sources:  Bloomberg  Financial  Markets;  FT  Interactive  Data,  Thomson  IBES 

and  Worldscope  via  FactSet  Research  Systems. 
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Are  your  people  ready? 


%  4 


Where  do  new  products  come  from?  How  about  new  services?  Or  new  and  better  ways 
of  working?  A  people-ready  business  has  the  answer:  It's  people,  empowered  by  the  right 
software.  Software  that  streamlines  the  creative  process,  organizes  the  production  process, 
and  connects  people  who  have  ideas  with  people  who  can  manufacture,  distribute, 
and  sell  them.  That's  the  foundation  of  a  successful  business.  A  people-ready  business. 
Microsoft?  Software  for  the  people-ready  business.™  microsoft.com/peopleready 


n  a  people  J,  ready  business, 

ROI  stands  for  "return  on  imagination." 


Microsoft  Corporation.  All  rights  reserved.  Microsoft  and  "Your  potential.  Our  passion."  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 
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Protective  A. 

Life  Insurance  Company 


EST  COAST  LIFE 

SSLiRANCE  COMPANY 


Getting  a  great  deal  on  life  insurance 
shouldn't  cost  you  peace  of  mind. 


You  can  get  a  great  deal  from  a  strong  company. 

You  may  be  able  to  find  a  great  deal  on  life  insurance.  But  will  the 
policy  provide  you  with  peace  of  mind?  At  Protective  you'll  find  great 
prices  on  a  wide  variety  of  products  from  a  strong,  stable  company  with 
nearly  one  hundred  years  of  experience.  Plus,  we'll  give  you  the  kind 
of  attentive,  personal  service  we  would  hope  to  get  from  others.  So  ask 
for  Protective  to  find  the  savings  you  want  and  a  policy  that  will  help 
you  rest  easy. 

Life  Insurance  •  Annuities  •  Retirement  Savings  ■  Asset  Protection  Products 

Protective  Life  Corporation,  P.O.  Box  2606,  Birmingham,  AL,  35202  .  www.protective.com 
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Nagasaki,  Japan 


Beijing  •  Shanghai  •  Nagasaki  •  Osaka  •  Hong  Kong 


Experience  the  Countless 
Sights  of  the  Exotic  and 
Enchanting  Far  East. 

Discover  the  Mysteries  of 
Asia  While  Combining  Luxury 
Cruising  and  Outstanding 
Financial  Insights  8c  Advice 


Steve  Forbes  Rich  Karlgaard 


john  Dessauer  Ken  Fisher 

and  many  more.. 


Cabins  start  as  low  as  $10,690  per  couple! 
>  receive  a  full-color  conference  brochure  and  to 
reserve  your  cabin,  call  800/530-0770  or  visit 

www.lnvestmentCruise.com  006485 


Crystal  Symphony 


kTIONAL 
INVESTING  GUIDE 


A  Billion  Pill  Poppers 

The  Chinese  pharmaceutical  industry  is  fragmented  and 
low  on  innovation.  For  a  bottom-fisher  there  is  no  better 
time  to  invest.  By  Helen  Coster 


NLY  ONE  IN  TEN  CHINESE  CITIZENS 
has  health  insurance.  Latest  fig- 
ures show  annual  spending 
on  drugs  in  China  comes 
to  only  $10  per  capita 
versus  $623  in  the  U.S.  Yet  analysts 
from  Boston  Consulting  Group 
expect  China  to  have  the  world's 
fifth-largest  pharmaceutical  market, 
at  $24  billion,  by  2010  and  the  largest 
by  2050.  Combine  a  population  of  1.3 
billion  with  a  9.9%  economic  growth 
rate  and  you  have  the  potential  for  a 
robust  medical  market. 

Multinational  and  Chinese  drugmakers 
stand  to  profit.  Foreign  companies  such  as 
Johnson  &  Johnson,  Pfizer  and  GlaxoSmithkline 
have  brought  their  strong  marketing  skills  and  large  sales 
budgets  to  more  than  600  joint  ventures  in  China  as  that  coun- 
try's 2001  entry  into  the  World  Trade  Organization  has  opened 
domestic  markets. 

These  companies  still  face  obstacles.  Weak  patent  protection 
means  that  Chinese  companies  are  reluctant  to  invest  in 
research  and  development.  Most  locally  produced  drugs  are 
generics,  and  new  patented  drugs  are  mainly  imported  and  thus 
more  expensive. 

And  yet  Chinese  pharmaceutical  companies  still  offer  the 
prospect  of  fast  growth.  Today  6,000  such  com- 
panies compete  in  a  fragmented  market  in 
which  the  top  ten  firms  hold  a  15%  share. 
Among  the  biggest  outfits:  Shanghai 
Pharmaceutical  and  Harbin  Pharmaceutical. 
The  Chinese  government  has  stakes  in 
these  companies,  and  many  have  publicly 
traded  shares. 

Most  drugs  in  China  are  sold  through 
hospitals,  which  favor  locally  produced 
generics.  These  drugs  are  often  up  to  four 
times  cheaper  than  t  eign-made  alterna- 
tives, notes  Benjamin  Ye,  a  partner  at 
PricewaterhouseCoopcrs,  who  works  on 
M&A  deals  in  China 

One  such  beneficiary  is  China 
Shineway  Pharmac  which  makes 


traditional  Chinese  medicines.  China  Shineway's 
chairman,  Li  Zhenjiang,  ranks  80th  on  the 
FORBES  CHINA  rich  list.  The  company  went 
public  in  Hong  Kong  in  2004  and  counts 
Dreyfus,  Merrill  Lynch,  Fidelity  and 
Wells  Fargo  among  its  investors. 
Among  the  reasons  that  Adrian  Au, 
manager  of  Dreyfus'  Greater  China 
Fund,  likes  China  Shineway  is  its 
prospects  for  long-term  growth.  It 
also  has  a  debt-free  balance  sheet. 
China  Shineway  is  still  a  pip-squeak, 
with  revenue  of  $102  million  last  year 
versus  $22  billion  for  Merck  in  the  U.S.  Its 
shares  sell  for  14  times  their  2006  consensus 
earnings  forecast. 

Hua  Han  Bio -Pharmaceutical  is  another  of  Au's 
picks.  Headquartered  in  Hong  Kong,  Hua  Han  specializes  in 
traditional  antiaging  and  antitumor  Chinese  drugs  for  women, 
which  it  sells  under  the  Yeosure  brand.  Hong  Kong-listed  Hua 
Han  shares  sell  for  ten  times  their  consensus  2006  earnings  fore- 
cast and  have  an  estimated  multiple  of  just  eight  for  2007. 

None  of  these  small  Chinese  drug  companies  is  currently 
available  in  the  form  of  an  American  Depositary  Receipt.  If 
you  aren't  equipped  for  the  hassle  of  buying  locally  traded 
shares  (this  can  be  done  at  a  big  brokerage  firm),  consider  the 
Dreyfus  Premier  Greater  China  Fund  or  the  Fidelity 
China  Focus  Fund,  which  have  stakes  in  many  of  these 
companies.  F 


Beyond  Acupuncture 


These  mainland  and  Hong  Kong  pharmaceutical  companies  have 
relatively  small  market  values  but  enormous  long-term  potential. 


PRIfF 

MARKET 

52-WEEK 

2006 

VALUE 

COMPANY/COUNTRY 

RECENT 

HIGH 

EST  P/E 

(SBIL) 

China  Shineway  Pharmaceutical/China 

$0.76 

$0.91 

14 

$0.6 

Guangzhou  Pharmaceutical/China 

0.83 

1.01 

22 

0.6 

Harbin  Pharmaceutical/China 

0.89 

1.05 

31 

1.1 

Hua  Han  Bio-Pharmaceutical/HK/China 

0.18 

0.20 

10 

0.2 

Shanghai  Pharmaceutical/China 

0.66 

0.67 

19 

03 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  16.  Sources:  Bloomberg  Financial  Markets; 
FT  Interactive  Data,  Thomson  IBES  and  Worldscope  via  FactSet  Research  Systems. 
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>ject  Director:  Vivienne  Davidson  Visit  The  United  Arab  Emirates  Special  Advertising  Section 
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The  Most  Distinguished  Investment  Leader 


jl — oil  will  t  rv  jH-iq-jl  <  -  ■  ■  ■ 
Abu  Dhabi  Investment  House 

>— J— -Si  *=JI  ;l  o    i    ■  n.XI 

Investment  intelligence 


Established  in  2005,  Abu  Dhabi  Investment  House  P.J.S.C.  (ADIH)  is  a; 
investment  institution  promoted  by  leading  financial  institutions,  as  well  as  b 
a  group  of  prominent  businessmen  and  investors  from  the  Gulf  region. 

Set  up  with  a  paid-up  capital  of  AED  200  million,  ADIH  is  focused  on  th 
existing  and  emerging  potential  of  private  equity,  corporate  finance,  real  estate 
asset  management  and  investment  placement. 

ADIH  has  been  set  up  at  a  time  when  the  economic  prospects  of  the  region  ar 
robust  as  evidenced  by  high  liquidity  levels,  rising  stock  market  valuations  am 
a  real  estate  boom. 

ADIH  advises  it's  investors  on  a  variety  of  high-yield  and  untapped  investmen 
avenues  that  will  enable  them  to  reap  the  rich  dividends  of  the  region' 
outstanding  economic  growth.  In  addition,  ADIH  has  interests  in  managini 
Initial  Public  Offerings  (IPOs)  and  in  buying  and  selling  domestic  an< 

international  securities. 


■ENERGY  CITV  QATAR 


Al-Arabi  Private  Equity  Fund 


L 
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No  Waiting  Game  for 
Dubai  Civil  Aviation 

Rapid  success  leads  to  rapid  growth  for  Dubai  Civil  Aviation. 


JLTITASKING  APPEARS  TO  COME 

:urally  to  Sheikh  Ahmed  bin  Saeed  Al 
iktoum,  Chairman  and  Chief  Executive 
Emirates  Airline  and  Group.  Not  content 
h  managing  the  world's  fastest-growing 
Dort,  he  is  overseeing  construction  of  two 
n  terminals  at  opposite  ends  of  Dubai 
ile  mulling  the  next  aircraft  order  for  the 
ard-winning  carrier. 
"We  don't  have  anything  called  'wait' 
e.  To  keep  progressing  and  to  keep  that 
ge,  you  just  have  to  do  it.  We  never  go 
3  a  business  that  we  did  not  study  very 
efully,"  says  Sheikh  Ahmed. 
That  confidence  is  behind  the  decision 
start  construction  of  a  colossal  airport  city 
iject  near  Jebel  Ali,  at  an  estimated  cost  of 
;r  $8  billion  and  some  40  kilometers  from 

current  Sheikh  Rashid  Terminal  at  Dubai 
5rnational  Airport.  This  is  even  before 
npletion  of  the  $4.1  billion  expansion  at 

existing  airport,  which  will  add  a  new 
terground  terminal  and  two  concourses 

to  open  the  third  quarter  of  2007. 
Both  concourses  will  be  dedicated  to 
lirates  Airline  and  its  fleet  of  92  aircraft,  though  the  number 
Dlanes  will  more  than  double  when  the  Dubai-based  carrier 
eives  the  123  aircraft  it  has  ordered  —  including  the  biggest 
gle  order  of  45  Airbus  A380s.  Concourse  3  will  be  dedicated 
the  A380,  which  Emirates  still  expects  to  be  delivered  on 
ledule  in  early  2007;  the  company  has  already  made 
•visions  to  receive  the  super  jumbo  at  the  existing  terminal. 
When  the  expansion  project  is  completed,  it  will  more  than 
jble  capacity  at  Dubai  International  Airport  to  70  million 
ssengers.  The  Jebel  Ali  Airport  City  complex  will  cover  140 

wikh  Ahmed  is  a  risk  taker,  and  that  has 
instated  into  blue  ink  for  state-owned 
nirates  Airline,  which  has  not  seen  growth 
7  below  20%  annually  since  1986,  a  year 
ter  it  began  operations  serving  just  three 
istinations. 


Sheikh  Ahmed  bin  Saeed  Al  Maktoum 
President  of  the  Department  of 
Civil  Aviation, 
Chairman  and  Chief  Executive  of 
Emirates  Airline  and  Group 


square  kilometers  built  around  what  is 
designed  to  be  the  world's  biggest  airport 
with  a  capacity  to  handle  120  million  pas- 
sengers, the  equivalent  of  three  major  air- 
ports. Construction  has  started  in  phases, 
with  the  first  phase  comprising  a  single 
runway  and  a  Logistics  Center.  Eventually 
it  will  boast  six  parallel  runways,  800  tow- 
ers, housing  for  250,000  people,  shopping 
malls  and  a  golf  course. 

With  the  start  of  construction  on  Jebel 
Ali  Airport  City,  Dubai's  investment  in  the 
aviation  sector  will  rise  to  nearly  $40  billion. 

Sheikh  Ahmed  is  a  risk  taker,  and  that 
has  translated  into  blue  ink  for  state-owned 
Emirates  Airline,  which  has  not  seen  growth 
fall  below  20%  annually  since  1986,  a 
year  after  it  began  operations  serving  just 
three  destinations. 

Today,  as  one  of  the  world's  fastest- 
growing  airlines,  Emirates  has  a  fleet  of 
more  than  90  aircraft  flying  to  more  than 
80  destinations  with  too  many  international 
awards  to  mention.  The  launch  of  its 
nonstop  service  to  New  York  was  so 
successful  that  Emirates  added  a  second  daily  flight  and  is 
about  to  begin  a  service  via  Hamburg,  Germany.  Sheikh  Ahmed 
says  additional  routes  to  other  U.S.  cities  are  being  considered, 
among  them  San  Francisco  and  Houston. 

It's  an  enviable  position  for  an  airline  that  began  as  an  idea 
conceived  by  then  Crown  Prince  Sheikh  Mohammed  bin  Rashid 
Al  Maktoum,  current  ruler  of  Dubai,  who  decided  to  start  an 
airline  despite  advice  against  the  venture.  Sheikh  Ahmed  recalls 
that  during  an  in-house  interview  Sheikh  Mohammed  wrote  a 
check  for  $10  million  and  asked  him  and  his  team  to  go  out 
and  start  building  an  airline.  No  more  government  funds  would 
be  forthcoming  and  the  airline  would  have  to  fly  without  any 
further  subsidies.  From  the  start,  Emirates  Airline  was  forced 
to  compete  with  more-established  airlines  that  benefited  from 
the  open-skies  policy  that  Sheikh  Mohammed  insisted  would 
remain  in  place.  The  gamble  paid  off  because  it  meant  Emirates 
developed  a  quality  of  in-flight  service  that  has  become  a 
benchmark  for  the  industry.  ■ 

www.emirates.com  and  www.dubaiairport.com 


V    H.H.  Sheikh  Ahmed  bin  Saeed  Al  Maktoum  holds  a  bachelor's  degree  from  the  University  of  Denver,  Colorado.  He  is  the  President  of  the 


Department  of  Civil  Aviation,  Chairman  and  Chief  Executive  of  Emirates  Airline  and  Group  and  Deputy  Chairman  of  the  Dubai  Executive 
Council.  In  addition,  he  is  the  Chairman  of  Dubai  Airport  Free  Zone  Authority  (DAFZA),  among  others. 


We  all  speak  one  language. 

Fly  Emirates  to  five  continents  where  fOOtbcHI  is  spoker 

Keep  discovering. 


•  \ 
\  0 


FIFA  WORlDCUP 

2006 

Emirate 

Official  Parmer 
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Dubai  Duty  Free  - 
Setting  New  Records 

With  an  impressive  past  and  a  promising  future, 
Dubai  Duty  Free  sets  the  bar  for  airport  boutiques. 


E  SECURITY  MONITOR  IN  COLM 

Loughlin's  office  scans  the  shelves  of 
vast  retail  space  operated  by  Dubai 
y  Free  at  Sheikh  Rashid  Terminal.  This 
aming  shop  floor  features  the  world's 
ding  brands,  complete  with  a  gold  palm 
;  that  has  become  an  emblem  of  the 
hly  efficient  airport  that  caters  to  more 
n  24  million  passengers  a  year. 
"I  am  happy  to  say  that  everything  at 
sai  Duty  Free  is  progressing  quite  well, 
had  a  record  year  last  year  with  sales  of 
H  million,  and  sales  this  year  are  up  14%. 
ioks  like  this  year  will  finish  up  some- 
3re  in  the  region  of  $680  million,"  says 
Loughlin.  His  office  is  a  shrine  containing 
120  international  awards  Dubai  Duty  Free 
won  since  it  started  operations  in  1983. 
McLoughlin  is  convinced  the  winning 
nula  that  has  taken  Dubai  Duty  Free 
hird  place  in  the  airport  duty-free  rankings 
make  for  a  smooth  transfer  to  the  new 
mises  at  the  airport  concourse  under  construction  nearby,  and 
he  airport  complex  being  built  near  the  port  of  Jebel  Ali. 
"We  are  planning  the  opening  and  completion  of  Concourse 
>,  which  should  take  place  sometime  in  the  middle  of  2007. 
will  have  an  additional  8,000  square  meters  of  retail  space," 
s  McLoughlin,  an  Irishman  who  began  his  airport  retail 
eer  at  Ireland's  Shannon  Airport.  Once  Jebel  Ali  is  complet- 
Dubai  Duty  Free's  retail  space  at  all  four  terminals  will  reach 
300  square  meters. 

The  population  of  Dubai  is  set  to  double  to  3  million  by  2010, 
le  the  number  of  visitors  will  treble  to  15  million  by  the  end  of 
decade.  "We  expect  this  growth  to  reflect  very  positively  on 
)ai  Duty  Free,"  he  explains. 

But  Dubai  Duty  Free  is  not  just  about  selling  perfumes 
i  million  bottles  last  year)  and  powdered  milk  (1 00  tons  sold 
year)  —  it  is  a  "Superbrand."  It  achieves  this  status  through 
nvestment  in  marketing  the  brand  and  promoting  the  city 
>ugh  its  association  with  some  premier  sporting  events:  the 
jai  World  Cup,  the  richest  horse-racing  event  in  the  world; 
3  meetings  at  Ascot  and  Newbury  in  the  U.K.;  and  the  Dubai 
y  Free  Tennis  Championships,  owned  and  organized  by  the 


Colm  McLoughlin 
Managing  Director  of  Dubai  Duty  Free 


duty-free  operation.  The  two-week  tennis 
tournament  this  year  attracted  the  likes  of 
Andre  Agassi,  Lindsay  Davenport,  Roger 
Federer,  Rafael  Nadal  and  Maria  Sharapova, 
as  well  as  1 20,000  spectators  and  a  TV 
audience  of  some  400  million.  One 
testament  to  the  tournament's  success 
is  the  fact  that  Dubai  Duty  Free  won  10 
Association  of  Tennis  Professionals  (ATP) 
and  Women's  Tennis  Association  (WTA) 
awards,  including  this  year's  Tournament 
of  the  Year  trophy  from  the  ATP. 

Dubai  Duty  Free  is  branching  out  into 
the  hotel  business,  and  its  five-star  hotel 
is  under  construction  at  the  Aviation  Club, 
home  to  the  Dubai  Tennis  Championships 
and  Akaru  Spa  —  a  Dubai  Duty  Free 
registered  trademark. 

"On  average  in  airports,  about  1 6%  or 
17%  of  departing  passengers  purchase 
duty-free  items;  in  our  case,  42%  of 
departing  passengers  buy  items  in  the 
Dubai  Duty  Free.  That's  probably  the  highest  penetration  in  the 
world,"  says  McLoughlin.  He  credits  this  success  to  the  hard 
work  of  a  multinational  staff  from  37  different  countries,  and  to 
the  round-the-clock  attention  they  provide,  including  a  mobile 
customer  service  unit  that  seeks  out  passengers  in  distress. 

"What  sets  Dubai  Duty  Free  apart  is  our  people  and  not 
what  or  how  we  sell  our  goods,"  says  the  jovial  Irishman,  who 
has  managed  to  increase  business  at  Dubai  Duty  Free  by 
2,000%  in  the  last  20  years. 

"We  confidently  expect  that  by  2009  and  perhaps  even 
2008,  Dubai  Duty  Free  will  be  a  $1  billion  business  and  will 
employ  3,000  people. 

"Every  duty  free  in  the  world  can  buy  things  and  sell  them, 
but  it's  really  about  the  little  bit  you  can  improve.  That  little  bit 
is  all  about  your  team  —  how  happy  they  are  at  work  and  how 
they  deal  with  people,"  says  McLoughlin,  explaining  that  of  the 
original  1 00  staff  he  calls  the  pioneers,  64  are  still  working  at 
Dubai  Duty  Free.  It  goes  without  saying  that  he  is  one  of  the 
pioneers  as  well.  ■ 

www.dubaidutyfree.com 


\  -  t  Colm  McLoughlin  has  almost  40  years'  experience  in  the  retail  industry.  He  spent  15  years  working  at  Shannon  Duty  Free  bef^e 
moving  to  Dubai.  McLoughlin  is  married  with  three  children,  golfs  with  a  single  handicap  and  holds  a  private  pilot's  license. 
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Breaking  the  Financial  Mold 

Abu  Dhabi  Investment  House  is  less  than  a  year  old,  but  it  has  already 
closed  landmark  deals  worth  more  than  a  quarter  of  a  billion  dollars. 


FOR  SOME  WOULD-BE  ENTREPRENEURS 

in  the  Gulf,  the  route  to  success  is  simple: 
Take  a  cushy  job  in  the  family  firm,  stick  a 
plaque  on  the  door  saying  "CEO"  and  start 
telling  people  what  to  do. 

Not  Rashad  Janahi,  who's  earned  every 
letter  of  his  chief  executive  officer  title  at  Abu 
Dhabi  Investment  House  (ADIH).  Despite 
the  fact  that  he  was  born  into  one  of  the 
region's  leading  business  families  —  his 
brother  Esam  heads  Gulf  Finance  House  in 
Bahrain  —  the  simple  route  did  not  appeal 
to  Rashad.  "In  our  family,  the  easy  option  is 
not  an  option,"  he  says. 

Instead,  he  chose  the  rigor  and  discipline 
of  working  for  two  of  the  leading  internation- 
al banks  in  the  Arab  Gulf  states.  As  a 
young  graduate,  he  spent  time  working  on 
a  training  program  with  Standard  Chartered 
in  Bahrain,  and  after  stints  with  a  local 
investment  bank  and  education  in  the  U.S., 
he  spent  four  years  as  a  private  banker  with  HSBC  between 
Dubai  and  Geneva. 

"If  you  work  for  a  multinational  corporation,  you  are  exposed  to 
international  best  practices,"  he  says.  "It  can  be  hard,  but  you  learn 
a  great  deal.  That  experience  has  been  extremely  valuable  in  setting 
up  ADIH.  You  cannot  just  launch  something  like  this  and  expect 
people  to  take  you  seriously  unless  you  have  a  track  record." 

The  ADIH  Difference 

Set  up  with  paid  capital  of  $55  million,  ADIH  is  focused  on  the 
existing  and  emerging  potential  in  private  equity,  corporate  finance, 
real  estate,  asset  and  wealth  management  and  investment  place- 
ment in  the  Arab  world  and  beyond.  ADIH  advises  investors  on  a 
variety  of  high-yielding  and  untapped  investment  avenues. 

The  goal  of  ADIH  is  to  enable  investors  to  reap  the  rich 
dividends  of  regional  economic  growth  with  IPOs,  as  well  as 
buying  and  selling  domestic  and  international  securities.  "We 
are  innovative,"  Janahi  says.  "You  have  to  be.  You  cannot  just 
go  out  and  do  the  same  things  as  everyone  else." 

The  firm  made  a  profit  of  $1 1  million  in  its  first  quarter  of 


In  under  a  year,  ADIH  has  established  itself 
as  a  major  player  in  regional  finance  by 
executing  some  landmark  transactions. 


Rashad  Janahi 
Chief  Executive  Officer 
Abu  Dhabi  Investment  House  (ADIH) 


operations.  "The  profit  was  not  simply  ma 
ing  money  on  the  stock  market,  it  was  co 
earnings  from  originating  and  closing 
deals,"  says  Janahi. 

In  under  a  year,  ADIH  has  established 
itself  as  a  major  player  in  regional  finance 
by  executing  some  landmark  transactions 
In  March  it  unveiled  plans  for  Beirut  Gate 
a  $600  million  development  in  a  resurgent 
area  of  the  Lebanese  capital.  ADIH  will  fur 
part  of  the  project  using  $160  million  it 
raised  through  an  oversubscribed  private 
placement  earlier  in  the  year. 

Beirut  Gate  was  no  one-off;  just  weeks 
before,  ADIH  closed  a  $100  million  place- 
ment to  help  finance  Energy  City  —  a  maj> 
development  in  nearby  Qatar.  Money  is  als 
flowing  into  funds  targeting  private  equity 
deals  in  the  Gulf  and  real  estate  in  Germar 
and  deals  in  Southeast  Asia  are  on  the 
drawing  board  for  late  2006. 
"We  want  to  be  a  global  brand,"  says  Janahi.  "You  cannot 
have  all  your  investments  in  one  sector  or  region,  you  have  to 
diversify.  That  is  why  we  are  looking  to  Europe  and  Asia." 

Personal  Personnel 

The  greatest  challenge  facing  Janahi  as  he  seeks  to  take  ADIH 
international  is  the  combination  of  the  right  employees.  "We  hire 
people  from  some  of  the  best  institutions  in  the  world,  but  you 
also  have  to  nurture  and  develop  local  talent,"  he  says.  "Getting 
this  mix  right  is  challenging,  but  we  have  a  great  team  and  we 
are  growing  fast." 

The  ADIH  team  is  composed  of  specialized  banking  pro- 
fessionals with  sound  knowledge  of  financial  markets  who  ar 
committed  to  identifying  the  best  market  opportunities  and 
exceeding  targets  to  maximize  the  value  of  investments.  The; 
create  an  investment  strategy  based  on  detailed  consultation 
and  a  thorough  understanding  of  the  client's  aspirations. 

The  expert  team  appreciates  the  value  of  personalized 
relationships  with  clients;  that  way  ADIH  builds  trust,  fosters 
creativity  and  delivers  optimum  results. 

Building  on  the  early  success  of  ADIH  will  not  be  easy,  but 
that  doesn't  worry  Janahi.  "Of  course  it's  not  easy,"  he  says. 
"But  we  have  shown  what  we  are  capable  of,  and  the  future  is 
very  exciting."  ■ 

www.adih.ae 
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t  si  ;■  (.  ig  careei  in  Bahrain  with  Standard  Chartered  and  worked  for  a  number  of  prominent  local 
t'ttr/s  leading  investment  bank  —  Securities  and  Investment  Co.  After  studying  at  the  New  York 
bai,  working  as  a  private  banker  for  four  years  before  launching  ADIH  in  20 


Minimal  hassie,  maximum  productivity 


Destined  to  become  a  landmark  feature  of  bustling  Dubai,  Index  pays  homage 
to  the  art  of  outstanding  minimalist  architecture. 

Situated  at  a  prominent  site  within  DIFC,  the  regional  hub  for  financial  services. 
Index  comprises  80  state-of-the-art  levels,  of  which  25  consist  of  spacious  'A-Grade' 
office  space  providing  column-free  offices  with  connectabie  floors,  enabling  you  to 

fashion  interiors  to  your  corporate  requirements. 

Another  outstanding  Union  Properties  development,  with  architecture 
by  award-winning  firm  Foster  &  Partners,  Index  offers  superbly  appointed 

offices,  all  available  on  a  freehold  basis. 

To  maximise  your  productivity  with  minimal  hassie  contact  Union  Properties  today. 


Union  Properties 

P.O.  Box  24649,  Dubai,  United  Arab  Emirates 
Tel  +971  (4)  885 1555  Fax  +971  (4)  885  2666 
www.up.ae  upsale©up.ae 


Makers+Breakers 


FOR  MORE  FINANCIAL  STATS  GO  TO  WWW.FORBES.COM/MAKERS 

Bad  Student 


After  the  accounting  mischief  at  Fannie  Mae  the  term  "government-sponsored 
enterprise"  has  a  bit  of  a  taint  to  it.  Well,  one  such  entity  has  cut  the  cord  to 
Washington— sort  of— and  thrived.  SLM  CORP.  (52,  SLM),  better  known  as  Sallie 
Mae,  completed  its  transition  to  a  freestanding,  publicly  traded  company  in  2004. 

While  it  no  longer  can  borrow  at  Treasury-like  rates  or  depend  on  the  feds  to  bail  it 
out  of  a  jam,  Sallie  remains  the  largest  source  of  education  loan  funding  in  the  U.S.  ($127 
billion  lent  to  10  million  borrowers).  And  to  Wall  Street  the  best  part  is  the  federal  guar- 
antees it  retains:  86%  of  its  loan  portfolio,  by  dollar  volume,  is  government-backed 
student  loans— usually  smallish  amounts,  for  families  of  modest  means.  Over  the  past 
five  years  Sallie  stock  has  doubled  in  a  flat  stock  market. 

But  a  potential  problem  looms  in  Sallies  books,  says  Kathleen  Shanley  of  corporate 
bond  research  firm  Gimme  Credit.  So-called  private  student  loans,  meaning  those  that 
Uncle  Sam  isn't  backing,  are  for  the  more  prosperous  students  and  tend  to  be  larger  and 
much  more  profitable  for  Sallie.  They're  rapidly  expanding,  up  by  nearly  half  in  the  past 
year  to  14%  of  Sallies  assets. 

Because  of  rising  loan  amounts  and  interest  rates,  a  worrisome  trend  has  emerged: 
Loans  where  the  borrower  can  make  only  partial  payments  or  has  gotten  a  delay  are  up 
to  6.4%  from  4.7%  a  year  ago.  (Borrowers  start  repaying  after  graduation.)  Meanwhile, 
Sallie  Mae  has  suffered  earnings  reversals,  mainly  from  fumbled  derivatives,  which  have 
pulled  the  stock  down  a  tad.  First-quarter  net  income  dipped  32%  to  $152  million;  in 
2005  it  slid  26%.  Sallie  Mae  is  trading  at  18  times  trailing  earnings,  higher  than  its  peer 
group  of  student  lenders  at  14.  Short  the  stock.  —Tatiana  Serafin 


Well-Oiled 


Hurricanes  batter  offshore  oil  platforms. 
Nigerian  fighting  crimps  production.  Iran 
cuts  off  shipments  to  protest  international 
pressure  over  its  nuke  program.  All  these 
nightmare  scenarios  make  oil  producers 
on  American  soil  look  attractive. 

XTO  ENERGY  (43,  XT0),  headquartered  in 
Fort  Worth,  has,  at  49%,  the  best  three-year 
average  operating  (Ebitda,  that  is)  margin 
in  the  business.  The  company  is  excellent  at 
deploying  capital  and  seeing  it  quickly 
translate  into  production, 
says  SunTrust  analyst 
John  J.  Gerdes. 

In  2004  XTO  entered 
the  Barnett  Shale,  a 
large  field  in  northern 
Texas,  and  got  the  rigs 
pumping  with  dispatch. 
In  2005  the  company  increased  tural 
gas  production  by  24%  and  oi  i  ; 
by  72%. 


Stock  price 


6/S/Q5/-.6/28/06 


The  result:  $1.1  billion  in  earnings  on 
$3.5  billion  in  revenue.  In  this  year's  first 
quarter  XTO  netted  $467  million,  a  181% 
increase.  XTO  is  on  track  to  hike  produc- 
tion by  at  least  11%  in  the  coming  year. 
XTO's  price/earnings  ratio  (11)  already 
beats  the  industry  average  of  14.6. 

— Zack  O'Malley  Greenburg 

Wonder  Drug 

In  a  bear  market  long-shot  biotech  firms 
are  not  prized.  Like  many  young  com- 
panies in  the  biotechnology  industry, 
COLEY  PHARMACEUTICAL  GROUP  (10.5, 

COLY)  has  paltry  revenue  ($16  million 
last  year)  and  no  hope  of  profits  for  the 
next  few  years.  The  stock  has  fallen  by  a 
third  since  its  initial  public  offering  last 
August,  amid  a  general  retreat  in  the 
biotech  sector. 

But  the  company  has  a  promising  new 
class  of  drugs  in  development  that  stim- 
ulate the  body's  immune  system  to  attack 


Stock  price 


cancer,  asthma,  allergies  and  infectious 
diseases  like  hepatitis  C. 

Foresight  Research  Solutions  analyst 
Leah  Rush  Cann  is  impressed  by  Coley's 
cheering  gallery:  Drug  giant  Pfizer  was 
so  taken  with  its  potential  that  last  year 
it  licensed  Coley's  leading  compound  for 
non-small-cell  lung 
cancer  in  a  deal  poten- 
tially worth  $455 
million  (plus  royalties) 
to  Coley. 

Results  from  the 
late-stage  clinical  trials 
on  the  drug  won't  be 
out  until  late  next  year. 
Still,  Pfizer  is  so  optimistic  that  it 
recently  announced  it  would  pursue  four 
additional  clinical  trials  for  the  chemi- 
cal, three  in  combination  with  existing 
lung  cancer  drugs  and  one  in  breast 
cancer. 

—Kerry  A.  Dolan 


178      FORBES      JULY  24,  2006 


J  E*TRADE  YOUR 

INVESTMENT  ALLOCATION,  CASH  AND  LOANS 
CAN  ALL 


IMIZED. 


Challenge  the  ordinary. 


Be  E  f  traordinary 


E*TRADE's  Exclusive  Intelligent  Optimizers 


INTELLIGENT 

LENDING 

OPTIMIZER 


INTELLIGENT 

INVESTING 

OPTIMIZER 


EXCLUSIVE 
INTELLIGENT 

CASH 

OPTIMIZER1 


jfllfiBESSB  E*  TRADE 

1-800-398-7854   etrads.com/switchtoday  SSS^SSSSSSSSSS  FINANCIAL 


e  Intelligent  Cash  Optimizer  is  available  to  all  qualitied  customers  with  $50,000  or  more  in  combined  E*TRADE  Securities  and  E*TRADE  Bank  accounts  or  who  average  10  or 
stock  or  options  trades  per  month  (30  trades  per  quarter).  It  is  a  unique,  dynamic  cash  management  modeling  tool  that  illustrates  the  earning  potential  for  uninvested  cash, 
sm  response  and  account  access  times  may  vary  due  to  a  variety  of  factors,  including  trading  volumes,  market  conditions,  system  performance,  and  other  factors, 
rities  products  and  services  are  offered  by  E*TRADE  Securities  LLC,  Member  NASD/SIPC. 
106  E*TRADE  FINANCIAL  Corp.  All  rights  reserved. 


TAKE  A  SWING  AT  LIVING  YOUR  DREAM. 

Have  clubs,  will  travel.  If  this  is  your  resume,  visit  FineLiving.com/golf  to  find  out  how  you  could 
be  FINE  LIVING -TV  NETWORK'S  next  Wandering  Golfer*.  You'll  get  paid  to  play  on  the  world's 
greatest  golf  courses  and  meet  others  with  a  passion  for  the  game. 

Send  in  your  tape  by  September  15,3nd  you  could  be  selected  for  the  best  job  in  America. 
The  new  host  will  be  announceo  on  November  15  and  will  star  in  their  own  13-episode  series  of 
the  hit  show  The  Wandering  Golfer.  Send  in  your  tape,  gather. up  your  clubs,  and  perfect  your 
-  stroke  —  you  could  be  pur.  next  Wandering  Golfer*. 


Go  to  FineLiving.com/golf  for  more  information. 
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9  JP  Morgan  Depository 
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rww.adr.com 


iutomotive 

9  Acura 
-800-To-Acura 
rww.acura.com 
9  BMW 

-800-334-4BMW 

rww.BMWusa.com 

9  Hyundai  Motor  America 

rww.thenewAZEPvA.com 
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business  Classified 

9  AHM  Mortgage 
-888-531-7888 

Avw.AmericanHm.com/george.hart 
9  American  Diagnostic  Centers 
Avw.americandiagnosticcenters.com 
9  Capital  Asset  Management 
-800-710-0002 

9  Capstone  Business  Credit,  LLC 

-212-755-3636 

Avw.capstonetrade.com 
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Avw.gwequity.com 
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-800-704-0307 

Avw.holidaygroup.com 
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1-215-627-5626 

www.nationalwatch.com 

^b  Rosetta  Stone 

1-888-232-8823 

www.rosettastone.com/fbs076 

^  Vector  Vest 

www.vectorvest.com 

^  Worldwide  Business  Consultants 

1-800-733-2191 

www.corbettandkish.com 


Computer/Technology 

^9  Huawei  Technologies 
(86  755)  2878  0808 
www.huawei.com 
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^  The  Capital  Gold  Group 
www.thecapitalgoldgroup.com 
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Financial  Services 

^9  ETRADE  Financial 
1-800-731-5220 
www.etrade.com 
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State  Street  Global  Advisors, 
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Retirement  Planning  for  the 
Baby  Boom  Generation 
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www.prudential.com 
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^b  SK  Telecom 
www.sktelecom.com 

The  2006  British  Open:  Return 
to  Royal  Liverpool 

^  Canon 

1-800-OK-Canon 

www.usa.canon.com 
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www.rbs.com 
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Singapore  Airlines 
1-800-742-3333 
www.singaporeair.com 


ntrarian i  David  Dreman 


SURVIVING 

INFLATION 


WHAT  DO  YOU  DO  NEXT?  U.S.  STOCKS  HAVE 
had  a  rough  first  half,  with  the  Dow  Jones, 
Standard  &  Poors  and  Nasdaq  indexes  flat  or 
down.  Foreign  markets,  particularly  the 
emerging  sector,  are  extremely  volatile.  To 
answer  the  question,  let's  first  look  at  the  cause. 

The  fear  of  increasing  inflation  and  higher  interest  rates, 
spurred  on  by  lofty  energy  and  commodity  prices,  are  the  main 
culprits.  Inflation  is  spreading  into  such  places  as  manufac- 
tured goods,  imports  and  airline  fares.  Compounding 
the  problem  is  the  continued  rise  in  employment  and  the 
pressure  this  puts  on  labor  costs.  Ditto  capacity.  Capacity 
utilization  is  at  81.7%,  up  from  73.9%  in  December  2001, 
which  has  to  be  taken  as  a  warning  light  for  rising  inflation.  It 
is  a  sign  of  heavy  demand,  which  enables  manufacturers  to 
make  higher  prices  stick. 

In  my  June  2004  column  I  predicted  higher  inflation  and 
higher  interest  rates.  They  have  finally  arrived,  and  they  have  not 
run  their  course. 

Still,  the  fear  and  volatility  in  the  marketplace  today  should 
not  make  you  stampede  for  the  exits.  Don't  forget  that  stocks 
have  proved  to  be  one  of  the  best  inflation  hedges,  long  term. 

During  inflationary  periods  since  World  War  II  the  same 
scenario  has  played  out  repeatedly.  Initially,  for  six  months  or 
so,  fear  dominates  the  market,  and  stocks  swoon.  Then  the 
market  bounces  back  with  a  vengeance.  A  classic  example  is 
the  1977-81  period,  when  the  country  flirted  with  hyperinfla- 
tion. Worriers  evoked  the  Weimar  Republic  of  the  1920s. 
During  the  unhappy  1977-81  span  the  Consumer  Price  Index 
rose  12.6%  annually  Equities  at  the  outset  retreated  7.2%  in 
1977,  but  over  the  next  four  years  stocks  returned  12.3%  annu- 
ally, versus  10.8%  for  the  CPI.  Even  though  inflation  remained 
sky-high,  stockholdc  -  lore  than  kept  up  with 
the  cost  of  living. 

The  same  cannot  be        of  bondholders, 


who  experienced  price  collapses  of  as  much  as  50%  that  wen 
not  fully  recovered  in  coupon  payments.  Over  the  five-yea 
period  the  total  return  on  bonds  was  in  negative  territory.  If  yoi 
consider  taxes  on  your  bond  coupons  at  a  conservative  40%  rate 
stocks  outdistanced  bonds  by  a  significant  amount. 

So  my  advice  now  is  to  tough  it  out.  You  likely  will  be  mor< 
than  rewarded  for  your  perseverance.  Conversely,  long  bonds  an 
the  last  place  you  want  to  be.  Listening  to  suggestions  to  bu) 
them  is  a  little  like  following  Lord  Cardigan  and  his  Light  Brigade 
into  the  Russian  cannon  at  Balaklava. 

The  place  to  be  is  in  domestic,  not  foreign,  equities.  U.S. 
stocks  have  far  more  liquidity,  particularly  the  larger  caps,  and 
are  also  not  as  subject  to  the  panicky  reallocations  of  funds  out  ol 
Russia  and  other  emerging  markets,  where  stocks  have  suffered 
sharp  reversals. 

Three  stocks  that  should  be  rewarding  under  the  current 
circumstances: 

Aetna  (39,  AET)  is  one  of  the  largest  U.S.  health  insurers, 
with  28  million  members.  Aetna's  first  quarter,  while  exceed- 
ing expectations,  nevertheless 
frightened  Wall  Street  with  a 
rise  in  medical  costs.  The  stock 
fell  29%  from  its  12-month 
high  of  $52  before  starting  to 
inch  north  again.  Concerns  are 
misplaced  for  this  giant:  The 
cost  rise  is  a  seasonal  issue. 
Earnings  growth  should  con- 
tinue to  be  strong,  20%  this 
year,  with  further  gains  in  2007. 
Aetna  sells  for  16  times  trailing 
earnings. 

Altria  (74,  MO)  is  coming 
closer  to  the  point  where  it  will 
break  into  three  parts — Philip  Morris  U.S.,  Philip  Morris  Interna- 
tional and  Kraft  Foods— and  hand  the  pieces  to  its  stockholders. 
The  collective  value  of  the  parts  should  be  $100  to  $1 10  a  share. 
Investors  will  get  a  4.3%  dividend  while  they  wait. 

Apache  (66,  APA),  a  top-notch  exploration  and  development 
outfit,  has  been  punished  on  Wall  Street  for  its  heavy  concentra- 
tion in  natural  gas.  To  be  sure,  profits  could  be  off  next  year, 
given  that  the  price  of  gas  on  the  NYMEX  has  tumbled  from  a 
high  of  $15.38  per  thousand  cubic  feet  to  the  current  $6.11.  Yet 
natural  gas  use  continues  to  grow,  and  with  a  normal  winter  it 
should  be  in  short  supply  again  within  the  next  year. 

Apache  trades  at  eight  times  trailing  earnings,  which  is 
cheap  for  a  growth  company.  As  a  backstop  to  the  growth  story 
you  have  the  possibility  that  a  big  energy  company  will  view 
Apache  as  an  attractive  acquisition.  At  the  moment  gas 
reserves  can  be  found  more  cheaply  on  Wall  Street  than  in  the 
Gulf  of  Mexico.  F 


A  spike  in  the 
CPI  damages 
stocks  but  only 
for  a  short 
while.  Over  the 
long  pull, 
stocks  beat 
inflation. 
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SAS  gives  Sub-Zero  and  Wolf 

Tl  E 
POW 

TO  KNOW 

how  to  put  the  freeze  on  warranty  issues  and  improve  customer  satisfaction. 

Sub-Zero  Freezer  Company  and  its  corporate  companion,  Wolf  Appliance  Company,  understand  that 
quickly  identifying  and  resolving  warranty  issues  is  the  key  to  better  product  quality,  lower  warranty  costs 
and  greater  customer  satisfaction.  That's  why  Sub-Zero  and  Wolf  chose  SAS  as  its  business  intelligence 
partner  for  warranty  analysis.  To  learn  more  about  Sub-Zero  and  other  SAS  success  stories,  visit  our  Web  site. 


www.sas.com/subzero 
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Return  Lisa  W.  Hess 


WHY  STOCKS 
ARE  CHEAP 


Y  FIRST  JOB  WAS  AS  A  14-YEAR-OLD  PART-TIME 
clerk  working  over  the  Christmas  break  for  my 
fathers  stockbroker  at  now-defunct  Bache  & 
Co.  I  was  paid  $10  a  week  for  tediously  posting 
customers'  accounts,  by  hand.  But  what  fasci- 
nated me  about  the  office  was  the  old  men  who  came  in  at 
noon  with  their  brown-bag  lunches.  They  sat  down  in  front  of 
the  ticker  tape  and  watched  it  like  a  TV  set  for  hours.  Periodi- 
cally they  jumped  up  from  their  chairs  and  flooded  the  brokers 
with  orders. 

Not  much  changes  in  investing.  Trend-following  hedge 
funds,  just  like  the  old  tape-watchers  of  a  generation  before, 
move  markets.  Their  young  traders,  sitting  in  front  of  screens, 
were  a  large  factor  earlier  this  year  in  driving  the  surging  prices 
for  copper,  coal,  oil  and  other  commodities,  plus  stocks  in 
emerging  markets,  where  these  things  are  produced. 

And  when  the  trend-followers  panic,  watch  out.  Commodities 
fell  with  a  loud  thump  in  May,  dragging  down  many  of  the  highest- 
flying  emerging  markets  with  them.  What  set  off  the  flood  of  sell 
orders?  The  simple  fact  that  cheap  capital  was  no  longer  available 
to  the  traders. 

The  cause  of  this  meltdown  was  the  worldwide  tightening  by 
17  central  banks  this  spring,  a  more  or  less  coordinated  move 
that  dramatically  diminished  global  liquidity.  The  yen  carry 
trade,  which  had  meant  borrowing  in  Japan  at  ridiculously  low 
short  rates,  disappeared  as  the  Japanese  money  supply  imploded. 

In  the  Alan  Greenspan  era  leveraged  investors  had  what 
amounted  to  perfect  foresight  on  borrowing  costs.  Traders 
behaved  with  the  confidence  of  someone  who  could  read  next 
month's  Wall  Street  Journal  today.  As  long  as  the  Federal 
Reserve  acted  with  predictability,  it  made  sense  to  borrow  as 
much  as  possible  at  the  lowest  rate  available  to  buy  the  riskiest 
assets  around. 

Then  this  winter  along  came  Greenspan's  successor,  Ben  S. 
Bernanke,  to  reintroduce  trades  to  uncertainty.  Limitless 


capital  provided  at  a  predetermined  price  is  no  longer  a  give) 
Sharply  declining  commodity  prices  remind  economists  aboi 
midcycle  slowdowns.  The  Turkish  lira,  perennial  favorite  < 
hedge  funds  and  proxy  for  "animal  spirits,"  has  swooned. 

There's  another  reason  for  the  traders'  sudden  bearishnes 
aside  from  the  end  of  the  worldwide  liquidity  boom — leerine; 
over  spiraling  inflation.  Uncontrolled  inflation,  to  be  sure, 
good  for  commodity  prices.  But  inflationary  fears  on  the  pai 
of  central  bankers  are  bad,  because  they  cause  the  banks  t 
tighten  money  supplies  and  thus  make  it  expensive  to  carr 
commodity  positions.  This  time  the  central  bankers  seem  t 
have  overreacted.  Our  world,  amid  unfettered  capital  an< 
wandering  labor,  is  more  likely  to  face  a  profit  slump  than  a; 
inflationary  surge. 

The  good  news  to  emerge  from  this  global  risk-aversion  i 
that  international  buying  opportunities  have  arisen.  So  give 
round  of  applause  to  the  modern-day  counterparts  of  the  ol< 
tape-watchers  who'd  stampede  at  a  whiff  of  bad  news. 

NORSKE  SKOG  (12,  NSG  NO)  is  a  Norwegian  paper  manufac 

turer  with  production  in  Kore; 
and  South  America.  Unti 
recently  there  had  been  ar 
overhang  of  newsprint  capacit) 
in  Europe,  creating  losses  anc 
margin  squeezes.  With  nev* 
management  committed  tc 
trimming  production,  the  com- 
pany should  prosper.  The  stock 
trades  in  Norwegian  krone.  The 
company  has  a  market  cap  ol 
$2.5  billion,  a  dividend  yield  ol 
6.5%  and  a  share  price  that  is 
25%  below  book  value. 

CHINA  SHENHUA  ENERGY 
(12,  1088  HK),  listed  on  the 
Hong  Kong  exchange,  is  the  largest  coal  miner  in  China,  with  its 
own  railroad  system  and  electrical  power  generation  subsidiary. 
Its  biggest  mine  and  new  coal  liquefaction  project  are  in  Inner 
Mongolia.  Down  30%  from  the  May  peak,  the  stock  sells  at  a 
price/earnings  ratio  of  13,  has  great  geology  and — need  I  say — 
low  labor  costs.  Read  the  profile  of  it  in  the  July  3  FORBES. 

Also  look  at  RTI  INTERNATIONAL  METALS  (50,  RTl),  a  producer 
and  fabricator  of  specialty  metals,  particularly  titanium  alloys 
and  products  for  the  aerospace  industry.  Headquartered  in 
Niles,  Ohio,  RTI  has  extensive  overseas  operations.  It  has  few 
competitors  but  a  lot  of  robust  demand  due  to  lightweight  tita- 
nium's marvelous  sturdiness.  In  this  past  spring's  commodity 
frenzy  the  stock  traded  as  high  as  $83.  Its  29  P/E  (against  trailing 
earnings)  is  on  the  high  side  but  justified  by  RTl's  prospects. 
With  a  market  cap  of  only  $1.1  billion  and  no  debt,  the  company 
could  easily  be  acquired.  F 


Blame  the  rate 
hikes  by  17 
central  banks 
this  spring  for 
removing  the 
liquidity  that 
go-go  traders 
relied  on. 
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Lisa  W.  Hess  is  a  New  York  money  manager.  Visit  her 
home  page  at  www.forbes.com/hess. 
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Special  thanks  to  Eric  Clapton,  EIF's  Ambassador  for  its  National  Arts  and  Music  Education  Initiative  supported  by  the  Mercedes-Benz  Drive  Your  Future 
Performance  Awards. 

Supporting  arts  and  music 
education  isn't  a  solo  act. 


That's  why  Eric  Clapton  has  joined  the  Entertainment 
Industry  Foundation  and  Mercedes-Benz  in  an  effort  to 
support  arts  and  music  education  for  students.  A 
portion  of  the  proceeds  from  the  sale  of  750  Premier 
Edition  GL-Class  vehicles -featuring  a  unique  styling 
combination -will  be  donated  to  EIF's  National  Arts 


and  Music  Education  Initiative,  including  support  to 
Grammy  Camp™  as  part  of  the  Mercedes-Benz  Drive 
Your  Future  Performance  Awards.  Additional  funds  will 
establish  Drive  Your  Future  scholarships  for  students 
majoring  in  music,  theater,  dance  and  film.  For  more 
information,  visit  MBUSA.com/driveperformance. 


Mercedes  Benz 


JT  DRIVE 
EIF  IFUTURE   

f^^z^oi        Performance  Awards  camp 


Stock  Trends  Laszlo  Birinyi  Jr. 


SOME  POOR 
INDICATORS 


■  AM  NO  FAN  OF  TECHNICAL  ANALYSIS,  TO  SAY  THE  LEAST.  THIS 
I  school  of  market-watching  purports  to  forecast  the  direction 
I  of  the  overall  market  and  of  individual  stocks  by  finding 
I  patterns  among  statistics  like  price  trends.  Sometimes  it  can 
BB  be  useful  for  predicting  the  paths  of  individual  stocks,  some- 
times not.  But  when  it  comes  to  the  market  as  a  whole,  the  chartists 
(as  the  faiths  practitioners  are  known)  have  a  very  bad  record. 

I'm  revisiting  this  subject  because  at  times  like  this — an  early  - 
2006  rally  giving  way  to  a  sharp  correction  and  a  lot  of  fear  in  the 
air — chartists'  certitudes  get  a  lot  of  undeserved  notice.  Over  the 
dozen  years  I've  written  this  column,  I've  several  times  taken 
technical  analysts  to  task  for  their  failings.  From  my  two-page 
broadside  against  them  (Dec.  1,  1997)  to  my  most  recent  critique 
(Sept.  15,  2003)  they  have  responded  with  great  vitriol  but  have 
never  gotten  around  to  refuting  my  conclusions.  A  recent  update 
of  my  1996  study  ("The  Continued  Failure  of  Technical  Analy- 
sis") found  that  chartists'  efforts  are  bearing  even  less  fruit  lately. 

Their  bum  steers  abound.  In  the  February  2003  issue  of 
Stocks  and  Commodities,  one  report  entided  "Houston,  We  Have 
a  Technical  Problem"  warned  of  a  prolonged  bear  market.  Two 
months  later,  in  the  New  York  Times,  another  article  was  head- 
lined "This  Can't  Be  a  Bull  Market,  There  Are  Two  Many  Bulls." 
The  market  that  year  was  up  25%. 

As  I  read  the  situation,  most  technicians  today  are  unen- 
thusiastic  to  downright  bearish  on  the  market.  Unfortunately, 
their  underlying  rationale  is  extremely  skimpy.  In  the  Feb.  6 
issue  of  Fortune  one  technician  spied  a  large  decline  ahead 
because  something  could  go  wrong.  Well,  of  course  it  could. 
This  pending  market  collapse  was  not  forecast  because  the 
charts  said  short-term  rates  were  going  to  6%  or  that  the  financial 
stocks  all  had  negative  patterns  or  something  remotely  tangible, 
even  in  chartist  terms.  It  was  just  an  off-the-top-of-the-head 
opinion,  garbed  in  vague  scientific  terms.  —~r$ 
Two  indicators  the  chartists  favor  have  limited  value,  I  1 
in  my  experience:  the  Moving  Average  Convergence  ■■■ 


Divergence  (MACD),  which  purports  to  identify  when  to  trad 
based  on  comparisons  of  price  movements,  typically  between  12 
and  26-day  spans;  and  Stochastics,  an  index  that  uses  a  five-da 
moving  average  to  determine  whether  a  stock  is  "overbought"  o 
"oversold."  Trouble  is,  the  Bloomberg  machine  has  a  back-tes 
function  where  you  can  review  the  results  of  those  and  six  othe 
technical  indicators.  We  found  that  they  don't  work. 

Buying  the  30  Dow  Jones  names  in  mid- June  2005  and  hold 
ing  them  until  mid-June  of  this  year  would  have  netted  you 
5.8%  gain.  But  if  you  used  MACD,  buying  and  selling  when  it  tol< 
you  to,  the  result  would  be  a  3%  loss — before  commissions 
Buying  and  selling  according  to  signals  from  Stochastics  was  onl 
slighfiy  less  damaging.  In  some  individual  Dow  stocks  you  woulc 
have  fared  even  worse.  American  Express,  for  example,  rose  12^ 
over  that  period,  while  buying  and  selling  it  according  to  MACI 
would  have  lost  you  9%.  Along  the  way  you  would  have  made  21 
trades,  which  makes  for  a  lot  of  fees. 

Another  indicator,  the  Advance- Decline  (A-D)  Line,  ha: 
utility,  of  a  very  limited  sort.  The  concept  is  pretty  basic:  Wher 

more  stocks  rise  than  fall  on  < 
trading  day,  then  the  market's  till 
is  bullish,  and  bearish  if  tht 
opposite.  The  typical  approach 
has  you  subtracting  declinerj 
from  advancers  and  adding  the 
result  to  a  running  total.  Il 
works  better  for  individual 
stocks,  where  the  running  total 
simply  counts  the  number  of 
days  (over  the  past  50  days  or 
whatever)  on  which  the  stock 
was  up,  versus  the  number  on 
which  it  was  down. 

In  1999  the  market's  A-D 
Line  went  down  all  year  even  as  the  market  went  up  20%.  As  the 
A-D  Line  treats  all  stocks  equally,  regardless  of  their  capitalizations, 
it  failed  to  capture  an  upward  movement  that  was  concentrated  on 
the  33  largest  S&P  500  names.  And  every  bear  market  has  ended 
with  the  A-D  Line  at  its  absolute  low,  foretelling  nothing  whatso- 
ever about  the  next  day. 

I  do  use  the  A-D  Line  for  individual  stocks  to  see  where  they  are 
trending.  If  an  A-D  Line  is  up  and  the  stock  has  fundamental  merit, 
I  buy.  I  examine  long-  and  short-term  moving  averages  (50-  and  200- 
day)  and  opt  for  stocks  where  both  are  continually  rising  for  at  least 
three  months.  Three  that  qualify  now:  heavy  equipment  maker  DEERE 
&  CO.  (79,  DE),  offshore  oil  driller  TRANSOCEAN  (74,  RIG)  and  con- 
glomerate UNITED  TECHNOLOGIES  (62,  UTX). 

Chartists  may  venture  a  guess  as  to  when  the  favorable  trend 
in  these  stocks  might  end.  I  won't,  but  historically  these  are 
persistent,  long-term  patterns.  So  you  don't  have  to  watch  them 
every  day,  but  make  it  a  habit  to  review  their  status  regularly.  F 


The  chartists 
are  at  it  again. 
Most  of  their 
market  gauges 
are  plain  silly. 
Just  one  makes 
sense — 
sometimes. 
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Laszlo  Birinyi  Jr.  is  president  of  Birinyi  Associates,  a  Westport, 
Conn.-based  financial  consulting  firm.  Web  site:  www.lbirinyi.com. 
Visit  his  home  page  at  www.forbes.com/birinyi. 
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ALL-WEATHER  PERFORMANCE 


Mutual  Shares  Fund— A  History  of  Strong  Performance  with  Lower  Volatility 


Mutual  Series  fund  managers  don't  try  to  forecast 

MUTUAL 

series      the  market.  Their  disciplined,  deep-value  approach 

FUNDS 

■'■  »■  «  to  investing  focuses  on  finding  out-of-favor 

investments  with  significant  upside  potential  and  reduced 
downside  risk.  The  result— historically  solid  long-term  performance 
and  lower  relative  volatility  across  market  cycles. 

Uncovering  opportunities  that  the  market  has  overlooked 
requires  a  unique  perspective.  At  Mutual  Series,  that  comes 
from  over  50  years  of  searching  for  hidden  values  in  all  types 
of  markets.  For  details  on  how  this  perspective  may  benefit 
your  portfolio,  see  your  financial  advisor,  call  1-800-FRANKLIN 
or  visit  franklintempleton.com/mutualseries. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PE  RSPECTI VE®  > 


MUTUAL  SHARES  FUND 

As  of  3/31/06 

Strong  Performance     Lower  Volatility 

Average  Annual 
fatal  Returns- Class  A1  Beta" 


Before  investing  in  Mutual  Shares  Fund,  you  should  carefully  consider  the  fund's  investment 
goals,  risks,  charges  and  expenses.  You'll  find  this  and  other  information  in  the  fund's 
prospectus,  which  you  can  obtain  from  your  financial  advisor.  Please  read  the  prospectus 
carefully  before  investing.  Past  performance  does  not  guarantee  future  results.  Investment 
return  and  principal  value  will  fluctuate  so  that  your  shares,  when  redeemed,  may  be  worth 
more  or  less  than  the  original  cost.  Performance  data  quoted  includes  the  maximum  5. 75% 
initial  sales  charge,  and  represents  past  performance,  which  does  not  guarantee  future 
results.  More  recent  returns  may  differ  from  figures  shown;  for  most  recent  month-end 
performance  figures,  please  visit  franklintempleton.com.  The  fund  may  charge  a  2%  fee  on 
redemptions  within  seven  days. 

Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 


vesting  in  companies  involved  in  mergers,  reorganizations  and  liquidations  involves  special  risks.  Foreign  investing  involves  special  risks  including  currency  fluctuations  and 
jlitical  uncertainty. 

The  fund  offers  other  share  classes,  subject  to  different  fees  and  expenses,  which  will  affect  their  performance.  Prior  to  11/1/96,  only  a  single  class  of  fund  shares  was  offered 
ithout  sales  charge  and  Rule  12b-1  expenses.  Returns  shown  are  a  restatement  of  the  original  class  to  include  both  the  Rule  12b-1  expenses  and  maximum  initial  salps  charge 
;  though  in  effect  from  the  fund's  inception.  Average  annual  total  returns  represent  the  average  annual  increase  in  value  of  an  investment  over  the  indicated  periods  and  assume 
investment  of  dividends  and  capital  gains  at  net  asset  value. 

t  Beta  is  a  measure  of  a  fund's  volatility  relative  to  the  S&P  500  Index.  A  beta  greater  than  1.00  indicates  volatility  greater  than  the  market's.  Source:  Thomson  Financial  3/31/06. 


1-Year 

10.01% 

0.63 

3-Year 

17.32% 

0.71 

5-Year 

7.56% 

0.59 

10-Year 

10.53% 

0.60 

G'S  BIGGER  IN  HOLLY  WOO 

'ALLY  THE  BANK  ACCOUNTS. 
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To  TML—. 

Rescue 

i  band  of  strangers 
allops  into  town.  Before 
hey  leave,  they'll  have 
ewormed  400  kids, 
amoved  200  cataracts  and 
tilled  60  teeth.  It's  their 
acation  |  By  Alan  Farnham 


A FIERY  HORSE  WITH  THE  SPEED  OF  LIGHT,  A  CLOUD  OF  DUST 
and  a  hearty  "Hi-yo,  Sonya!"  Sonya,  a  beautiful  white  mare,  is  the 
preferred  steed  of  Alexander  Souri — adventurer,  philanthropist 
and  founder  of  Relief  Riders  International,  an  adventure  travel 
company  that  leads  caravans  of  riders  through  the  deserts  of  Rajasthan,  India's 
northwestern  province.  They  bring  relief,  school  supplies  and  goats  to 
remote  villages.  What's  more,  they  do  it  with  panache. 

"We're  always  in  formation  when  we  come  in,"  says  Souri,  36.  "And  we 
carry  flags.  I  have  my  own.  At  the  rear  is  the  flag  of  the  Red  Cross."  He 
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From  top  to 
bottom:  Patients 
register  for 
medical  aid 
provided  by 
Relief  Riders' 
tourist- 
volunteers  and 
doctors;  rider 
Shirley  Campbell 
(seated  second 
from  left)  helps 
distribute  school 
supplies  and 
textbooks;  a  lady 
villager  gets  a 
nanny  goat  and 
complementary 
kid. 


rides  dressed  in  a  white  shawl,  jodhpurs  and  a  kurta  (a 
Nehru-collared  shirt).  The  villagers  invariably  cheer,  and  do: 
of  excited  kids  run  out  to  escort  the  caravan,  which  consist 
up  to  15  adventure-tourists  (who  have  paid  $5,950  each  for 
two-week  trip)  riding  Marwari  mounts — descendants  of 
splendid  warhorses  that  served  feudal  India's  ruling  families. 
Cross  personnel  and  doctors — a  dentist,  ophthalmologist,  pe< 
trician,  gynecologist,  etc. — plus  a  support  crew,  several  fe< 
three  or  four  camel  carts  and  a  herd  of  50  goats  (to  be  given  ai 
later)  bring  up  the  rear. 

Once  the  group  has  arrived,  they  set  up  their  portable  m 
ical  center  in  a  dharmshala  (pilgrim  hostel)  and  begin  screen 
locals  to  see  who  needs  what — a  tooth  pulled,  a  catar 
removed,  a  wound  healed.  Each  rider  plays  a  role  preassigned 
Souri:  Some  keep  the  lines  of  patients  moving,  others  assist 
doctors,  still  others  entertain  the  kids.  In 
course  of  riding  1 50  miles  they  will  visit  up 
five  villages  and  treat  upward  of  2,400  patier 
Half  their  nights  are  spent  camped  out  in  te: 
on  the  desert,  the  rest  in  400-year-old  fo 
converted  into  rustic  hotels. 

If  the  logistics  of  it  all  sound  dauntir 
they  are.  "On  certain  dates,"  says  Souri,  "if 
don't  make  25  miles  a  day,  we  risk  blowing  1 
whole  thing."  What  starts  out  as  a  canter  m 
need  to  finish  at  a  gallop.  "It's  an  amazii 
thing  to  have  to  lead.  You  can't  just  catch 
next  bus." 

By  birth  (and  by  experience),  Souri 
uniquely  qualified  to  keep  his  show  on  tl 
road.  Born  in  New  York  City  to  an  Indie 
father  and  French  mother,  he  has  produce 
both  plays  and  special  events,  including  pa 
of  Paul  Allen's  "Masquerade  Ball  of  the  Miller 
nium"  in  Venice  for  350  guests.  He  was  part « 
the  production  crew  responsible  for  sped: 
effects  in  The  Matrix  and  X-Men. 

His  love  of  riding,  coupled  with  his  wish  to  honor  his  ow 
Indian  roots  (and  those  of  his  father,  who  died  in  2002)  led  hir 
to  start  Relief  Riders  in  2004.  In  2005  the  company  was  cited  b 
Outside  magazine  for  offering  the  best  adventure-travel  experi 
ence  in  Asia.  To  date  he  has  organized  four  rides,  with  a  fift 
scheduled  for  early  October. 

Karen  Cedar,  48,  went  on  Souri's  first  trip.  She  remember 
"the  landscapes,  the  temples,  the  welcoming  people;  the  wome 
dressed  in  stunning  silks — saffron,  red,  pink,  lapis  blue;  the  sme 
of  leather  and  of  horse  sweat."  An  experienced  horsewoman,  sh 
found  the  riding  "phenomenal.  You  can't  do  that  kind  of  long  dis 
tance  riding  in  the  U.S.  anymore"— at  least  not  in  the  Berkshire: 
where  she  lives  (too  many  cars,  too  many  roads). 

Having  prior  riding  experience  helps  but  isn't  absolutely  nec 
essary,  says  Dallas  veterinarian  Dickson  Bain,  53,  who  rode  wit 
Relief  Riders  in  October:  "If  you're  young  and  strong,  you'll  b 
fine."  Jonathan  Rick,  a  Florida  home  designer,  was  part  of  the 
same  tri  L->,  despite  having  herniated  discs.  "I'd  had  a  car  accider 
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Our  Companies: 

1  Coca-Cola  FEMSA.  The  world's 
largest  Coca-Cola  bottler,  outside 
the  United  States. 

1  FEMSA  Cerveza.  The  only  brewery 
with  operations  in  Mexico  and 
Brazil,  two  of  the  most  important 
beer  markets  in  Latin  America. 
1  FEMSA  Comercio.  The  biggest  and 
fastest-growing  convenience  store 
chain  in  Mexico. 


Over  a  century  building 
a  successful  business 
culture,  centered  on  the 
generation  of  economic 
and  human  value. 


I  I  MSV 

Latin  America's  Beverage  Leader 


INCLUSIVE 
COMPANY 


FEMSAUBD 


INVESTOR  RELATIONS:  ALAN  ALANlS  /  EMILY  KLINGBEIL  (52.81)  8328.6167 

CORPORATE  COMMUNICATIONS:  JAIME  TOUSSAINT  /  CAROLINA  ALVEAR  (52.81)  8328.6046 


v.fe 


www.temsa.com 


■  lorfaesLife 


and  hadn't  ridden  in  a  few  years.  I  wore  a 
back  brace."  He's  glad  he  pushed  himself  to 
go,  since  he  got  a  perspective  on  India  he'd 
otherwise  have  missed:  "When  you're  sitting 
on  a  horse  you  can  look  over  walls  and  into 
the  backyards  of  people  and  see  them  at  their 
everyday  life."  Persons  who  can't  (or  don't 
want  to)  ride  can  always  travel  in  the  camel 
carts  or  Jeeps. 

How  rough  is  the  camping?  Not  very, 
says  retired  investment  adviser  Edward 
Goldberg,  68.  "The  campsites  were  beauti- 
ful, the  setups  impeccable.  The  johns  were 
very  adequate  and  clean."  A  portable  shower 
dispensed  plenty  of  hot  water.  The  tents  he 
describes  as  being  "of  British  vintage— large, 
high,  very  comfortable,  lined  up  precisely." 
Put-ups  and  take-downs  were  handled 
entirely  by  staff,  as  was  the  preparation  of 
meals.  The  food  was  Indian  but  with  con- 
cessions here  and  there  to  American 
tastes— Cheerios  at  breakfast,  for  those  who 
wanted  it.  There  were  fresh  fruit  and  fresh 
flowers.  Goldberg  recalls  his  desert  evenings 
as  particularly  spectacular:  "To  look  up  into 
the  night  sky  and  see  the  storms  gather,  to 
hear  the  chants  on  holy  days  sweeping  out 
across  the  desert." 

Riders  interviewed  agreed  that  the  trip 
had  wrought  within  them  a  real,  if  hazy,  spir- 
itual change.  Rick  recalls  the  giving  away  of 
the  goats  as  having  been  both  moving  and 
funny.  Of  the  recipients,  he  says,  "These  were 
older  people  who  had  not  been  given  too 
many  things  for  free  in  their  lives.  They 
grabbed  the  goat  around  the  neck,  as  if  to  say, 
'Is  this  for  me?'  They  were  so  appreciative,  so 
friendly.  A  bond  was  made."  Says  Cedar: 
"There  was  a  happiness  about  them  that  pre- 
vailed through  their  hard  labor.  I  found  that 
inspiring— that  happiness  can  be  more  than 
what  you  have  or  want." 

Souri  has  big  hopes  for  his  company, 
viewing  it  as  a  model,  potentially,  for  other 
entrepreneurs  wanting  to  combine  profit 
with  philanthropy.  Though  he  prizes  the 
autonomy  and  the  freedom  from  bureau- 
cracy that  he  enjoys  as  head  of  his  own  for- 
profit  company,  he  is  also  experimenting  with 
ancillary,  nonprofit  ventures  that  allow 
donors  to  make  tax-deductible  contributions 
to  his  work.  For  information  on  these,  includ- 
ing "Give  a  Goat"  and  "Give  the  Gift  of  Sight," 
as  well  as  for  information  on  upcoming  rides, 
visit  www.reliefridersinternational.com.  F 


Death  of  a  Salesmarr 

In  Joseph  Finder's  new  thriller,  business  is  war — 
jiterally  |  By  Larry  Light 

A HOLLYWOOD  SCRIPT  HAS  A  PREDICTABLE  ROLE  FOR  A  CORPOR 
executive:  He's  a  greedy,  profiteering  lout,  likely  to  resort  to  murde 
further  his  aims.  In  Joseph  Finder's  thrillers,  there  are  businesses ; 
there  are  bad  guys,  but  at  least  the  role  of  profitmaking  in  Ameri' 
life  is  a  little  more  nuanced.  Finder's  Paranoia  (St.  Martin's  Press,  2004),  a  li\ 
tale  of  corporate  espionage,  sold  270,000  copies.  His  latest  piece  of  fiction,  Ki 
Instinct  (St.  Martins,  $25),  is  even  better. 

The  plot:  Success  seems  beyond  the  reach  of  easygoing  Jason  Steadm 
sales  rep  for  Entronics,  a  Japanese-owned  consumer  electronics  firm,  until 
finds  his  own  inner  samurai.  Jason's  blowhard  boss,  Kent  Gordon,  thinks  Jas 
lacks  the  "killer  instinct."  Gordy  wants  only  "meat  eaters" 
his  "G-team."  Then  Jason  gets  a  bizarre  break:  A  true-1 
warrior  whom  he  has  befriended,  former  Special  Forces  sold 
Kurt  Semko,  starts  helping  to  boost  Jason's  career  withe 
having  to  be  asked. 

Kurt,  a  security  man  at  Entronics,  spies  to  find  out  w 
Jason  is  about  to  lose  a  deal  to  sell  flat-panel  TVs  to  a  lodgi 
chain:  The  hotel  executive  got  a  free— and  unethical — Aru 
vacation  from  rival  Hitachi,  which  is  set  to  bag  the  sa 
(Where's  the  disclaimer  saying  that  any  libelous  resemblan 
of  characters  in  this  book  to  real  people  or  companies 
purely  coincidental?)  Jason  uses  this  dirt  to  win.  When  the  sales  vice  pres 
dent's  job  at  Entronics  becomes  open,  mysterious  disasters  befall  Jason's  compel 
tors,  and  he  gets  the  promotion. 

An  affable  and  decent  sort,  Jason  accepts  Kurt's  help  as  long  as  it's  used  on 
against  rivals.  But  Kurt's  pranks  become  sinister;  people  start  dying.  Jason  realiz< 
he's  made  a  devil's  bargain  and  that  Kurt  must  be  stopped.  So,  in  the  darkness  • 
an  empty  office  building,  Jason — whose  idea  of  danger  is  "going  to  bed  withot 
brushing  my  teeth" — ends  up  going  one-on-one  against  a  trained  killer. 

Author  Finder  is  a  well-versed  tour  guide  to  the  business  world,  capable  c 
mixing  satire  with  insider  lore.  Finders  take  on  the  sales  rep's  trade  is  as  cynic; 
as  that  portrayed  in  the  movie  Tin  Men  or  in  the  David  Mamet  play  Glengarr 
Glen  Ross.  Jason  never  talks  to  a  prospective  customer  about  "cost"  or  "price,"  bi 
instead  about  "total  investment" — as  if  the  guy  were  buying  mutual  funds.  Jaso 
eschews  the  word  "contract"  (too  scary)  in  favor  of  "paperwork." 

Gordy,  the  rah-rah  boss,  in  a  wonderful  parody  of  the  profession,  brays  t 
Jason:  "You've  got  to  be  willing  to  push  your  grandmother  under  a  bus  to  mak 
your  nums."  He  burbles  with  aphorisms  like  "There's  no  T  in  'team.'"  (To  whic 
Jason  mentally  responds,  "Yeah,  well,  there's  an  T  in  'idiot.'  And  a  'U'  in  stupid." 

Finder  reserves  his  choicest  lampoohery  for  the  fad  of  equating  busines 
with  war.  Jason  and  his  fellow  salesmen  call  themselves  the  Band  of  Brother: 
Jason  amasses  a  collection  of  motivational  books  and  CDs  with  titles  like  Bus, 
ness  Is  War!,  The  Take  No  Prisoners  Guide  to  the  Corporation  and  Team  Seem 
of  the  Navy  SEALs:  The  Elite  Military  Forces  Leadership  Principles  for  Busines. 
The  grace  note  to  confusing  the  worker's  mind-set  with  the  warrior's  come 
ne  day  after  Jason  has  lent  his  collection  to  Kurt  to  read.  When  Jason  tells  hi 
malevolent  benefactor  that  the  comparison  is  just  symbolic,  Kurt  says,  "Funn; 
I  must  have  missed  that  part."  I 
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football  game,  Henry  Walker,  CEO  of  AMFAC,  wrote:  "1  applied  for  marital  permission  to  obtain  a 
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to  be  terminated  when  one  or  both  parties 
run  out  of  goods. 

— W.H.  AUDEN 


His  voice  was  as  intimate  as  the  rustle 
of  sheets. 

—DOROTHY  PARKER 


Most  women  set  out  to  change  a  man, 
and  when  they  have  changed  him  they 
do  not  like  him. 

— MARLENE  DIETRICH 


In  human  relationships,  kindness 
and  lies  are  worth  a  thousand  truths. 

—GRAHAM  GREE 


Graham  Greene  once  referred  to  a  chip 
of  ice  that  has  to  be  in  the  writer's  heart. 
And  that  is  the  strain:  that  you  must 
abstain  from  relationships  and  yet 
at  the  same  time  engage  in  them. 
There  you  have,  I  think,  the  real 
metaphysical  relationship  between 
the  writer  and  the  spy. 

—JOHN  LE  CAR 


Intimacies  between  women  often  go 
backwards,  beginning  in  revelations 
and  ending  up  in  small  talk  without 
loss  of  esteem. 

—ELIZABETH  BOWE 


Shared  joy  is  double  joy,  and  shared 
sorrow  is  half-sorrow. 

—SWEDISH  PROVEI 


A  Text ...  

Beloved,  fallow  not  that  which  is 
evil,  but  that  which  is  good.  He  that 
doeth  good  is  of  God:  but  he  that 
doeth  evil  hath  not  seen  God. 

— HI  JOHN  11 
Sent  in  by  Arthur  Nagel,  Kerrville,  Tex. 
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Planet-pleasin'.  People-pleasin'.  Pocketbook-pleasin'. 
Meet  the  all-new  2007  Camry  Hybrid.  Engineered  to 
squeeze  up  to  an  unheard-of  600  miles  from  a  single 
tank  of  gas'  -  practically  twice  the  mileage  of  a 
regular  mid-size  sedan  -  while  simultaneously 
cutting  smog-forming  emissions  to  almost 
non-existent  levels. 

It's  a  feat  that  some  claim  is  still  years  away. 
And  without  Toyota's  Hybrid  Synergy  Drive]'  it  would  be 
But  the  hybrid  system  is  real,  it's  here,  and  it's  available 
now  on  the  all-new  Camry. 

The  technology  combines  a  highly  efficient, 
gasoline-powered  engine  with  a  self-charging 
electric  motor.  These  two  powerplants  work 
side-by-side,  linked  by  a  tiny  computer  that 
continuously  monitors  road  and  driving 
conditions.  So  whether  you're  speeding  up, 
slowing  down  or  idling  at  a  stop- 
light, the  Camry  Hybrid  knows 
the  precise  mix  of  engine  and 


Despite  its  unique  technology, 
the  Camry  Hybrid  drives  just 
like  a  regular  car. 


THE  ALL-NEW  2007  CANIR 


performance  and  fuel  economy.  Which  means  you'll 
use  less  gas.  And  less  gas  equals  fewer  emissions  - 
70%  fewer  to  be  exact.2  Bottom  line,  the  best-selling 
car  in  America3  is  now  the  best  car  for  America. 
Now,  doing  your  part  for  the  world  of 
tomorrow  -  and  saving  money  in  the  process  - 
should  make  you  feel  pretty  good.  But  the  new 
Camry  Hybrid's  filled  with  features  designed  to 
make  you  feel  even  better.  Like  a  Plasmacluster™4  air 
ionizer  that  helps  reduce  airborne  germs  inside  the 
cabin.  Or  an  MP3-ready  audio  system  created 
to  enhance  your  mood,  derived  from  the 
latest  in  the  field  of  psychoacoustics.  And 
to  help  keep  your  mind  at  ease,  an  array  of 
standard  safety  features  -  including  seven 
interior  airbags  (even  one  for  the  driver's 
knees).5  For  more  information  on  the  car 
that's  as  good  for  you  as  it  is  the 
m  m  environment,  visit  toyota.com. 
The  2007  Camry  Hybrid.  When 


motor  to  generate  optimum      ®  toyota  I  moving  forward  >      a  car  becomes  more. 
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BEAUTIFULLY  DISGUISED  AS  A  CAR. 
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nee  of  leading-edge  technologies.  Each  designed  to  perfectly  orchestrate 
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©  Fidelity  can  help  you  find  the  pearls. 

78%*  of  the  world's  investment  opportunities  lie  outside  of  the  U.S.  That's  why  we 
have  over  300  analysts  stationed  all  over  the  world.  No  one  else  comes  close  to 
that  kind  of  coverage.  The  chart  to  the  right  shows  the  fruits  of  our  international 
labor.  Look  for  our  new  fund,  the  Fidelity  International  Value  Fund. 


'  Total  returns  are  historical  and  include  changes  in  share  value  and  reinvestment  of  dividends  and  capital  gains,  if  any. 
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csa^    An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  die  investment  company  carefully  before 
investing.  To  obtain  a  prospectus,  which  contains  this  and  other  information,  go  to  www.SPDR.com  or  call 
(ERICAIS     I '800-843-2639.  Please  read  the  prospectus  carefully  before  investing.  Since  inception  in  1993,  the  SPDR  Trust  has  distributed 


only  $0.16  in  short  and  long-term  capital  yams.  S&.P  500*  and  SPDR®  ate  trademarks  of  The  McGraw-Hill  Companies,  Inc.,  licensed  for  use 
by  State  Street  Global  Markets,  LLC.  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  Standard  ck  Poor's  and  S&.P  makes  no 
representation  regarding  the  advisability  of  investing  in  SPDRs.  ©2006  State  Street  Corporation. 
ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  SPDR  Trust,  a  unit  investment  trust. 
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Verisign  intelligent  infrastructure  at  work. 
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demands  in  order  to  make  faster  and  more  effective  decisions.  By  transforming  raw  data  into  actionable 
intelligence— up  to  18  billion  times  a  day— we  can  help  your  business  be  more  agile,  get  to  market  faster,  and 
enjoy  a  sustainable  competitive  edge.  Verisign.®  Where  it  all  comes  together.™ 
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Universal  Service  Fund  handouts 


'00  '05 
(Sbil,  2006  dollars) 


THE  DISCUSSION  TURNS  SO  WHOLESOME  WHEN  CONGRESS 
takes  up  telephone  legislation.  Net  neutrality.  Universal  service. 
Helping  the  underprivileged  stay  connected. 

What's  really  at  stake:  slush  funds.  One  variety  of  cash,  the  kind 
used  to  reelect  incumbents,  is  described  in  Tim  Doyle's  story  on 
page  44.  The  debate  on  "neutrality"  has  to  do  with  whether  phone 
companies  should  charge  extra 
for  fast  connections  and  whether 
they  can  ask  the  senders  of  the 
data  to  pay.  By  alternately  threat- 
ening to  permit  or  outlaw  such 
arrangements,  the  politicians  can 
keep  campaign  contributions 
flowing  from  both  sides. 

Another  slush  pile,  also  of 
great  relevance  to  the  self- 
preservation  of  congressmen,  is 
called  the  Universal  Service 
Fund.  You  get  nicked  a  few 
bucks  on  your  phone  bill,  and  the  money  is  sent  to  phone  com- 
panies serving  rural  areas.  The  fund,  which  started  out  small,  has 
blossomed  into  a  $6.8  billion-a-year  transfer  of  wealth  from 
densely  settled  areas  to  the  outback.  The  champion  of  this  partic- 
ular subsidy  is  Senator  Ted  Stevens  (R- Sparsely  Populated  State). 
As  is  typical  of  government  programs,  the  losses  are  diffuse  and 
the  winnings  are  concentrated.  In  the  election  booth,  the  losers 
are  barely  conscious  of  what  is  going  on;  the  winners  can  be 
counted  on  to  be  grateful. 

Part  of  the  Universal  Service  money  subsidizes  Internet  con- 
nections for  schools.  A  worthy  goal.  But  so  is  it  a  worthy  goal  to 
have  running  water  in  the  school  restroom.  Does  this  mean  we 
should  have  a  national  toilet  tax  to  pay  for  it?  Why  is  Beverly 
Hills,  Calif,  getting  an  Internet  grant? 

Then  there's  the  aid  to  rural  telephone  companies.  Perhaps 
you  have  in  mind  some  widow  living  in  a  cabin  in  Arkansas. 
Without  a  subsidy,  she's  going  to  drop  off  the  network.  Then  she 
can't  call  the  hospital  in  an  emergency. 

But  the  telephone  tax  is  a  very  inefficient  way  to  help  poor 
people,  says  Thomas  Hazlett,  a  professor  at  George  Mason  Uni- 
versity, in  a  June  white  paper  (senior.org/USFstudy).  One  Hawai- 
ian phone  company  is  getting  an  annual  subsidy  of  $  1 3,345  per 
line.  It  would  be  cheaper  to  give  these  people  free  satellite  service. 

Alaskans  are  getting  rich  off  oil  royalties  but  still  qualify  for 
an  average  $  1 75  a  year  each  in  phone  handouts.  The  citizens  of 
Jackson  Hole,  Wyo.  are  winners,  too,  to  the  tune  of  $282  each. 
Does  Harrison  Ford  really  need  your  help? 

EDITOR 


Catty's  Caper 


■f    AkJl^H         ^s  an  eng'neer  aiu'  longtime  observer  oi 

Hewlett-Packard,  I  know  the  inside  story  of 
the  company  ("Carly  Resurrected,"  July  24, 
p.  54).  Some  years  ago  one  of  the  top  stu- 
^  cm  dents  in  my  graduating  class  endured  a  series 

of  grueling,  demanding  interviews  in  order 
to  get  hired  by  HP.  At  that  time  landing  a  job 
at  HP  was  akin  to  being  in  the  Olympics  on 
a  Dream  Team.  Everyone  wanted  to  work  at 
HP  and  everyone  knew  that  only  the  best  got 
in.  Everyone  also  knew  that  HP  could  afford 
to  pay  less  than  what  other  companies 
offered  because  it  was  the  place  to  be.  You 
may  delude  yourself  into  thinking  that  HP  is 
in  the  printer  or  server  business.  The  fact  is 
that  HP  is  in  the  engineering  business.  Carly 
took  HP  from  being  one  of  the  top  three 
companies  in  its  sector  to  the  very  bottom  of  the  market.  And  in  the  process 
damaged  one  of  the  great  names  in  business. 

DARRIN  TAYLOR 
Loma  Linda,  Calif. 


Over  her  HP  hangover? 
Carleton  S.  Fiorina. 
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Writers  Anonymous 

I  enjoyed  "Shillipedia"  (June  19,  p.  56). 
As  an  intellectual-property  attorney,  the 
firm  I  work  for  was  recently  asked  to 
perform  some  due  diligence  for  a  client 
considering  a  seven -figure  investment  in 
a  young  technology  company.  I  usually 
begin  such  projects  with  an  Internet 
overview  of  the  technology  and  hap- 
pened to  consult  Wikipedia.  Something 
about  the  tone  and  phrasing  of  the 
Wikipedia  article  gave  it  an  awfully 
familiar  ring.  When  I  compared  it  with 
articles  appearing  on  the  target  com- 
pany's website,  it  became  obvious  that  a 
tremendous  amount  of  material  had 
been  culled  from  this  very  source. 

From  now  on  if  there's  money  on  the 
table,  I  will  stay  miles  away  from  Wikipedia 
Come  to  think  of  it,  I'll  probably  stay  away 
from  Wikipedia  altogether.  Journalism 
that's  created  anonymously  is  equivalent  to 
a  license  to  grind  whatever  axe  the  writer 
happens  to  hold. 

MICHAEL  GALLAGHER 
Columbus,  Ohio 


An  Inconvenient  Fuel 

As  a  longtime  fan  of  FORBES  I  was 
shocked  that  you  would  lend  credence 
to  the  false  concept  of  global  warming 
caused  by  CCh  and  greenhouse  gases 
("Where  Coal  Is  King,"  July  3,  p.  112). 
Greenhouse  gases  released  by  extracting 
energy  from  coal  actually  accelerate  the 
growth  of  plants  and  animal  life.  Inter- 
estingly enough,  it  takes  the  equivalent 
of  1.8  gallons  of  oil  to  make  one  gallon 
of  ethanol  when  you  consider  the  oil 
required  for  planting,  harvesting,  trans- 
porting and  processing  the  vegetation. 
One  gallon  of  ethanol  has  only  63%  of 
the  energy  of  one  gallon  of  gasoline.  Yet 
the  federal  government  subsidizes 
ethanol  at  52  cents  per  gallon.  We  have 
as  much  coal  as  the  nation  of  Saudi  Ara- 
bia has  oil  and  still  have  vast  reserves  of 
undeveloped  oil  and  gas  here  in  the  U.S. 
As  China  and  India  challenge  us  with 
cheap  labor,  this  is  no  time  to  let  political 
environmentalists  destroy  our  economy. 

JAMES  E.  ARMSTRONG 
Crosby,  Tex. 
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he  Audi  Q7  From  th 


of  quattro® 


i  Audi  Q7  has  arrived.  A  350  (DIN)  hp  V8  or  280  (DIN)  hp  V6*  SUV  that  blends  premium  German 
ftsmanship  with  the  versatility  of  optional  third-row  seating,  Comprehensive  Sideguard" 
sags'and  up  to  28  different  seat  configurations.  Add  over  125  channels  on  optional  SIRIUS1" 
:ellite  Radio  and  the  result  is  an  unrivaled  experience,  for  driver  and  family.  With  its  latest 
Sneering  feat,  Audi  delivers  performance  utility  -  off-road  or  on  -  as  only  the  originator  of 
*ttro  all-wheel  drive  could.  Functional  yet  elegant,  the  Audi  Q7  makes  the  impossible  possible. 


Audi 


ELLITE  RADIO 


'Audi  07  3.6  available  fall  2006.  European  model  shown.  *Airbags  are  supplemental  restraints  only  and  will  not  deploy  under  <*ill  accidenl  circumstances.  Always. 
USe  :;af«ly  belt!  and  seat  children  only  in  ro;ir,  using  restraint.systems  appropriate  lor  their  s"r*e  and  age.  "Audi,"  "Never  Follow,"  "07,"  "quattro"  and  the  four  rings 
emMem  are  registered  trademarks  and  "Sideguard"  is  a  trademark  ol  AUDI  AG.  (U2006  Audi  of  America,  Inc.  ©2006  SIRIUS  Satellite  Radio,  Inc.  "SIRIUS"  and  the 
SIRIUS  dog  logo  are  registered  trademarks  of  SIRIUS  Satellite  Radio,  Inc. 
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Visa  Signature  cardholders 
get  what  they  deserve.  Things 
like  discounts,  special  offers  and 
now,  a  complimentary  room 
upgrade  upon  check-in  at 


RENAISSANCE. 

HOTELS  &  RESORTS 

To  take  advantage  of  this 
offer  -  along  with  early  check-in, 
late  checkout  and  a  $25  dining 
credit  -  make  your  reservation 
at  renaissancevisa.com,  or  call 
800-HOTELS-1  and  request 
promotional  code  VSP. 
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Readers  Say 


The  infectious  Klebsiella  pneumoniae. 


Irresistible  Bugs 

"Germ  Warfare"  (June  19,  p.  60)  is  a  great 
story.  But  why  is  someone  more  likely  to 
pick  up  an  "untreatable"  bug  in  a  hospi- 
tal? Individual  members  of  a  population 
of  trillions  of  bacteria  have  always  been 
resistant  to  antibiotics,  and  those  indi- 
vidual members  are  being  artificially 
selected  for  survival  based  on  supernat- 
ural selection,  or  humans  wiping  out  the 
less  fortunate  microbial  competition. 
Suppose  you  put  100,000  bacteria  in  a 
Petri  dish  and  subject  them  to  an  antibi- 
otic. Twenty  survive.  We  can't  say  that 
these  20  mutated  or  that  the  other  90,080 
were  mutationally  challenged.  We  can, 
however,  say  that  these  20  are  resistant. 
We  could  also  speculate  that  resistance 
to  antibiotics  may  be  a  recessive  genetic 
characteristic.  This  is  supernatural  selec- 
tion at  work,  not  mutation. 

BENJAMIN  HILLARD 
Sr.  Petersburg,  Fla. 

Lanny  Spanking 

In  "Town  Without  Pity"  (June  5,  p.  102), 
Lanny  Davis  suggests  that  Andrew 
Wiederhorn's  federal  prosecutor,  Lance 
Caldwell,  is  driven  by  jealousy.  This  idea 
is  unmitigated  fiction.  As  U.S.  Attorney 
for  Oregon  from  1982  to  1993  I  hired  Mr. 
Caldwell,  who  worked  for  me  for  over  ten 
years.  He  is  a  man  of  unquestionable 
integrity.  By  seeking  to  impugn  the  repu- 
tation of  a  dedicated  public  servant  and 
rewrite  history,  Mr.  Davis  has  donned 
trotters  blinders,  shielding  himself  from 
what  is  evident  to  the  bench,  the  bar  and 
everyone  else.  Lanny  Davis  also  advances 
the  notion  that  U.S.  Attorney  Karen 


Immergut  would  somehow  seek  to  punish 
a  highly  respected  member  of  the  legal 
community  to  satisfy  the  personal 
vendetta  of  an  attorney  in  her  employ. 
Such  an  idea  rests  on  gossamer  wings — a 
flight  of  fancy,  to  be  sure. 

CHARLES  H.  TURNER 
Kingston,  Wash. 

Circular  Argument? 

"Reinventing  the  Wheel.  Literally"  (June  5, 
p.  60)  suggests  no  one  besides  Airtrax  has 
the  omnidirectional  technology  you 
describe  because  the  U.S.  Navy  sold  it  to 
Airtrax.  I  manage  Omnix  Technology  Sys- 
tems (OTSI)  and  would  like  to  point  out 
that  there  are  other  companies  who  pro- 
vide the  same  technology  for  specialized 
material  handling  applications.  These 
tasks  require  superior  mobility  that  con- 
ventional wheels  cannot  offer. 

TODD  PECA, 
President,  OTSI\ 
Woodbridge,  Va. 

Lowfat  Giving 

"Even  Giving  Away  Money  Carries  A 
Cost"  (Informer,  May  8,  p.  44),  which 
listed  large  private  foundations  with  rela- 
tively high  overhead,  used  data  that  was 
incorrectly  calculated  by  the  Chronicle  of 
Philanthropy.  The  Chronicle  now  says 
administrative  cost  as  a  percentage  of 
grants  for  the  Northwest  Area  Foundation 
was  51%,  not  58%;  for  the  William  T. 
Grant  Foundation  (which  handed  out  $14 
million  in  grants  rather  than  $10  million), 
30%,  not  48%;  and  for  the  Koret  Founda- 
tion, 14%,  not  36%. 

In  "Board  Games"  (July  3,  p.  58)  we  used 
data  from  the  Corporate  Library,  which 
monitors  corporate  governance,  to  identify 
three  members  of  R.H.  Donnelley's  board 
who  are  not  independent.  One  of  those 
board  members,  Michael  P.  Connors,  is  in 
fact  independent.  Prior  to  going  to  press 
R.H.  Donnelley  offered  no  comment  on  the 
e-mail  we  sent  to  it  to  confirm  the  Corpo- 
rate Library's  analysis. 


■Forbes 
■com 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  tetters  will  be  edited. 
Please  include  address  and  phone  number. 
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VISA  SIGNATURE 


fOQO  lg3t  Sfclg  ^010 

VISA  SIGNATURE 

"23  200b       TB  12/OQ 

VISA 


Access  to  exclusive  cultural  and  sporting  events.  Just  one  of  the  many  benefits  of  Visa  Signature,  along 
with  preferred  seating  at  Broadway  shows  and  exclusive  culinary  events.  Go  to  visa.com/signature  to 
apply  for  the  rewards  cards  that  reward  you  for  living. 


With  Sybase®  software,  BNSF  Railway  Company 
developed  a  mobile  application  that  enables  remote 
workers  to  document  railway  maintenance  and: 


Cuts  data  entry  time  by  approximately  50  percent, 

increasing  productivity  across  North  America 

Provides  more  accurate  and  timely  data  so  track  repairs 
and  upgrades  are  completed  on  schedule 

Delivers  software  and  database  updates  automatically 

without  affecting  the  performance  of  users  in  the  field 


For  most  organizations,  maintaining  32,500  miles  of  rail  lines  would  be  a  colossal  headache.  But  for  BNSF  Railway  Company, 
it  has  become  a  competitive  advantage.  Because  they  have  an  information  edge  that  comes  from  Sybase  SOL  Anywhere®  and 
Adaptive  Server®  Anywhere  software.  Now,  BNSF  remote  workers  can  input  data  on  location  (vs.  waiting  until  the  end  of  the  day) 
Headquarters  has  more  visibility  into  the  field.  And  maintenance  decisions  are  made  more  proactively.  Just  a  few  reasons  why 
more  and  more  global  companies  are  using  Sybase  every  day  to  keep  their  business  on  track,  www.sybase.com/infoedge36 


Copyright  ©2005  Sybase.  Inc.  AH  rights  reserved  Sybase,  the  Sybase  logo,  SQL  Anywhere,  and  Adaptive  Server  are  trademarks  of  Sybase,  Inc 
•  indicates  registration  in  the  United  States  of  America  All  product  and  company  names  are  trademarks  of  their  respective  owners 


Sybase 


Whether  you  operate  a  plane  or  a  company,  you  need  to  know  what's  true.  At  Rockwell  Colli 
we  provide  information  that  helps  you  not  only  know  but  fully  understand  your  situation, 
ensure  things  go  smoothly.  Thanks  to  the  integrity  of  our  people  and  our  products.  Giving  yc 
faith  in  knowledge.  Knowledge  you  can  trust. 

Rockwell 
Collmt 

www.rockwellcollins.com  Building  trust  every  day 


Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 
'With  all  thy  getting  get  understanding." 


Battling  Evil 


APPEASEMENT  DID  NOT  WORK  WITH  DICTATORSHIPS  IN  THE  1930S 
Nazi  Germany,  Fascist  Italy,  Imperial  Japan),  and  it  has  again  failed 
ibysmally  against  todays  forces  of  evil.  North  Korea  signed  an  agree- 
nent  in  1994  with  the  U.S.  to  curtail  its  nuclear  bomb  ambitions 
n  return  for  a  reduction  in  trade  and  investment  barriers  and  for 
luclear  power  technology.  But,  if  anything,  Pyongyang  ramped  up 
ts  nuclear  armament  efforts.  Now  its  ratding  its  rocket  saber  in  the 
lopes  of  more  payoff  money.  Iran  has  treated  numerous  diplomatic 
nitiatives  to  suspend  its  atomic  weapons 
;fforts  with  contumely  and  scorn.  Tehran 
:xtremists,  including  President  Mah- 
noud  Ahmadinejad,  believe  they're  win- 
ling.  In  their  minds  their  terrorist-backed 
:fforts  forced  the  U.S.  out  of  Lebanon  in 
.984  and  Israel  out  of  southern  Lebanon 
n  2000  and  the  Gaza  Strip  last  year.  They 
hink  we  are  tiring  in  Iraq  and  that  our 
n-defeat  pullout  is  just  a  matter  of  time. 

This  is  why  Israel  is  right  to  ignore 
he  usual  cries  from  Europe  for  an 
mmediate  cease-fire  with  Hezbollah 
ind,  secondarily,  Hamas.  The  Jewish 
tate's  armed  forces  should  go  for  the  knockout  blow  on  the 
;round  and  in  the  air.  Jerusalem  should  also  consider  some  puni- 
ive  actions  against  Syria,  which,  next  to  Iran,  is  the  region's 
)iggest  supporter  of  murderous  fanatics,  including  those  attack- 
ng  our  soldiers  in  Iraq. 

For  these  reasons  we  should  step  up  our  efforts  to  freeze  Iran's 
inancial  assets  around  the  world.  The  Bush  Administration  should 
mmediately  urge  passage  in  Congress  of  the  Justice  for  Marine 
^orps  Families- Victims  of  Terrorism  Act,  which  would  make  it 
tossible  for  victims  of  terrorism  to  collect  court-ordered  damages, 
ran  is  the  globe's  biggest  organizer-funder  of  these  lethal  activities. 

We  should  also  publicly  or  privately — or  both— give  the  Iran- 
an  government  an  ultimatum.  Unless  the  regime  suspends  its 


East  Germans  fleeing  to  West  Germany  in  1989 — 
thanks  to  neighboring  countries  such  as  Hungary 
permitting  through  transit.  Result:  collapse  of  the 
Berlin  Wall  and,  ultimately.  East  Germany. 


uranium  enrichment  efforts,  we  will  blockade  the  country,  cut- 
ting off  its  desperately  needed  imports  of  gasoline. 

Washington  should  also  put  real  pressure  on  South  Korea's  timid 
President  Roh  Moo  Hyun  (thank  goodness  there's  a  presidential 
election  there  next  year)  to  suspend  all  money  transfers  to  the  North, 
using  the  pretext  of  North  Korea's  provocative  ballistic  missile  tests. 
In  addition  we  should  forcefully  advocate  the  kind  of  intervention 
that  ultimately  brought  down  the  Berlin  Wall  in  1989:  East  Ger- 
many's neighbors,  particularly  Czecho- 
slovakia and  Hungary,  made  it  clear  that 
East  Germans  could  use  their  countries 
as  transit  points  to  get  to  West  Germany. 
The  trickle  of  fleeing  East  Germans  be- 
came a  flood.  The  Soviet  Union  and  its 
leader,  Mikhail  Gorbachev,  faced  a  stark 
choice:  a  Tiananmen  Square-like  series 
of  crackdowns  or  taking  down  the  wall. 

South  Korea  should  announce  to 
the  world  that  it  will  welcome  with 
open  arms  anyone  who  escapes  from 
North  Korea's  nationwide  gulag.  It 
should  offer  to  pay  transit  costs  for 
those  who  flee  into  China.  Currently  an  estimated  200,000  to 
300,000  North  Koreans  have  slipped  across  the  border  into 
China,  but  their  existence  there  is  a  hellish  one,  except  when 
compared  with  that  from  which  they  escaped.  Chinese  authori- 
ties routinely  try  to  round  up  North  Korean  refugees  and  send 
them  back  to  a  regimen  of  torture  and  possible  execution. 

North  Korea's  leader,  Kim  Jong  II,  would  probably  try  to  crack 
down  on  such  escapes,  but  his  efforts  would  be  quickly  overcome 
by  the  sheer  volume  of  people — including  many  in  the  army  and 
internal  security  forces — who  would  make  the  effort  to  flee  what  is 
for  most  inhabitants  an  existence  of  oppression  and  premature  death. 

Such  vigorous  actions  would  hearten  moderates,  creating  a  virtual 
circle  of  even  more  opponents  of  those  who  want  to  destroy  civilization. 


Dunce  Cap 


;ED  CHAIRMAN  BEN  BERNANKE'S  CONGRESSIONAL  TESTIMONY 
i  few  weeks  ago  was  a  disappointment.  Investors  and  executives 
letter  expect  more  turbulence  and  higher  interest  rates. 

The  man  is  still  underestimating  inflation — despite  the  sky- 
ligh  levels  of  prices  for  gold  and  other  commodities.  More  dis- 
urbingly,  the  Fed  boss  hinted  that  inflationary  pressures  would  be 
asing  because  of  a  slowing  economy.  Bernanke  and  the  Federal 
Reserve  bureaucracy  still  seem  to  cling  to  the  notion  that  growth 
auses  inflation.  It  doesn't.  Excess  money  creation  does,  as  Milton 


Friedman  conclusively  demonstrated  decades  ago.  The  destructive 
idea  that  there's  a  tradeoff  between  inflation  and  economic  growth 
has  unnecessarily  retarded  our  expansion  and  capital  markets  in 
the  past.  Experience  has  shown  this  idea  to  be  nonsense.  Both  the 
1980s  and  1990s  saw  vigorous  growth  and  declining  inflation. 

Bad  ideas  are  sometimes  harder  to  kill  than  obsolete  govern- 
ment agencies. 

Ben  Bernanke's  education  in  central  banking,  alas,  is  going  to 
be  a  long  one.  So  far  this  student  is  proving  to  be  a  slow  learner. 
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and  Comment 


Ridiculously  Retarding  Trade 


RAMPANT  PROTECTIONISM  WAS  THE  MAIN  CAUSE  OF  THE  GREAT 
Depression  decades  ago.  Systematic  reduction  of  trade  barriers  since 
World  War  II  has  generated  more  and  more  prosperity  for  more  and 
more  of  the  world.  Yet  today  things  are  rocky  on  the  free-trade  front. 
The  Doha  Round  of  trade  talks  has  been  on  life  support  for  months. 
More  immediately,  Russias  accession  to  the  World  Trade  Organization 
has  been  delayed  yet  again,  and  two  free-trade  agreements  very  fa- 
vorable for  the  US.  have  experienced  tough  sledding  in  Congress,  where 
protectionist  sentiments  are  rising  as  the  November  elections  near. 

The  last  obstacle  to  Russias  membership  in  the  WTO  is  the 
U.S.  Every  other  member  has  signed  off.  Our  green-lighting 
Russia's  application  was  expected  at  last  month's  G-8  meeting  in 
St.  Petersburg.  But  despite  marathon  sessions,  Russian  and 
American  negotiators  couldn't  resolve  differences,  particularly 
those  dealing  with  U.S.  meat  exports  to  the  Russian  market. 

The  Russkies,  not  without  some  merit,  suspect  that  politics  more 
than  trade  technicalities  got  in  the  way.  Vladimir  Putin  has  pointed 
out  that  Russia's  economy  is  already  more  open  than  those  of  many 
WTO  members.  Capital  controls  in  Russia  have  finally  been  removed. 
As  for  concerns  about  protecting  intellectual  property  rights,  Moscow 
points  to  Ukraine,  where  allegedly  even  more  pirating  goes  on.  Yet 
that  country  was  able  to  cut  a  WTO  deal  with  the  U.S.  last  March. 


Even  though  we  have  many  serious  issues  with  Russia  over  for- 
eign policy  and  its  internal  politics,  the  Bush  Administration  should 
make  an  extra  push  to  get  this  WTO  business  over  and  done  with. 
Russian  membership  would  advance  the  rule  of  law  in  a  country 
in  dire  need  of  it.  Being  able  to  file  complaints  with  the  WTO  if 
Russia  were  to  capriciously  use  food-safety  rules  to  block  imports 
of  American  meats  and  poultry  would  actually  help  our  interests. 

Getting  the  membership  issue  out  of  the  way  would  also 
facilitate  an  American  company  or  two  being  designated  by 
Russia  as  partner(s)  in  a  multibillion-dollar  gas  development 
in  the  Barents  Sea,  as  well  as  Boeing's  selling  several  billion  dol- 
lars' worth  of  aircraft  to  Russia's  national  carrier,  Aeroflot. 

That  a  free-trade  agreement  with  Oman  should  experience  con- 
gressional friction  is  astonishing.  Oman  has  been  a  firm  U.S.  ally  in 
a  part  of  the  world  where  we  are  in  sore  need  of  friends.  A  free-trade 
agreement  with  Peru  is  also  facing  an  uncertain  future  as  protection- 
ist Democrats  try  to  block  approval.  Both  deals  are  highly  beneficial 
to  U.S.  exporters.  Opposition  is  purely  political — and  economically 
perverse.  This  antitrade  mood  also  spells  bad  news  for  South  Korea, 
which  is  expected  to  conclude  a  trade  pact  with  us  early  next  year. 

One  can  only  hope  Washington's  deepening  trade  myopia  is  a 
short-term  phenomenon. 


Cheap,  Rich  Education 


Myths,  Lies,  and  Downright  Stupidity:  Get  Out  the 
Shovel — Why  Everything  You  Know  Is  Wrong — by  John 
Stossel  (Hyperion,  $24.95).  Most  folks  will  learn  more  in 
this  wee  volume  than  they  probably  did  during  four  years 
of  college.  Give  it  to  your  kids  and  grandkids.  John  Stos- 
sel succinctly  and  entertainingly  deals  with  numerous 
topics  for  which  what  we  think  we  know  is  indeed 
wrong.  Not  since  Galileo  redefined  our  understanding  of 
the  Earth's  place  in  the  universe  has  there  been  such  a 
vigorous  attack  on  what  passes  for  conventional  wisdom. 

DDT  is  bad?  No,  it  saves  lives.  Global  warming?  Fears  about 
it  are  misplaced.  Trial  lawyers?  The  bane  of  civilization.  Out- 
sourcing? Ultimately  creates  more  jobs  than  it  destroys.  Selling 
organs,  including  kidneys,  to  people  who  desperately  need  them? 


STISSH 


MYTHS 
LIES  AND 


Why  not,  if  it  saves  lives?  Pesticides  in  foods?  Largely 
harmless.  Farm  subsidies?  A  waste  of  money.  Red  cars 
guarantee  more  speeding  tickets?  Myth. 

Two  myths  the  author  does  reaffirm:  Teenagers  do 
"stupid  and  reckless  things,"  and  "religious  people  are 
happier"  than  those  who  aren't. 

While  breezily  written,  this  easy- to- read  book  has 
been  extensively  researched.  You  won't  accept  all  of 
,V-"  what  Stossel  says,  particularly  about  first  cousins  mar- 
rying first  cousins,  but  most  of  his  findings  are 
irrefutable.  So  buy  the  book.  Read  it.  Absorb  it.  And  then  set  off 
verbal  fireworks  with  your  friends  or,  better  yet,  enemies  and 
obnoxious  relatives  by  shooting  down,  Stossel-style,  all  of  these 
untrue  "truths." 


RESTAURANTS:  GO,  ,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


March— 405  East  58th  St.  (Tel.:  212-754-6272).  Situated  in  a 
charming  turn-of-the-last-century  town  house,  this  is  one  of  the 
most  beautiful  places  in  the  city.  Dining  at  March  is  an  elaborate 
culinary  experience.  Among  the  astonishingly  delicious:  a  spring 
pea  tortelloni  with  pecorino  cheese,  lemon  and  a  toasted-almond 
froth;  hirame  sashimi  presented  with  olive  oil  and  a  white  soy 
sauce,  sesame  seeds  and  chives;  and  slivers  of  marinated  kobe 
beef  served  with  a  smoked  potato  puree.  A  must:  baked  Alaska. 

Osteria  Gelsi— 507  Ninth  Ave.,  at  38th  St  (Tel.:  212-244-0088). 


Close  to  the  Javits  Center  and  the  recently  opened  flea  market 
on  39th  St.,  this  Italian  delight  serves  wonderful  robust  peasant 
fare  from  the  Puglia  region — pea  soup,  calamari  in  a  spicy  tomato 
sauce,  tiny  crab  cakes,  and  risotto  with  beans  and  broccoli  rabe. 

Annisa— 13  Barrow  St.  (Tel.:  212-741-6699).  Small  and  stark, 
this  place  exudes  tranquility,  from  its  minimalist  decor  to  its  staff, 
who  quietly  and  reverentially  explain  the  menu.  The  presenta- 
tion is  understated  and  exquisite.  Favorites:  pork  loin,  beef  pot- 
au-feu,  and  tuna  tartare.  Desserts  are  as  good  as  they  look.  F 
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because  financial  solutions  have  no  borders  or  boundaries,  UBS  puts  investment  analysts 
t  markets  across  the  globe.  We  have  specialists  worldwide  in  wealth  management, 
sset  management  and  investment  banking.  So  your  UBS  financial  advisor  can  draw  on 
network  of  resources  to  provide  you  with  an  appropriate  solution— and  shrink  the 
*/orld  to  a  manageable  size.  While  the  confidence  you  bring  to  your  financial  decisions 
ontinues  to  grow.  You  &  Us.  www.ubs.com 
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headlights  that  move 
in  the  direction 
you  are  turning. 

technolqSycatches  up 

TO  CQPtGN  SENSE. 


AN  ENTIRELY  NEW  ES.  THE  LEXUS  ES  350. 

The  idea  was  simple,  almost  obvious.  Instead  of  having  headlamps  point  directly  ahead,  have  both  lights  turn  in  the  same 
direction  that  the  car  is  turning.  That  way,  light  is  cast  around  corners-helping  to  make  the  road,  and  everything  on  it, 
more  visible.  It's  called  the  Du.al-swivel  Adaptive  Front  Lighting  System,  and  you'll  find  that  kind  of  innovative  thinking 
offered  throughout  the  all-new  2007  ES  350;  from  the  MP3  port,  to  the  rain-sensing  wipers,  to  the  over  100  onboard 
sensors.  To  learn  more,  visit  AIINewES.com.  You're  sure  to  find  it  quite  illuminating. 


THE  PASSIONATE  PURSUIT  OF  PERFECTION. 


Other  Comments 


The  great  thing  in  the  world  is  riot  so  much  where  we  stand,  as  in  what  direction  we  are  moving. 

—OLIVER  WENDELL  HOLMES 


Lurking  Menace  A  lot  has  been  written  in  recent 

years  about  stateless  terrorism.  The  events  of  the  last  few  weeks 
show,  to  the  contrary,  that  some  of  the  world's  most  malignant 
terrorist  groups  continue  to  rely  on  state  support.  Hamas  runs  its 
own  quasi-state— the  Palestinian  Authority.  Hezbollah  is  a  state- 
within-a-state  in  Lebanon.  And  lurking  behind  both  are  the  real 
troublemakers:  Iran  and  Syria. 

—MAX  BOOT,  Council  on  Foreign  Relations, 
Los  Angeles  Times 

Nuclear  Nexus  According  to  reports  out  of  North 
Korea,  not  only  were  Iranian  observers — primarily  scientists  and 
engineers — present  at  the  multiple  missile  launches  that  the  Dear 
Leader  flung  in  the  general  direction  of  Japan  during  U.S.  Inde- 
pendence Day  celebrations,  but  the  Iranians  may  even  have  paid 
for  the  tests.  It  has  long  been  known  and  reported  in  this  column 
that  the  Iranians  have  worked  for  years  with  North  Korean  coun- 
terparts to  improve  the  Nodong  and  Taepodong  missiles  (that 
Iran  calls  the  Shehab  class)  and  to  co-develop  terminal  guidance 
technology  and  other  aspects  of  warhead  research. 

One  of  our  major  intelligence  weaknesses  in  the  West  is  our 
inability  or  unwillingness  to  see  big  pictures.  Analysts  are  trained 
to  stay  inside  the  box.  They  hang  their  careers  on  micro-analysis 
that  they  defend  regardless  of  contrary  evidence.  Think  of  the 
more  recent  egregious  examples:  secular  Muslims  don't  work 
with  al  Qaeda  religious  zealots,  Saddam  did  not  have  WMD, 
Sunnis  and  Shia  cannot  work  together,  Koreans  and  Middle  East- 
erners don't  work  together,  and  so  on.  These  arbitrary,  artificial 
boundaries  in  our  thinking  and  analysis  must  be  shed  and 
changed  quickly  before  we  fall  into  a  calculated  trap  being  set  for 
us  by  our  sworn  enemies.  We  must  recognize  the  deadly  connec- 
tions and  react  accordingly.  A  conventional  surprise  like  9/11  was 
painful.  Allowing  a  nuclear  surprise  is  unacceptable. 

— LT.  COL.  GORDON  CUCULLU,  FrontPageMagazine.com 

5  " 


"Are  we  there  yet?" 


Easy  Target  Strasbourg  has  become  an  architectural  the- 
atre of  the  absurd,  dedicated  to  the  propagation  of  the  false  ideals 
of  multiculturalism,  internationalism,  federalism,  supranationality 
and  Euro-insanity.  Every  liberal  nostrum  and  fad  of  the  past  half- 
century  has  found  a  roosting  place  there.  The  structures  consequen- 
tially erected  to  house  these  agencies  and  their  enormous  tribes  of 
delegates,  bureaucrats,  secretariats  and  ancillaries  form  a  dismal 
anthology  of  the  international  modernist  style  in  architecture  at  its 
barbaric  worst,  and  indeed  of  its  totalitarian  antithesis. 

In  monumental  contrast  there  is  the  [Strasbourg]  cathedral 
itself:  serene,  erect,  massive,  yet  of  supreme  beauty,  enormously  com- 
plex in  its  sculptural  detail  yet  divinely  simple  in  its  grand  gesture 
to  heaven.  Here  is  the  true  blending  of  countries  and  peoples,  the 
genuine  mixture  of  cultures  and  aesthetics,  the  astounding  exam- 
ple of  what  can  be  created  when  peoples  come  together  under  an 
overarching  discipline  of  belief,  duty  and  love.  Christianity,  over  500 
years,  produced  in  this  cathedral  a  perfect  example  of  European 
cooperation,  a  masterpiece  of  human  hands  wrought  by  humble 
artisans  and  workmen  in  a  spirit  of  united  service.  It  was  Christian- 
ity which  created  Europe  in  the  first  place.  Yet  the  proposed  EU 
constitution  deliberately  suppressed  any  mention  of  Christianity  and: 
proposes  to  advance  into  the  future  on  a  secure  basis  of  Utopian  athe- 
ism. The  one  creative  force  of  permanent  spiritual  value  was  left  out. 
No  wonder  the  Muslim  warriors  view  Europe  as  an  easy  target. 

—PAUL  JOHNSON,  The  Spectator 

Foreign  Aid  a  study  by  the  Organization  for  Interna- 
tional Investment  finds  that  about  5.3  million  Americans  are 
directly  employed  by  foreign-owned  firms  with  wages  averaging 
$63,000  a  year,  or  about  50%  more  than  the  average  U.S.  wage. 
Foreigners  are  not  buying  up  America's  stock  of  wealth;  they  are 
investing  in  ways  that  add  to  it. 

—  Wall  Street  Journal 

Staged  Democracy  Mr.  Putin's  Russia  is  still  far  bet- 
ter than  it  was  during  the  bleak  decades  of  Communism.  And) 
Russia  clearly  has  the  economic  clout  to  sit  with  France,  Ger- 
many, Japan,  the  United  States,  Britain,  Canada  and  Italy.  But  the 
leaders  of  this  club  [the  G-8]  need  to  make  it  clear  to  Russia  that 
membership  demands  not  only  the  power  of  wealth  but  also  a 
democratic  government  to'  go  with  it. 

— New  York  Times 

Our  National  Heritage  As  you  look  toward  the  I 

future,  always  remember  the  treasures  of  our  past.  Every  genera- 
tion stands  on  the  shoulders  of  the  generation  that  came  before. 
Jealously  guard  the  values  and  principles  of  our  heritage.  They 
did  not  come  easy. 

—RONALD  REAGAN 
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Are  your  people  ready? 


Ready  to  work  together?  Across  departments,  companies,  even  continents?  Collaboration  is  the  key  to 
success,  and  a  people-ready  business  knows  it.  It  gives  them  a  backbone  of  easy-to-use  software  and 
solutions  designed  to  work  in  concert:  Microsoft'  software.  Not  just  e-mail,  but  project  management 
software,  team  collaboration  sites,  and  fully  integrated  systems  and  data.  People  united  by  information 
are  people  united.  Microsoft.  Software  for  the  people 


potential.  Our  passion.'  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  court 


Digital  Rules 

By  Rich  Karlgaard,  Publisher 


Schumpeter  on  Speed 


tECENTLY I  GOT  A  PEEK  AT  A  FUTURE  VERSION  OF  GOOGLE  EARTH, 
vhich  will  showcase  a  much -improved  3-D  depiction  of  terrain  and 
>uildings.  This  cool  software  could  make  tons  of  money — from  ads. 

Imagine  using  Google  Earth  to  zoom  low  on  a  city  street, 
jone  is  the  old  pancake-flat  look  of  buildings.  They  will  be 
lepicted  in  stark  relief.  And  here's  the  moneymaker:  Addresses 
hat  have  bought  ads,  such  as  restaurants,  shops  or  commercial 
mildings  for  lease,  will  stand  out  as  a  cut  above  the  rest — in  per- 
ect,  rich  detail  and  color.  Click  on  one  of  these  buildings  and 
'ou'll  be  whisked  away  to  the  establishments  Web  site. 

Maybe  you  prefer  Zillow.  What,  you  haven't 
leard  of  Zillow.com?  Get  ready  to  be  amazed — 
>r  frightened  for  your  privacy.  Go  to  Zillow's  site, 
ype  in  your  home  address  and  watch  a  satellite 
>hoto  of  your  house  emerge . . .  along  with  the  price 
)f  your  house  and  those  of  your  neighbors'.  Now 
lick  for  a  45-degree  angle  "birds-eye  view"  of  your 
louse  (Zillow  uses  Microsoft's  Virtual  Earth  map- 
)ing  platform)  and  pull  out  more  detail — such  as 
rour  original  purchase  price,  your  annual  property 
axes  and  whether  you  swim  nude  in  your  back- 
ed pool.  Okay,  I'm  just  kidding  about  the  pool. 

Neat  stuff.  Well,  unless  you  own  a  newspaper 
:hain.  Then  Google  Earth  and  Zillow  look  like  T.  rexes.  Recall  how 
:bay  siphoned  off  newspaper  garage  sale  ads,  as  did  Monster.com 
vith  employment  ads  and  Craigslist  with  personals.  That's  old  news, 
ioon  Google  Earth  and  Zillow  will  scarf  up  real  estate  ad  revenue, 
'erhaps  someday  the  brokers  commission,  too.  That  giant  suck- 
ng  sound  you  hear  is  Joseph  Schumpeter  drawing  on  his  pipe. 

nnovation  from  Wild  Spirits 

iteve  Forbes  is  fond  of  saying  that  FORBES  stands  for  entrepre- 
leurial  capitalism.  Joseph  Schumpeter  is  our  lodestar  economist, 
iistory  remembers  Schumpeter  (1883-1950)  for  his  snappy  line 
ibout  the  entrepreneurial  process:  "creative  destruction."  An  econ- 
>my  without  creative  destruction — which  is  to  say,  one  without 
mtrepreneurs — is  trapped  in  a  state  of  "circular  flow."  It  is  doomed 
o  stagnation  and  death,  like  a  pond  lacking  a  fresh  water  source. 

What  I  like  about  Schumpeter  is  that  he  was  no  mere  academic. 
\t  age  36  he  became  Austria's  minister  of  finance.  Later  he  ran  a 
arge  private  bank  that  collapsed,  leaving  him  bankrupt.  Licking 
lis  wounds  at  the  University  of  Bonn  (but  not  for  long),  Schum- 
>eter  next  had  to  flee  Germany  in  1932,  when  the  Nazis  rolled  in. 

We  know  Schumpeter  mixed  it  up  with  the  real  world.  He  bore 
he  scars  and  learned  a  good  many  things  not  taught  in  the  acad- 
:my.  During  his  banking  debacle  Schumpeter  saw  the  distorting  rav- 
iges  of  hyperinflation,  which  hit  134%  between  1921  and  1922.  From 


What  would  the  Austrian  economist 
think  of  Google  Earth  and  Zillow? 


the  Nazis  Schumpeter  learned  that  classical  liberal  freedoms— of  as- 
sociation, speech,  trade,  etc. — must  stand  together,  or  not  at  all.  An 
older,  wizened  Schumpeter  wound  up  teaching  and  writing  at  Har- 
vard, where  his  ideas  were  trumped  by  Keynesian  fashion.  Oh,  well. 
For  Schumpeter,  history's  vindication  would  have  to  be  enough. 

Boy,  has  he  been  vindicated.  Schumpeter  made  himself  a 
giant  of  20th-century  economics  with  one  big  idea:  the  role  of  the 
entrepreneur  in  an  economy.  Wikipedia,  the  free  online  encyclo- 
pedia and  a  creative  destroyer  in  its  own  right,  writes  this  about 
Schumpeter:  "[He]  argued  that  the  innovation  and  technological 
change  of  a  nation  comes  from  the  entrepre- 
neurs, or  wild  spirits." 

I  suspect  even  Schumpeter  would  be  shocked 
at  the  rate  of  wildly  spirited  change  today.  Take 
medicine,  which  until  now  has  resisted  com- 
puter-like gains  in  price  and  capability.  That 
could  soon  change,  according  to  Andy  Kessler, 
who  has  written  a  book  called  The  End  of  Medi- 
cine (Collins,  $24.95).  Kessler  spent  the  1980s  as 
a  chip  analyst  on  Wall  Street  and  the  1990s  as  a 
Silicon  Valley  fund  manager.  Investing  in  private 
and  public  tech  companies,  Kessler  and  a  partner 
grew  an  $11  million  fund  in  1996  to  $1  billion 
in  1999.  He  made  his  clients  rich,  and  got  them  out  at  the  top. 

If  Schumpeter's  big  economic  idea  was  the  role  of  the  entre- 
preneur, Kessler's  big  investing  idea  is  the  role  of  silicon  in 
reshaping  industries.  Health  care  is  ripe  for  creative  destruction 
by  silicon,  he  says.  "It  is  a  $2  trillion  industry  that'll  soon  be  going 
to  $3  trillion.  Doctors  drive  medicine  and  are  a  large  part  of  why 
costs  rise  by  double  digits  each  year."  But  silicon,  Kessler  says,  gets 
cheaper  by  30%  every  year  and  halves  in  price  every  two  years. 

Are  you  sitting  down,  doctors?  Ready  for  your  grim  prognosis? 
Kessler's  prediction:  "If  silicon  can  make  its  way  into  detection  and 
diagnosis,  health  care  can  get  better  even  as  it  gets  cheaper.  What  hap- 
pened to  telephone  operators,  auto  mechanics  and  stock  traders — death 
at  the  hands  of  silicon  automation— will  happen  to  frontline  doctors." 

CT  scanners,  he  says,  have  started  down  the  cost-efficiency 
curve  familiar  to  PCs  and  cell  phones.  "We  will  see  low-cost  256- 
slice  scanners  that  can  pinpoint  atherosclerosis  in  high-resolu- 
tion 3-D  images,"  says  Kessler.  "We  will  see  biomarkers  and 
molecular  imaging,  all  silicon-based,  that  can  detect  unique  pro- 
teins from  cancer  cells  five  years  [before  the  cancer  presents]." 

For  your  health  and  pocketbook,  read  The  End  of  Medicine — 
more  fruit  from  Schumpeter's  tree.  F 


i  Forbes 


Read  Rich  Karlgaard's  daily  blog  at 
http://blogs.forbes.com/digitalrules  or  visit 
his  home  page  at  www.karlgaard.com. 
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Changing  the  face  of  chemistry.  To  see  that  everything  is  connected 


simply  change  one  thing — and  everything  changes.  Add  the  Human  Element  to  the 


Periodic  Table  of  the  Elements,  and  suddenly  the  power  of  chemistry  is  put 


to  work  solving  human  problems.  Making  the  world  safer,  cleaner  and 


greener  for  generations  to  come.  Meet  the  new  face  of  chemistry:  the  Human  Element. 


©Trademark  of  The  Dow  Chemical  Company  www  dow  com 


Informer  

INFORMER@FORBES.COM 

Great  Vu,  Smoky  Vistas 


An  early  economic  casualty 
of  the  warfare  in  Lebanon: 
Ivana  Trump,  a  famous  ex  of 
the  Donald.  Days  before  the 
bombing  started,  she  an- 
nounced plans  with  Dubai's 
Damac  Properties  to  build 
in  downtown  Beirut  a  27- 
story,  65-unit,  $150  million 
luxury  condo  tower  called 
"La  Residence  by  Ivana 
Trump."  Reported  asking 
price  for  a  one-bedroom: 
$650,000.  A  Trump  aide  tells 


JL 

Big  timing  issue:  ivana  Trump, 

FORBES  the  project  is  now  "on  hold."  Coming  off  fizzled  plans  to 
build  a  high-rise  in  Las  Vegas,  Trump  is  touted  in  the  Beirut  deal 
as  a  design  consultant.  The  long  list  of  stated  amenities  includes 
"bank  grade  security  systems."  Beirut  journalist  Lystrada 
Ohrstrom  says  bombs  have  exploded  within  a  mile  of  the 
location.  — Stephane  Fitch  and  William  P.  Barrett 

No  Shortage  of  Material 

Grist  for  an  ongoing  federal  probe  in  New  York  involving  veteran 
DHB  Industries  boss  David  H.  Brooks:  a  claim  in  an  old  lawsuit 
by  DHBs  own  lawyer,  D.  David  Cohen,  that  Brooks  backdated  the 
firm's  purchase  of  his  stock  warrants  for  a  guaranteed  extra 
$4.4  million  profit.  Cohen's  employment  suit  was  settled  in  2005. 
DHB,  which  just  relocated  from  Westbury,  N.Y.  to  Pompano 
Beach,  Fla.,  mainly  sells  bulletproof  vests  to  soldiers  and  cops.  No 
stranger  to  securities  regulators,  Brooks  just  agreed  to  quit  DHB 
and  pay  into  a  $35  million  fund  to  settle  an  unrelated  civil 
insider-trading  lawsuit.  No  comment  from  Brooks  or  anyone  else 
involved.  —Bernard  Condon 


Ifs  All  Your  Fault 

Enron's  collapse  was  due  in 
no  small  part  to  off-balance- 
sheet  shells  that  hid  debt.  But 
questionable  subsidiaries  are 
hardly  unique  to  Enron.  In 
little-noticed  litigation  in 
New  York,  two  entities  set  up 
by  Parmalat,  the  bankrupt 
Italian  milk  company,  are 
seeking  $400  million  from 
Bank  of  America  and  audi- 
tors Deloitte  &  Touche  and 
Grant  Thornton.  The  auda- 
cious claim,  rather  like  a  law- 
suit in  which  a  robber  sues  a 
bank  for  failing  to  stop  him: 
that  the  banks  and  account- 


ants should  have  blocked  Parmalat's  fraudulent  intentions.  The 
defendants  deny  liability  and  have  asked  a  judge  to  toss  the  cases. 
The  names  that  Enron  gave  its  sham  holding  companies  have 
become  the  stuff  of  business  legend:  Chewco,  Raptor,  Jedi. 
Parmalat  played  it  a  lot  duller:  Food  Holdings  Ltd.  and  Dairy 
Holdings  Ltd.  — David  Whelan 

Pressure  From  Brokers?  Shocking! 

Ex-Dain  Rauscher  execs  Ronald  A.  Tschetter  and  Nelson  Civello 
allege  Lehman  Brothers'  "financial  engineering  department" 
duped  them  into  buying  a  dicey  tax  shelter  the  Internal  Revenue 
Service  was  already  questioning.  The  two  apparently  were  trying 
to  shield  gains  from  the 
2001  sale  of  the  big  Min- 
neapolis broker/dealer  to 
Royal  Bank  of  Canada  when 
they  paid  $875,000  for  a  ploy 
using  foreign  currency 
options  to  create  paper 
losses.  Lehman  denies  liabil- 
ity. In  a  state  lawsuit  moved 
to  Dallas  federal  court,  the 
pair  say  they  paid  $781,000 
in  tax  penalties  after  falling 
for  Lehman's  "pressuring" 
tactics.        — Janet  Novack 


No  Rest  For 
The  Weary 

While  technology  has 
helped  shrink  the  average 
U.S.  workweek  over  a 
century  by  38%,  employees 
have  no  more  leisure  time, 
thanks  to  longer  commutes, 
more  adult  schooling  and 
increased  household  chores, 
a  new  academic  study  says. 
The  University  of  Califor- 
nia's Valerie  Ramey  and 
the  University  of  North 
Carolina's  Neville  Francis 
calculate  workers  have  the 
same  6,650  hours  a  year  for 
sleep  and  leisure  activities 
they  had  in  1900.  Leisure 
activity  is  defined  as 
personal  pursuits  without 
economic  utility,  such  as 
fishing  and  sex. 

— Evan  Hessel 


Not  Our  Kind  of  Excitement 


For  money  or  big  blocks  of  stock,  Market  Pulse  of  Atlanta  promotes  small,  no-profit,  public 
companies  on  the  Internet  and  elsewhere.  Share  prices  tend  to  rise — then  drop  and  stay  dropped. 
Boss  Bernard  R.  Schmitt  says  current  prices  don't  always  fairly  reflect  his  role,  which  can  be  brief. 
Market  Pulse  states  on  its  Web  site  that  it  "excites"  investors.  — Matthew  Rand  and  W.P.B. 


COMPANY  |  HEADQUARTERS 

STATED  PRODUCT 

RECENT 
PRICE. 

%CHANGE 
FROM  PEAK 

SALES 
(SMIL) 

MARKET  CAP 
(SMIL) 

|  DNAPrint  Genomics  |  Sarasota,  Fla. 

drug  research 

$0.01 

-93% 

$1 

$4 

Integrated  Media  Holdings  |  Atlanta,  Ga. 

digital  distribution 

1.10 

-55 

0 

6 

Lifestream  Technologies  |  Post  Falls,  Idaho  cholesterol  monitors 

0.01 

-97 

2 

2 

Nuclear  Solutions  |  Washington,  D.C. 

nuclear  defenses 

1.13 

-52 

0 

53 

Park  City  Group  |  Park  City,  Utah 

operational  software 

0.06 

-41 

4 

22 

Rim  Semiconductor  |  Portland,  Ore. 

@  — — ■  —  

data  transmission 

0.21 

-24 

0 

68 

Walker  Financial  |  Garden  City,  N.Y. 

prepaid  funerals 

0.12 

-84 

0 

2 
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I  want  my  grandson  to 


spend  my  money. 


What  do  you  want?  Get  it  with  The  Power  of  the  Pyramid®. 

Why  let  someone  else  decide  who  benefits  from  your  success?  The  companies  of  Transamerica  offer 
flexible  solutions  to  help  make  your  wishes  a  reality.  Insurance,  investments,  and  retirement  strategies 
designed  with  one  thing  in  mind — helping  you  get  what  you  want.  Even  self-satisfaction. 


Contact  your  financial  professional,  or 

Call  1-800-PYRAMID 
www.transamerica.com 


Transamerica 

1906  ★  100  YEARS  *  2006 
The  Power  of  the  Pyramid  ' 


Insurance  products  underwritten  by  Transamerica  Occidental  Life  Insurance  Company,  Cedar  Rapids,  IA,  founded  in  1906,  and  its  affiliates, 
In  New  York,  insurance  products  underwritten  by  Transamerica  Financial  Life  Insurance  Company,  Purchase,  NY.  Not  available  in  all  states. 
Transamerica  companies  are  members  of  the  AEGON  Group. 


On  My  Mind   ] 

By  Steven  Pinker,  harvard  psychology  professor,  author  of  the  language  instinct,  How  the  Mind  works. 

and  The  blank  Slate. 

Of  Chicks  and  Frogs 

How  Hollywood  dumbs  down  movies  about  cute  animals — and  misses  a 

chance  to  teach  evolution. 


AT  LEAST  SINCE  THE  SCOPES 
Monkey  Trial  religious  forces  have 
tried  to  corrupt  American  science 
education  by  sowing  confusion 
about  evolution,  the  cornerstone 
of  biology.  But  their  most  perni- 
cious effect  may  not  be  in  overt 
inanities  like  anti-Darwin  warn- 
ing stickers  in  textbooks,  which  in 
any  event  the  courts  have  stymied. 
Rather,  they  may  have  succeeded 
in  making  evolution  seem  so 
controversial  and  morally  fraught 
that  educators  and  entertainers 
sidestep  the  fuss  and  just  don't 
go  there. 

A  couple  of  popular  recent 
movies  offer  a  case  in  point.  March 
of  the  Penguins 
delighted  millions 
with  its  stunning 
footage  of  emperor 
penguins  trekking 
through  forbidding 
ice  fields  to  bring 

food  back  to  their  offspring.  But  a  striking  aspect  of  the  specta- 
cle— that  parents  listen  for  the  unique  calls  of  their  chicks,  rather 
than  feeding  the  nearest  or  neediest  one — is  left  unexplored. 
What  a  missed  opportunity  to  explain  the  core  idea  of  modern 
evolutionary  science,  that  organisms  are  adapted  to  promote  the 
replication  of  their  genes,  rather  than  the  greater  good  of  the 
species.  We  are  meant  to  experience  moral  uplift  at  penguins' 
parental  dedication  but  are  given  no  insight  into  the  laws  of 
nature. 

Another  recent  dazzler,  Winged  Migration,  is  also  evolution- 
free.  We  fly  with  the  birds  for  thousands  of  miles  as  they  brave 
predators,  hunger  and  horrific  weather.  Yet  we  are  never  told  why 
the  birds  undertake  this  semiannual  madness.  There  is  no  men- 
tion that  organisms  are  opportunistic  in  the  competition  for  food 
and  that  many  birds  evolved  to  take  advantage  of  the  brief  Arctic 
summer,  with  its  concentrated  profusion  of  insects  and  seeds, 
while  escaping  its  winter  which  is  too  cold  for  them  to  rear  chicks. 
The  film  is  a  visual  spectacle  for  us  to  gaze  at  uncomprehendingly. 

One  more  example:  I  recently  bought  a  frog  from  a  Web  ven- 
dor that  claims  that  its  wares  are  "perfect  for  class  projects,  science 


March  of  the  Penguins  misses  the  core 
idea  of  evolution,  that  organisms  adapt  to 
promote  the  replication  of  their  genes. 


fairs  and  anyone  who  appreciates  the 
wonder  of  nature."  Yet  the  site  fails  to 
reveal  the  name  of  the  creature 
(Xenopus,  or  "strange  foot")  or  ex 
plain  why  it  has  such  odd  features, 
like  being  flat  as  a  pancake,  lacking  a 
tongue  and  having  feet  that  face 
backwards.  This  frog  madly  flaps 
food  into  its  mouth  with  its  forelegs, 
which  the  Web  site  describes  as 
"clapping  its  hands." 

Once  again,  a  golden  opportu 
nity  to  explain  the  living  world  has 
been  wasted.  The  African  clawed 
frog  lives  in  water,  but  it  evolved 
from  standard  frogs,  who  spend 
much  of  their  lives  above  the  sur 
face.  Over  time  Xenopus  lost  its 
sticky  tongue  (use- 
less in  the  water), 
modified  the  use  of 
its  hands  to  catch 
prey  and  reshaped  its 
feet  and  body  for 
streamlined  swim 

ming.  Its  silly  appearance  is  a  product  of  this  retooling,  a  fascinat 
ing  but  untold  story. 

The  only  message  conveyed  by  these  supposedly  educational 
media:  Cute  animals  do  weird  things.  This  may  encourage  chil- 
dren to  become  eco-tourists  but  not  to  become  scientists.  From 
the  time  they  are  young,  scientists  are  energized  by  explanations, 
by  the  "Aha!"  that  comes  from  understanding  why  something  is 
the  way  it  is.  And  with  living  things,  the  answer  to  "why"  ques- 
tions always  involves  evolution.  When  you  take  the  evolution  out 
of  biology,  you  dumb  it  down,  turning  it  into  a  circus  of  animal 
antics  rather  than  a  source  of  deep  and  satisfying  insight. 

The  unspoken  taboo  on  evolution  is  not  just  a  tragedy  of  missed 
educational  opportunities.  Our  health  and  economy  increasingly 
depend  on  biomedical  research,  from  the  epidemiology  of  bird  flu 
to  the  treatment  of  AIDS,  which  depends  on  understanding  evolu- 
tion. Asian  countries,  which  lack  America's  squeamishness  about 
evolution,  are  hell-bent  on  expanding  their  biomedical  research  sec- 
tor. If  we  don't  overcome  our  reluctance  to  excite  our  children  with 
modern  biological  thought,  it  doesn't  take  a  Darwin  to  predict  who 
will  be  selected  in  this  struggle  for  survival.  F 
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Introducing  the  BlackBerry  7130c 


now 


puts  big  functionality 
in  a  small  package. 


Get  the  BlackBerry  functionality  you  need  and 
the  slim  phone  convenience  you  want  with  the 
BlackBerry  7130c,  exclusively  from  Cingular.  Say 
goodbye  to  sacrifice  and  get  the  best  of  both 
worlds.  Get  now. 


>  Get  easy  access  to  your  personal  and  work 
email  accounts. 

>  SureType™  technology  for  easy  text  entry. 

>  Hands-free  speakerphone  and  Bluetooth  capability. 

>  Global  coverage  with  GSM  quad-band  connectivity. 

>  Runs  on  ALLOVEFC  the  largest  digital  voice  and 
data  network  in  America. 
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BlackBerry  7130c 

Only$/|<^(^99 

after  $50  mail-in  rebate  card 
and  2-year  service  agreement. 


BlackBerry. 


CINGULAR    MAKES    BUSINESS    RUN  BETTER 


Call  1-866-4CWS-B2B     Clickwww.cingular.com/7130c     Visit  a  store 


Xcingular 

raising  the  barr.iill 


The  ALLOVER  network  covers  over  273  million  people  and  is  growing.  Coverage  not  available  in  all  areas.  Limited-time  otter.  Other  conditions  and  restrictions  apply.  See  contract  and  rate  plan  brochure  for  details. 
Up  to  $36  activation  fee  applies.  Equipment  price  and  availability  may  vary  by  market  Early  Termination  Fee:  None  if  cancelled  in  the  first  30  days;  thereafter  $175.  Some  agents  impose  additional  fees.  Rebate 
Card:  BlackBerry  7130c  pnce  before  mail-in  rebate  card  is  $249.99.  Allow  10-12  weeks  for  rebate  card.  Rebate  card  not  available  at  all  locations.  Must  be  customer  for  30  consecutive  days.  Must  be  postmarked  by 
11/30/06.  Sales  tax  calculated  based  on  price  of  unactivated  equipment.  Unlimited  Voice  Services:  Unlimited  voice  services  are  provided  solely  for  live  dialog  between  two  individuals.  Offnet  Usage:  If  your  minutes 
of  use  (including  unlimited  services)  on  other  carriers'  networks  ("offnet  usage")  during  any  2  consecutive  month  exceeds  your  offnet  usage  allowance,  Cingular  may  at  its  option  terminate  your  service,  deny  your 
continued  use  of  other  carriers'  coverage,  or  change  your  plan  to  one  imposing  usage  charges  for  offnet  usage.  Your  offnet  usage  allowance  is  equal  to  the  lesser  of  750  minutes  or  40%  of  the  Anytime  Minutes  included 
with  your  plan.  The  BlackBerry  and  RIM  families  of  related  marks,  images,  and  symbols  are  the  exclusive  properties  of  and  trademarks  or  registered  trademarks  of  Research  In  Motion  Limited  -  used  by  permission. 
RIM  and  Research  In  Motion  are  registered  in  the  U.S.  Patent  and  Trademark  Office  and  may  be  pending  or  registered  in  other  countries.  ©2006  Cingular  Wireless.  All  rights  reserved. 
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follow-Through 


Stop  the  Press 


Speak  no  evil:  News-Press  staffers  protest 
management  meddling  in  editorial  matters. 

Six  years  ago  reclusive  Forbes  400  mem- 
ber Wendy  McCaw  told  us  that  she  had 
bought  the  Santa  Barbara  News-Press 
from  the  New  York  Times  Co.  because  she 
believed  newspapers  had  a  bright  future 
and  "may  be  ripe  for  the  application  of 
[advanced]  technologies  in  delivering 
local  news  to  the  home."  Since  then 
McCaw  has  presided  over  an  escalating 
crisis  at  the  California  daily,  where  seven 
top  editors  staged  a  walkout  last  month 
over  the  publishers  interference  with  edi- 
torial decision-making. 

What  does  McCaw  say  now?  From  her 
yacht  in  the  Mediterranean,  McCaw  e-mails 


FLASHBACKS 


FORBES  that  the  problems  at  the  paper  are 
really  a  "personnel  issue,"  adding,  "some  dis- 
gruntled former  employees  have  chosen  to 
characterize  it  as  an  assault  on  the  purity 
of  journalism  and  a  free  press.  That  is  def- 
initely not  the  case."  McCaw's  comments  are 
"an  attempt  at  media  jujitsu,"  fumes  former 
top  editor  Jerry  Roberts.  "She's  wrecking  the 
paper." 

What  about  her  high-tech  vision?  Until 
last  year  the  News-Press  had  only  a  bare- 
bones  Web  site.  Since  last  summer  it  has 
had  a  radio  station  that  airs  announcers 
reading  News-Press  excerpts.  McCaw,  the 
ex-wife  of  telecom  tycoon  Craig  McCaw, 
fell  off  the  FORBES  list  in  2001  after  the 
value  of  her  stakes  in  Nextel  and  Nextlink 
plummeted.  — Claire  Cain  Miller 


Boeing's  Fat  Plane 

When  we  ran  our  story  about  myriad 
problems  with  the  production  of  Boeings 
radical  lightweight  jetliner,  trie  787,  Boeing 
refused  to  acknowledge  any  difficulties.  Now 
the  company  concedes  that  the  plane  is  2% 
overweight  and  sections  of  the  aircraft  are 
behind  schedule.  Boeing  also  admits  that, 
in  April,  technical  problems  with  a  mold 
produced  a  test  version  of  the  planes  bar- 
rel that  was  too  porous.  The  mold  and  the 
barrel  both  had  to  be  remade.  Further,  Boe- 
ing says  there  have  been  glitches  in  software 


that  controls  the  planes  navigation,  lighting, 
heating  and  cooling  systems.  Nevertheless, 
Boeing  maintains  that  the  first  787  will  bei 
delivered  on  time  in  mid-2008. 

—Mark  Tatge 

APRIL  29,  2002 

Radio  Daze 

Four  years  ago  we  expressed  skepticism 
about  Noah  Samaras  decadelong  effort  to 
turn  the  worlds  first  global  satellite  radio 
company,  WorldSpace,  into  a  profitable 
enterprise.  Unlike  its  domestic  counter- 
parts, WorldSpace  operated  only  in  devel- 
oping countries,  selling  $400  receivers  and 
then  offering  the  service  for  free. 

Since  our  story,  the  Washington,  D.C. 
outfit  has  hemorrhaged  $1.1  billion  and 
staged  a  disastrous  initial  public  offering, 
underwritten  by  UBS.  Shares  have  slid 
from  $21  last  August  to  a  recent  $3.55. 
WorldSpace  now  subsidizes  its  receivers, 
selling  them  for  as  little  as  $33  in  India. 
That  hasn't  helped.  It's  burning  through 
$9  million  to  $12  million  a  month  and  will 
need  to  raise  new  funds  in  2007.  Samara, 
49,  an  Ethiopian-born  diplomat's  son,  also 
stumbled  into  some  political  hot  water.  In 
2001  he  made  a  personal  loan  to  Repre- 
sentative William  Jefferson  (D-La.),  the 
subject  of  a  federal  corruption  probe. 
Samara  and  WorldSpace  are  cooperating 
with  the  investigation.     — Nathan  Vardi 


85  YEARS  AGO  IN  FORBES  |  JULY  9,  1921 

The  Undertaker  and  the  Telephone  The  invention 

of  the  automatic  telephone  is  an  interesting  story.  Almon  B. 
Strowger,  an  undertaker  of  Kansas  City,  Mo.,  got  the  idea  into 
his  head  that  a  switchboard  operator  was  conspiring  with  one 
of  his  competitors  to  ruin  his  business  by  falsely  reporting  his 
line  as  busy.  The  "plot"  proved  to  be  unfounded,  but  the 
undertaker's  deep  suspicions  impelled  him  to  rig  up  an 
invention  which  he  fully  believed  would  enable  his  future 
patrons  to  get  his  number  without  interference. 

30  YEARS  AGO  IN  FORBES  |  NOVEMBER  1,  1976 

Big  Blue  Profits  IBM  has  been  able  to  grow  the  way  it  has 

in  part  because  its  managers  had  the  discipline  not  to  sacrifice 
profitability  to  get  volume— sheer  size.  From  the  time  it  was  a 
small  company,  IBM  has  been  exceptionally  profitable.  Last  year, 
by  forbes'  reckoning,  it  earned  just  a  shade  short  of  20%  on  its 


stockholders'  equity — a  fabulous  figure  for  a  company  IBM's  size. 
But  the  figure  becomes  even  more  impressive  if  you  take  out 
IBM's  huge  cash  hoard  (plus  the  money  it  earned  on  it)  and  look 
at  the  money  actually  deployed  in  the  business.  IBM's  return  on 
equity  capital  employed  in  the  business  goes  to  28.5%! 

IBM  recently  announced  that  profits  rose  11%  on  an  increase  in 
software  sales. 

25  YEARS  AGO  IN  FORBES  |  MAY  11, 1981 

Magic  Kingdom?  Don't  write  off  Disney  yet.  The  long- 
awaited  Epcot  adult  amusement  park  will  buy  at  least  another 
five  years  of  earnings  growth.  But  replacing  Walt  has  yet  to  be 
done.  Everybody  senses  that  Walt  Disney  Productions  has  lost 
its  magic  touch.  Such  recent  film  releases  as  Midnight  Madness, 
The  Last  Flight  of  Noah's  Ark  and  The  Devil  and  Max  Devlin 
have  all  flopped. 

Walt  Disney  is  slashing  650  jobs  at  its  movie  studio. 
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";S  NOT  EXPENSIVE  TO  LOOK  EXPENSIVE. 
IP  COLOR  LASERJETS  STARTING  AT  $399. 

makes  more  sense  than  ever  to  get  an  HP  Color  LaserJet  printer.  These  come 
Jtwork-ready  and  have  renowned  print  quality  when  you  use  HP  ColorSphere 
ner.  And  best  of  all,  they're  all  from  HP  PC  Magazine's  Readers'  Choice  for 
jrvice  and  Reliability  for  14  straight  years.  Brilliantly  Simple. 


:ASTEST 

HP  Color  LaserJet  3800n. 
Up  to  22  pages  a  minute. 
There's  no  deadline  it  can't  meet. 

$999. 


HP  Color  LaserJet  3600n. 
Up  to  17  pages  a  minute. 
A  great  fit  for  a  growing  business. 


i  learn  more  or  see  special  offers,  visit  hp.com/go/colorprinter. 
□II 1-800-888-3119.  Visit  your  reseller  or  retailer. 
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MONEY  AND  POLITICS 

Milking  the  Internet 

Don't  expect  a  quick  decision  from  Congress  on  network  neutrality. 
Not  deciding  is  too  profitable  |  By  Tim  Doyle 


AFTER  SENATOR  TED  STEVENS, 
the  Alaska  Republican, 
explained  recently  that  he 
opposed  "network  neutral- 
ity" because  "Internet" 
(translation:  e-mail)  was  delayed  by  the 
clogged  "tubes"  of  the  Internet,  his  awk- 
ward lingo  was  lampooned  by  comedian 
Jon  Stewart.  The  parody  became  a 
YouTube  hit.  Laugh  if  you  want.  But  the 
pols  get  to  laugh  all  the  way  to  the  bank: 
The  fight  over  the  Internet  and  what  fees 
should  be  assessed  for  access  is  a  surefire 
moneymaker — for  their  campaign  coffers. 

On  one  side  of  the  net  neutrality  fight  are 
the  telephone  and  cable  companies  who  want 
the  freedom  to  charge  Internet  companies 
extra  for  higher-speed  access  for  their  cus- 
tomers—fees they  say  will  be  used  to  build 
more  capacity.  On  the  other  side  companies 
such  as  Google,  Microsoft,  Yahoo  and  Von- 
age  want  Congress  to  bar  such  charges  by 
mandating  what  they  call  "net  neutrality!' 

The  stakes  are  huge  for  both  sides,  so 
both  are  pouring  millions  of  dollars  into 
political  contributions  and  lobbying  to  press 
their  argument.  Now  you  know  why  Con- 
gress would  let  this  debate  linger  on.  As  long 
as  the  issue  stays  in  play,  the  money  keeps 
flowing.  "Telecom  reform  has  been  a  cash 
cow  for  members  of  Congress,  says  Brook- 
ings Institution  congressional  scholar  Thomas 
Mann.  "The  battles  go  on  for  years,  and  the 


fundraising  requests  never  stop." 

Congress  has  been  toying  with  a  rewrite 
of  the  nations  telecommunications  law  since 
2003;  net  neutrality  became  a  central  issue  last 
year.  In  June  there  were  even  signs  of 
progress:  The  House  passed  a  "reform"  bill  and 
Stevens'  Senate  Commerce  Committee,  after 
26  hearings,  sent  one  to  die  full  Senate.  But 
this  is  an  election  year,  so  the  legislators  may 
not  have  the  time  to  complete  action  on  a  bill. 

So  far,  score  one  for  the  telephone  and 
cable  companies.  They  succeeded  in  keep- 
ing net  neutrality  (that  is,  a  prohibition  of  vol- 
ume-sensitive charges)  out  of  both  bills.  No 
coincidence  that  telcos,  even  by  Washington 
standards,  are  writing  huge  checks.  Since  the 
start  of  2003  the  telcos'  political  action  com- 
mittees and  employees  have  made  a  com- 
bined $27  million  in  political  contributions 
and  sunk  another  $146  million  into  lobby- 
ing, according  to  the  Center  for  Responsive 
Politics.  AT&T's  PAC  ranks  as  the  biggest 
corporate  PAC  donor  to  Republicans  so  far 
this  election  cycle,  at  $1.1  million.  Why  so 
much?  "Telecom  is  one  of  the  most  heavily 
regulated  industries  in  the  country'  says 
AT&T  Chairman  Edward  Whitacre. 

The  biggest  recipient  of  telco  largesse  dur- 
ing the  2005-06  election  cycle,  with  $  1 14,000 
in  contributions,  was  Senator  Conrad  Burns. 
He's  the  Montana  Republican  whose  reelec- 
tion has  been  endangered  by  his  connection 
to  the  scandal  involving  convicted  lobbyist 


Jack  Abramoff.  In  June  Burns  joined  othe 
Republicans  in  killing  a  net  neutrality  mea5 
ure.  Burns  says  he  prefers  less  regulation. 

The  lightly  regulated  Internet  compank 
and  their  execs  have  traditionally  spent  les 
time  and  money  lobbying  Washingtor 
Microsoft,  Yahoo,  Google,  Ebay  and  Ama 
zon  have  spent  a  total  of  $37  million  on  lob 
bying  since  the  start  of  2003,  a  fourth  of  th 
telco  spending.  Their  PACs  and  employee 
have  given  $14  million  in  campaign  contri 
butions.  But  some  Internet  execs  are  substan 
tial  Democratic  donors.  Google  Chief  Eri 
Schmidt,  for  example,  has  donated  $42,50' 
since  the  start  of  2004,  including  $9,500  t« 
the  Oregon  Democratic  party  and  to  Sena 
tor  Ron  Wyden  (D-Ore.),  who  has  vowei 
to  block  any  anti-net  neutrality  telecom  bil 

Yet  PACs  and  individual  donations  don 
tell  the  whole  story.  There's  a  newer  sourc 
of  money  and  influence  here:  the  Interne 
itself.  In  years  past,  telecom  legislation  barer 
registered  with  voters.  But  net  neutrality  i 
different,  whipping  up  grassroots  passior 
throughout  the  Internet 

In  April  conservative  groups  such  as  th 
Gun  Owners  of  America  and  the  Parent 
Television  Council  teamed  up  with  libera 
stalwarts  MoveOn.org  and  the  Consume 
Federation  of  America,  among  others,  tc 
form  Savetheinternet.org.  Already  one  mil 
lion  Internet  users  have  signed  the  group; 
online  petition.  The  opposition  hasn't  beer 
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itirely  spontaneous:  Ebay  Chief  Margaret 
Whitman  sent  millions  of  customers  an 
mail  warning  of  a  "two-tiered"  Internet, 
say,  Yahoo  and  Microsoft  have  formed  their 
vn  site,  Itsournet.org,  to  gin  up  opposition. 

Democrats  in  particular  see  a  potential 
ay  to  profit  from  the  net  outrage.  During 
ie  last  presidential  election  more  than  half 
:  Democratic  donors,  but  just  a  fourth  of 
epublican  ones,  made  at  least  one  donation 
lline,  according  to  the  Institute  for  Politics, 


Democracy  &  the  Internet.  Possible  presiden- 
tial contenders  Senators  Harry  Reid,  Hillary 
Clinton  and  John  Kerry  have  all  vowed  to 
oppose  any  bill  that  doesn't  include  neutrality. 
"Moveon.org  has  seized  on  this  and  tried  to 
make  it  a  litmus  test  for  Democrats,"  says 
AT&T  lobbyist  James  Cicconi. 

Indeed,  seven-term  Congressman  Albert 
Wynn  (D-Md),  who  voted  for  the  House  bill, 
faces  a  tough  primary  test  from  Donna 
Edwards,  a  foundation  head  campaigning  on 


net  neutrality.  In  just  six  weeks  Edwards 
raised  $190,000,  40%  of  Wynn's  war  chest. 

Stevens  says  he  doesn't  yet  have  60  votes 
to  overcome  a  filibuster  and  move  a  telecom 
bill  lacking  network  neutrality.  Cicconi  says 
the  telcos  won't  accept  a  bill  with  it.  And  so 
the  spending  goes  on.  In  April  AT&T  and 
others  hired  Clinton-era  White  House  press 
secretary  Michael  McCurry  to  run  a  coali- 
tion, Hands  Off  the  Internet,  and  its  Web 
site  and  blog.  Grass  roots,  ostensibly.  F 
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TERRORIST  FINANCING 


Hezbollah's  Hoard 

Its  primary  backer  is  Iran.  But  a  lot  of  money 
comes  from  the  Americas  |  By  Nathan  Vardi 


■  RAN  IS  THE  BIGGEST  PATRON  OF  HEZBOLLAH,  DELIVERING 
I  $100  million  or  so  a  year  to  the  terrorists,  according  to  Senate 
■  testimony  from  Matthew  Levitt,  now  a  Treasury  Department 
official.  But  like  any  enterprising  criminal  organization,  the  Party 
of  God  has  worked  hard  to  diversify  its  cash  sources.  The  feds  have 
long  suspected  it  has  profited  from  blood  diamonds  out  of  Africa, 
operating  through  expatriate  Lebanese.  It  also  turns  out  there  are 
important  financial  channels  right  here  in  the  States. 

The  money  comes  from,  among  other  sources,  illicit  trade  in 
tobacco  and  controlled  substances.  Last  month  Imad  Hamadeh  of 
Dearborn  Heights,  Mich,  and  Theodore  Schenk  of  Miami  Beach 
pleaded  guilty  to  federal  racketeering  charges  over  their  involve- 
ment in  a  cigarette-smuggling  gang  that  avoided  $20  million  in 
sales  taxes.  According  to  federal  prosecutors,  the  ring  was  also 
engaged  in  diverting  funds  to  Hezbollah. 

Hamadeh  and  Schenk  were  part  of  a  much  larger  group.  A 
federal  indictment  of  18  men  unsealed  in  March  charged  that  the 
gang  spent  eight  years  moving  smokes  from  low-tax  and  untaxed 
jurisdictions,  like  North  Carolina  and  Indian  reservations,  into 
high-tax  Michigan  and  New  York.  Prosecutors  say  the  smugglers 
had  ties  "with  upper  echelon  Hezbollah  officials"  and  often 
charged  customers ..     si  tance  tax,"  in  effect,  a  terrorist  fee  levied 


Capo  di  tutti  capi:  on  top  of  the  black-market  price.  T 
Hassan  Nasrallah,  indictment  says  that  the  group  al 
secretary  general  traded  .  counterfeit  Viagra  and  stok 
of  Hezbollah.  .  -      .        .       ,  ,  « 

infant  formula  and  that  portions 

the  profits  made  from  the  illegal  enterprise  were  given 
Hezbollah."  One  leader  of  the  ring,  Hassan  Makki,  mac 
calls  to  Lebanon  and  Iran  to  clear  his  activities  with  highe 
ups.  He  pleaded  guilty  in  2003  to  materially  supportii 
Hezbollah.  Eight  other  members  will  stand  trial  in  Januai 
"It  has  nothing  to  do  with  terrorism,"  says  lawyer  James  V 
Burdick,  who  points  out  that  his  client,  Majid  Hammou 
has  been  released  on  his  own  recognizance.  Eight  others  ai 
still  at  large  in  Canada  or  in  Lebanon  and  other  Middi 
Eastern  countries. 

Federal  prosecutors  in  Michigan  say  Hezbollah  gel 
more  support  in  their  area  than  any  other  Mideast  terrori 
group.  That  may  have  drawn  Mahmoud  Kourani, 
Hezbollah  money  man,  to  Dearborn,  Mich,  after  slippin 
into  the  U.S.  illegally  through  the  Mexican  border.  Th 
brother  of  a  Hezbollah  general,  Kourani  hosted  fundraiser 
for  the  Party  of  God  before  he  pleaded  guilty  last  year 
materially  supporting  the  group.  He  will  be  deported  afte 
he  finishes  a  54-month  prison  sentence. 

The  feds  recently  went  after  Talal  Chahine,  owner  of ; 
Detroit-area  restaurant  chain,  for  hiding  $16  million  fron 
the  taxman.  Court  documents  say  Chahine  fled  to  Lebanon 
last  September  and  allege  that  he  has  "connections  at  th< 
highest  levels  of  the  foreign  terrorist  organization,  Hezbol 
lah."  As  evidence,  color  photos  of  Chahine  sitting  next  tc 
Sheikh  Mohammad  Fadlallah,  a  spiritual  leader  on  the  State 
Department's  terrorist-support  list,  have  been  filed  with  the 
federal  court  in  Detroit.  The  allegation  of  a  Hezbollah  con- 
nection is  "without  merit,"  says  Robert  Forrest,  Chahine's  lawyer 
"It's  a  tax-evasion  prosecution  that  happens  to  involve  an  Arab- 
American."  In  a  separate  federal  case  Naji  Khalil  pleaded  guilty  in 
August  2005  to  attempting  to  support  Hezbollah  after  being  caughl 
in  New  York  City  trying  to  ship  night-vision  goggles  to  Hezbollah 
and  laundering  money  through  a  Lebanese  bank 

Like  the  Mafia  of  old,  Hezbollah  also  gets  its  hands  dirty  with 
drug  trafficking,  some  of  it  here  in  the  U.S.  The  Drug  Enforcement 
Administration  busted  a  pseudoephedrine  ring  in  2002,  claiming 
that  it  funneled  cash  to  Hezbollah. 

South  America  is  a  vipers  nest  of  terrorist  financing.  Last  year 
Rady  Zaiter,  a  Lebanese  citizen,  was  arrested  in  Colombia  for 
allegedly  heading  a  cocaine  smuggling  outfit  in  Ecuador  that  sent 
most  of  its  profits  to  Hezbollah.  The  Party  of  God  gets  $  10  million 
a  year  from  the  area  where  Paraguay,  Brazil  and  Argentina  meet, 
says  a  U.S.  Naval  War  College  report.  Paraguay  arrested  Ali  Mehri 
in  2001  for  peddling  pirated  CDs  and  for  being  linked  to  Hezbol- 
lah, but  he  escaped.  One  lucky  nab:  Assad  Barakat,  a  Hezbollah 
treasurer  known  for  extracting  protection  money  from  Lebanese 
shopkeepers  in  South  America  hoping  to  keep  their  relatives  back 
home  safe  from  harm.  Barakat  was  sentenced  to  six  and  a  half 
years  in  a  Paraguay  jail.  F 
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how  to  cultivate  brand  loyalty  through  quality  customer  relationships. 

A  pioneer  on  the  Internet,  1 -800-FLOWERS.COM  is  now  a  leading  multichannel  retailer  with  more  than 
15  million  customers.  Brand  loyalty  -  rooted  in  personal,  one-to-one  customer  relationships  -  has  helped  the 
company  flourish.  And  that's  where  SAS  comes  in.  With  SAS~  business  intelligence  and  analytics  software, 
1 -800-FLOWERS.COM  can  quickly  understand  customer  behaviors,  target  products  and  offers,  and 
predict  results  that  strengthen  its  overall  CRM  strategy.  The  result?  A  15  percent  increase  in  customer 
retention.  To  learn  more  about  1 -800-FLOWERS.COM  and  other  SAS  success  stories  that  go  Beyond  Br," 
call  1  866  680  7120  or  visit  our  Web  site. 


www.sas.com/flourish 
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Doesn't  Pay 


.6.0% 


Implicit  Tax  Rate 


With  life  expectancies  rising, 
people  can  work  longer — and 
ought  to,  to  save  themselves  and 
Social  Security  from  financial  ruin. 
Yet  federal  tax,  Social  Security, 
Medicare,  pension  and  antidis- 
crimination laws  "discourage  work 
at  older  ages  and  discourage 
employers  from  hiring  older  work- 
ers," says  Richard  W.  Johnson  of 
the  Urban  Institute. 

Johnson  and  other  researchers 
calculated  the  difference  between 
what  an  older  worker  costs  an 
employer  and  what  gets  into  the  f 
workers  pocket  in  extra  pay  and 
benefits.  They  refer  to  this  as  the 
"implicit"  tax  rate  on  work.  At  age 
65  the  rate  soars  because  workers 
who  would  otherwise  get  Medicare 
are  required  by  law  to  stay  on  their 
company's  health  plans.  At  age  70 
the  implicit  tax  rate  on  most  work- 
ers (including  the  single  male 
workers  depicted  in  the  chart) 
jumps  again,  to  50%  (for  every 
$10,000  the  worker  costs,  he  only 
gets  $5,000  in  benefits).  The  rea- 
son: Work  past  age  70  incurs  full 
Social  Security  taxes  but  usually 
doesn't  add  to  the  workers  Social 
Security  benefits.  — Janet  Novack 


HOME  FIELD  ADVANTAGE 


Don't  Hand  Me  That  Gu  Ge 

Google  is  searching  for  a  winning  strategy  in  China. 

By  Michael  Zhao 


G 


Google  China  exec  Kai-fu  Lee 


OOGLE  CAUGHT  FLAK  WHEN  IT 
caved  in  to  pressure  by  China's 
government  censors  to  filter  Web 
search   results.  Yahoo, 
MSN  and  all  of  the  Chi- 
nese search  services  play 
ball  with  censors,  too. 
Despite  that  and  despite 
the  fact  that  Google  dis- 
closes when  results  are  fil- 
tered and  has  pointedly 
declared  its  reluctance  to 
cooperate,  it  was  branded 
an  amoral  collaborator. 

And  Google's  join-'em- 
if-you-can't-beat-'em  act 
isn't  working,  either.  The  search  race  in 
China,  the  world's  second-largest  base  of  In- 
ternet users,  is  going  to  the  home  team. 
While  Google  has  been  sleeping  on  its  big 
name,  China-born  Baidu.com  in  2003 
started  upgrading  search  functionality  and 
speed  and  promoting  its  name  and  services, 
especially  on  campuses,  where  "googling" 
was  blocked  before  August  2005. 

In  2003  35%  of  Chinese  surfers  pre- 
ferred Google,  besting  Baidu's  31%  share. 
Last  year  Baidu  rose  to  57%  while  Google 
froze  at  33%,  according  to  Iresearch  Con- 
sulting in  China. 

In  search  revenue  Google  ranks  a  dis- 
tant third  in  China,  having  slipped  from  23% 
of  the  market  in  the  second  quarter  of 2005 
to  13%  in  the  first  quarter  of  2006.  Baidu  is 
first,  with  a  44%  share,  followed  by  Yahoo 
China,  now  run  by  Jack  Ma  and  his  Chinese 
e-commerce  site,  Alibaba.com.  "In  China, 
Google  has  no  game,"  says  Charles  Zhang, 
chief  executive  of  Sohu,  another  search 
competitor. 

Why  is  it  that  censorship  seems  to 
hurt  Google's  image  more  than  it  does 
Baidu's?  It  could  be  that  less  defiance  of 
the  government  is  expected  from  the 
homegrown  player,  or  it  could  be  that 
Google's  holier-than-thou  corporate 
philosophy  back  in  the  States  is  haunt- 
ing it. 


In  April  Google  Chief  Eric  Schmidt  went 
to  Beijing  to  officially  coin  "gu  ge"  as  the  Chi- 
nese name  of  its  search  site,  google.cn,  which 
launched  in  January.  Chinese 
surfers  immediately  razzed 
the  name,  which  means 
"songs  from  the  valley'  A  not 
exactly  unbiased  site  called 
noguge.com  has  logged 
17,600  votes  against  the 
name  versus  1,300  in  favor. 

A  year  ago  Google 
lured  Microsoft  vice  presi- 
dent Kai-fu  Lee  to  be  its  co- 
president  in  China.  Part  of 
his  job  was  to  work  with 
the  government  to  end  the  frequent  black- 
outs of  uncensored  searches.  So  far,  no 
dice.  "This  shows  Google  has  [made]  no 
progress  in  government  relations,"  says 
Peter  Lu,  a  senior  adviser  to  the  China 
Internet  Network  Information  Center.  A 
rumor  surfaced  recently  in  China  that  Lee 
may  leave  over  Google's  lackluster  per- 
formance there.  (Google  doesn't  comment 
on  rumors.) 

Google  has  a  chance  in  China,  but  it  will 
have  to  start  selling  itself  to  China's  new  Web 
users,  who  are  less  well-educated  and  more 
prone  to  favor  Baidu.  "Google  has  to  do  a 
lot  of  promotion,  which  seems  not  to  be  its 
strength,"  says  Internet  marketing  expert 
Feng  Yingjian.  F 

Who's  the  Boss? 

Search  was  a  $5  billion  market  in  the 
U.S.  in  2005,  only  $130  million  in 
China.  The  game  is  in  its  infancy. 


Other 
12.7% 

Sohu 

9.2% 


Google 
13.2% 


Search-ad  market  share  in  China,  first  quarter, 
2006.  Source:  Analysys  International. 
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Now  would  be  a  good  time  to  introduce  ourselves. 


You  might  not  know  us  yet,  but  you  soon  will. 

We're  TD  Bank  Financial  Group  -  one  of  North 
America's  ten  largest  banks.  And  for  the  past  150  years, 
we've  prided  ourselves  on  our  commitment  to  the  highest 
level  of  customer  service. 

Now  with  our  investment  in  TD  AMERITRADE, 

a  leading  financial  firm 
dedicated  to  helping 
independent  minded  investors,  investors  can  find  guidance, 
tools  and  straightforward  pricing  to  help  them  thrive 
with  confidence. 


AMERITRADE 


Banknorth 


We  also  offer  TD  Banknorth's  straight  talking 
and  truly  hassle  free  approach  to  banking.  And  with 
over  600  branches  and  m 
growing,  TD  Banknorth 
gives  you  easy  access  to  better  serve  your  needs. 

Add  all  this  up  and  TD  Bank  Financial  Group  is 
even  better  positioned  to  pay  serious  attention  to  what 
counts  -  you. 

If  you'd  like  to  find  out  more,  ask  one  of  our 
14  million  customers.  Better  yet,  visit  us  online  at 
www.td.com  to  learn  more. 


www.tdameritrade.com 


www.tdbanknorth.com 


Bank  Financial  Group 


AAERITRADE,  Inc.,  member  SIPC,  is  o  wholly  owned  subsidies/  of  TD  AMERITRADE  Holding  Corporation.  TD  Bonk  Pinonciol  Group  investment  is  in  TD  AMERITRADE  Holding  Corporation.  Investment  products  held  in 
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TAXES 


Houdini  Estate 
Planning 

While  Congress  fiddles,  lawyers  finagle. 

By  Ashlea  Ebeling 


HERE'S  A  JOKE  ONLY  AN 
accountant  could  love: 
A  woman  puts  her 
assets  in  a  trust  and  gives  her 
husband  the  legal  right  to 
decide  what  to  do  with  those 
assets — but  only  after  he's 
dead.  Bada-bing! 

Except  this  is  no  joke.  It's 
the  latest  legal  contortion 
designed  to  circumvent  one 
of  the  silliest — and  family- 
unfriendly — features  of  the 
current  estate  tax  law:  Each 
spouse  can  leave  a  certain 
amount  ($2  million  for  those 
dying  this  year)  to  the  kids  free 
of  federal  estate  tax,  but  a  cou- 
ple can't  pool  their  exemptions 
and  pass  on  $4  million  tax  free 
after  the  second  spouse  dies. 

That  creates  a  dilemma  for 
couples  who  are  affluent  but 
not  superrich.  If  the  first 
spouse  to  die  leaves  $2  million 


directly  to  the  kids,  the  sur- 
vivor might  end  up  short  of 
funds.  If  the  first  spouse  leaves 
everything  to  the  surviving 
spouse,  the  family  could  end 


up  paying  hundreds  of  thou- 
sands in  unnecessary  estate 
taxes  after  the  death  of  the 
second  spouse. 

In  June  the  House  of  Rep- 
resentatives passed  an  estate 
tax  overhaul  that  would  sensi- 
bly allow  spouses  to  pool  their 
exemptions.  But  the  bill's  future 
in  the  Senate  is  iffy,  since  it 

otherwise  slashes  the 
estate  tax,  not  a  pop- 
ular idea  with 
Democrats. 

So  lawyers 
scheme  on.  The  tra- 
ditional way  to  deal 
with  the  couples' 
dilemma  is  to  set  up 
a  "bypass  trust" 
from  which  a  sur- 
viving spouse  can 
draw  income  or 
principal.  When  the 
second  spouse  dies, 
what's  left  in  the 
trust  goes  to  the  kids 
free  of  estate  taxes, 
bypassing  the  sec- 
ond  spouse's  estate. 
Unfortunately,  this  doesn't 
work  well  if  the  first  spouse  to 
die  doesn't  have  enough  of  the 
right  kind  of  assets  in  his  own 
name  to  fill  the  trust.  For  ex- 


ample, if  you  leave  an  individ- 
ual retirement  account  to  a  by- 
pass trust,  it  cuts  short  the 
IRA's  income  tax  deferral. 

That's  where  the  trust  from 
the  grave  comes  in.  Needham, 
Mass.  trusts  lawyer  Kenneth 
Brier  just  set  up  one  for  a 
woman  who  has  $2.2  million 
in  nonretirement  assets  and 
whose  husband  has  a  $5  mil- 
lion IRA  but  just  $300,000  out- 
side the  IRA.  Should  the  hus- 
band kick  off  first,  his  power 
over  the  $2.2  million  kicks  in, 
which  makes  the  assets  part  of 
his  taxable  estate,  says  Brier. 
Assuming  no  spectral  inter- 
vention, a  trustee  uses  as  much 
of  the  $2.2  million  as  needed 
to  fund  the  husband's  bypass 
trust,  and  the  wife  gets  the  rest. 

Meanwhile,  she  also  inher- 
its the  husband's  entire  $5  mil- 
lion IRA  free  of  estate  tax,  since 
spouses  can  leave  each  other 
an  unlimited  amount. 

So  far,  in  four  private-letter 
rulings  issued  to  individual 
taxpayers,  the  Internal  Revenue 
Service  has  okayed  the  grave- 
yard trust  gambit.  That  gives 
taxpayers  a  partially  opened 
escape  hatch — and  keeps 
lawyers  busy.  F 


TOO  DRY 


Grapes  of  Glut 

A  tax  break  led  to  vineyards  sprouting  everywhere. 
Now  Australia  is  floating  on  a  wine  lake. 

By  Fleur  Leyden 


THESE  SHOULD  BE  THE  BEST  OF 
times  for  Australia's  wine  industry. 
The  country's  finest  wines  are 
snatching  trophies  away  from  the  French 
in  international  competitions.  Wine 
exports  have  swelled  from  $305  million  in 
1995  to  $2.1  billion  last  year,  the  fourth 


highest  in  the  world. 

Sorry,    mate,  but 
many  of  Australia's  2,000 
wineries  and  8,000  grape 
growers  are  facing  a  French-like 
crisis:  There  are  too  many  grapes 
chasing  too  few  palates.  In  fact,  the 


surplus — estimated  as  high  as  900  million 
liters — is  large  enough  to  serve  every  man, 
woman  and  child  in  the  world  a  glass 
on  the  house.  This  is  drowning  profits. 
Growers  in  the  main  wine  regions — 
the  Riverina  in  New  South  Wales,  and 
Riverland — are  being  offered  as  little  as 
$75  a  ton,  well  below  the  $225  it  costs 
them  to  produce  the  fruit.  Wineries  aren't 
cheering,  because  the  huge  surplus 
is  shredding  prices  for  bulk  and  other 
low-end  wine. 

Some  wine  outfits 
are  taking 
big  write- 
downs 
on  their 
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inventories.  The  publicly  traded  Evans  & 
Tate  is  valued  at  a  paltry  $4.5  million, 
down  from  $53  million  five  years  ago. 

The  lesson  from  Down  Under  is  univer- 
sal: Be  careful  what  you  wish  for.  In  1993 
the  wine  industry  got  Canberra  to  rewrite 
depreciation  rules  so  growers  could  write  off 
the  cost  of  buying  and  planting  vines  over 
just  four  years,  rather  than  over  the  lifetime 


of  the  vines  as  with  other  agricultural  assets. 
In  only  three  years— 1997-99— growers 
planted  100,000  additional  acres,  a  40%  in- 
crease. Voila,  a  grape  glut. 

Now  growers  are  pleading  again  for 
government  aid,  asking  for  a  $45  million 
bailout  that  would  pay  growers  not  to 
pick  300,000  tons  of  grapes  in  each  of 
the  next  two  years.  (The  European 


Union  just  proposed  a  $3  billion  subsidy 
to  pay  vintners  to  rip  out  10%  of  their 
wine  acreage.)  Not  a  chance,  Aussie 
officials  have  said,  adamant  that  market 
forces  should  decide  which  vineyards 
survive.  In  response,  some  Aussie 
winemakers,  like  Yellowtail,  are  trying 
to  sell  more  premium  wines.  Bonne 
chance.  F 


UNFANCY  FOOTWORK 

Croc  Tears 

The  shoes  are  all  the  rage — but  stay  away  from 
the  shares  |  By  Claire  Cain  Miller 


JUST  IN  TIME  FOR  A  HOT  SUMMER 
comes  an  invasion  of  air-cooled  shoes 
called  Crocs.  Those  brightly  colored 
resin  clogs,  perforated  with  pea-  and  car- 
rot-size holes  and  priced  at  $30  to  $60,  are 
seemingly  on  every  beach  and  escalator. 
No  less  a  sensation  is  the  Niwot,  Colo,  out- 
fit of  the  same  name  that  sells  the  foot- 
wear. Analysts  expect  revenue  to  double 
this  year  to  $205  million,  earnings  per 
share  to  be  up  57%  to  80  cents.  Crocs  went 
public  in  February,  raising  $208  million — 
more  than  Nike  or  Reebok  in  their  initial 
offerings.  But  the  shares  were  obviously 
priced  too  high:  During  the  first  day  of 
trading  they  dropped  5%  to  $28.55,  and 
now  sell  for  $24.60. 

You've  got  to  wonder 


whether  this  growth  story  could  peter  out, 
at  least  to  judge  from  the  history  of  another 
great  footwear  fad,  Uggs.  These  are  the 
homely  boots  from  Deckers  Outdoor  that 
stole  women's  hearts  and  pocketbooks  for 
a  couple  of  sensational  winters,  then  shuf- 
fled to  a  near  standstill.  For  now  Crocs  can 
hardly  keep  up  with  demand,  having  recently 
added  a  manufacturer  in  Romania  to  those 
already  in  Canada,  Mexico,  Italy,  China  and 
the  U.S.  Higher  distribution  costs  are  eat- 
ing into  profit  margins.  Even  so,  retailers 
have  reported  delays  and  incomplete  orders. 

"They're  having  a  tough  time 
getting  the  right  product  to 
the  right  place  at  the 
right  time,"  says  Jef- 
frey Mintz,  a 


Wedbush  Morgan  analyst.  Some  store  own- 
ers complain  about  the  ubiquity  of  Crocs, 
which  sell  in  7,300  different  U.S.  outlets, 
including  Whole  Foods  Market,  Nordstrom 
and  small  shops.  Knockoffs  at  $10  a  pair  are 
also  mushrooming  at  places  like  Target. 

Crocs  is  fighting  back.  In  April  it  sued  1 1 
companies  for  patent  infringement.  So  far 
three  defendants  have  settled,  but  at  least  two 
are  gearing  up  for  a  challenge.  Other  woes 
abound.  In  May  George  B.  Boedecker,  Crocs' 
cofounder,  largest  shareholder  and  former 
chief  executive,  abruptly  resigned  from  the 
board  the  same  week  he  was  arrested  on  an 
accusation  that  he  threatened  to  slit  his 
brother-in-law's  throat  over  his  sister's  nasty 
divorce.  (Boedecker's  lawyer  says  his  client  is 
innocent  and  that  his  resignation  had  noth- 
ing to  do  with  his  arrest.) 

Perhaps  more  worrisome  for  the  com- 
pany, in  a  recent  SEC  filing  auditors  found 
"material  weaknesses"  in  Crocs'  internal 
controls  and  financial  reporting  for  the 
years  2002-04. 

The  smart  money  is  taking  a  walk.  A 
second  share  offering  is  planned  for  early  fall, 
but  none  of  the  proceeds  will  go  into  com- 
pany coffers.  All  6.5  million  shares  will  come 
from  current  shareholders.  F 
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MASTER  THE 


"Every  customer's  a 
repeat  customer" 


DYNAMIC 


There  are  infinite  dynamics  in  business.  Master  them  all. 
With  Microsoft  Dynamics." 

Presenting  Microsoft  Dynamics:  a  line  of  people-ready  business  management 
solutions  for  CRM,  financial  management,  and  supply  chain  management.  It's 
easy  to  learn  and  easy  to  use.  Because  it  looks  and  feels  like  the  Microsoft'* 
re  your  people  use  every  day.  Visit  microsoft.com/microsoftdynamics 
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Financial  Management  I 
Customer  Relationship  Management 
Supply  Chain  Management 


D06  Microsoft  Corporation.  All  rights  reserved  Microsoft,  Microsoft  Dynamics,  the  Microsoft  Dynamics  logo,  and  "Your  potential.  Our  passion.' 
sither  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  United  States  and/or  other  countries. 
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TE ATI  M  E 


Where  White  Is 

The  New  Black 

The  thirst  for  anything  antioxidant 
drives  the  latest  liquid  health  fad. 

By  Chana  R.  Schoenberger 


NCE  AN  IMPERIAL  DELICACY, 
white  tea,  the  exotic  and  expensive 
cousin  of  the  familiar  black  and 
green  varieties,  is  finding  its  way  into  high- 
class  tearooms,  Wal-Mart  and  the  bottling 
lines  of  mass  brewers.  Its  retail  sales  dou- 
bled in  the  last  year,  to  $15  million.  That 
represents  just  a  thimbleful  in  a  tea  market 
that  totals  $6  billion,  or  three  times  what  it 
was  15  years  ago.  "If  this  continues  and 
crosses  over  to  the  mainstream,  as  green 
tea  did,  this  could  be  pretty  big,"  says  James 
Wong,  general  manager  of  beverages  at 
Lipton,  a  Unilever  unit  that  launched  its 
first  bottled  white  tea  earlier  this  year  and 
is  now  selling  a  tea  bag  as  well. 


White  tea  sellers 
are  exploiting  two  inter 
secting  trends:  the  antioxi 
dant  craze,  which  also 
brought  blueberries  and  pome- 
granates to  the  fore  as  cancer  and  heart  dis- 
ease fighters,  and  an  obsession  with  clear 
colors  (witness  iPods  and  this  season's 
white  clothing  fad).  White  tea,  like  green 
tea,  is  not  processed  and  is  said  to  be  rich 
in  antioxidants;  it  is  also  said  to  have  the 
lowest  amount  of  caffeine  (a  quarter  that  of 
black  tea),  making  it,  supposedly,  a  shot  of 
liquid  well-being. 

The  Teacup,  a  precious  shop  and  cafe 
on  Seattle's  Queen  Anne  Hill,  now  sells 


four  types  of  white  tea, 
including  the  $100- 
per-pound  silver 
needle  variety  fea- 
tured in  the  900- 
year-old  poems  of 
the  Song  dynasty 
emperor  Huizong. 
Modern  health  nuts 
are  the  main  buyers, 
says  manager  Brett 
Boynton.  "I  hear,  'My 
doctor — or  my  naturo- 
path— suggested  I  try 
white  tea,"'  he  says. 
And  at  a  steep  price.  Figure 
50  cents  per  cup  of  white  tea  versus 
3  cents  for  one  brewed  with  an  ordinary 
black  tea  bag.  It  takes  6  pounds  of  new  tea 
buds  from  the  very  top  of  the  bush  to  make 
1  pound  of  white  tea,  which  is  properly 
enjoyed  without  milk  or  sugar.  Originally 
harvested  for  the  Chinese  emperor  in 
Fujian  Province,  white  tea  is  now  produced 
elsewhere  in  the  country,  as  well  as  in  India 
and  Sri  Lanka.  Warning  to  producers:  You 
could  be  experiencing  a  price  bubble.  F 


Your  Not-So-Secret 
Garden 


ACCORDING  TO  THE  AMERICAN  HOME  FURNISHINGS  Al- 
liance, wholesale  shipments  of  outdoor  furniture  have 
climbed  140%  in  the  past  ten  years  (that's  86%  in  real 
terms)  to  $2.4  billion.  Along  the  way,  stylish  home- 
owners have  upgraded  from  cedar  to  bengkirai  hard- 
wood from  Bali.  "Customers  are  opting  for  higher- 
price  quality  items,  maintenance  free,"  says  William 
Boltz,  vice  president  of  outdoor  living  at  Home 
Depot.  Below,  some  luxe  items.        — Emily  Douglas 


Outdoor  Entertainment  Island 

$17,000  (Frontgate) 

42-inch  plasma  TV,  surround-sound  speakers, 

DVD/CD  player.  "Marine  technology"  protects  against  rain. 

Claremont  Sling  Dining  Set  by  Cast  Classics  54,700  (Fortunoff) 

Nine-piece  cast-aluminum  set  includes  umbrella  table 
(but  no  umbrella)  and  eight  chairs. 

Polynesian  Gazebo 

$11,000  (Yardiac.com) 

Hand-carved  wood  from  Bali,  with  two-layer  canvas  roofing. 

Casablanca  Oaybed 

$900  (Home  Depot) 

PVC  material  handwoven  over  aluminum  frame. 
Comes  with  free  canopy  and  mosquito  netting. 

Bread  Breaker  Dual-Fuel  Gourmet 
Stainless  Steel  Hybrid  Grill  Island 

$21,950  (Kalamazoo  Outdoor  Gourmet) 

Stainless  steel  with  granite  countertops.  Gas,  charcoal, 
hardwood  grill  island  equipped  with  rotisserie, 
warming  tray,  thermometer. 
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Backseat  Driver  i  Jerry  Flint 


BEHIND  THE 
GM-NISSAN 


DANCE 


THE  BEAN  COUNTERS  AT  GENERAL  MOTORS,  NISSAN 
and  Renault  are  very  busy  right  now,  trying  to  figure 
out  how  many  beans  they  might  save  by  combining 
operations.  That  is  a  90-day  trip  to  Fantasy  Island.  But 
to  clear  it  all  up,  here  are  the  answers  to  questions  you 
wanted  to  ask. 

Q.  Can  the  present  General  Motors  managers  save  GM? 

A.  Doubtful.  They  haven't  been  able  to  do  it  in  14  years,  so 
it's  optimistic  to  think  they  can  now. 

But  isn't  General  Motors  turning  around  now — slowly,  but 
turning? 

Not  really.  The  crisis  will  intensify  as  fuel  prices  hurt  the  sales 
of  full-size  pickups,  as  the  pressure  grows  to  return  to  give-away 
prices  and  as  the  union  resists  givebacks. 

Carlos  Ghosn,  who  heads  Renault  and  Nissan,  is  credited  with 
saving  the  Japanese  company.  Is  he  getting  too  much  credit? 

No.  He  cut  debt  by  selling  off  shares  in  suppliers  and  real 
estate.  He  cut  supplier  prices  by  ending  the  cozy  keiretsu  deals.  But 
the  most  important  thing  he  did  was  to  get  the  lead  out.  He 
doesn't  even  speak  Japanese,  but  he  got  the  workers  together,  work- 
ing fast,  throwing  out  losing  traditions. 

If  the  deal  goes  through,  would  this  put  Captain  Kirk  in  the 
driver's  seat  at  GM? 

Forget  that.  Kerkorian  would  have  his  10%  and  nothing  more. 
If  Carlos  Ghosn  goes  into  GM,  he  runs  his  own  show  and  is  no  patsy 
for  this  shareholder  or  anyone  else. 

Is  Rick  Wagoner  Jr.,  the  GM  chief  executive,  going  to 
sabotage  his  talks  with  Carlos  Ghosn? 

Absolutely  not.  Rick  wouldn't  tarnish  his  honor  that  way,  not 
for  the  job,  not  for  anything.  He'll  play  it  straight. 

Would  Ghosn  end  up  running  GM? 

He  might,  or  he  might  pick  new  GM  managers  and  visit  them 
every  two  weeks.  But  make  no  mistake,  hed  be  the  boss. 
Why  would  Ghosn  want  to  take  on  this  burden? 

That  is  the  hardest  question  of  all.  Possible  answer: 


Godzilla.  No  one  knows  how  to  stop  Toyota  from  devouring  the 
entire  auto  world.  This  is  a  Godzilla- stopper. 

So  the  GM  board  would  be  the  big  opposition? 
No.  The  French  government,  which  owns  a  piece  of  Renault, 
would  be  the  big  opposition.  It  is  always  paranoid. 
Would  GM's  board  and  top  officers  approve? 
Possibly.  It  would  get  them  off  the  hook  The  directors  don't 
want  to  go  into  history  as  the  board  that  couldn't  save  GM. 
Wouldn't  there  be  huge  savings  from  a  tie-up? 
No.  GM  suppliers  are  losing  money  now,  going  bankrupt  in  the 
U.S.  now.  So  how  much  lower  can  Ghosn  make  their  prices?  Saving 
money  on  common  designs,  common  en- 
gines and  transmissions,  and  common 
parts  is  another  myth.  Whose  common 
designs  would  the  combine  use?  Nissan 
sales  are  sagging  in  the  U.S.,  Europe  and 
Japan,  so  what's  to  borrow?  As  for  Renault, 
it  has  failed  in  the  U.S.  market. 

Could  there  be  savings  in  Europe? 

The  French  could  shut 
their  factories,  fire  work- 
ers and  badge  German- 
made  GM  Opels  as  Re- 
naults — or  the  Germans 
could  shut  their  factories 
and  put  the  Opel's  light- 
ning-bolt symbol  on 
French-made  Renaults. 
Forget  it.  Those  pro- 
posals would  start  a 
European  war  faster 
than  an  archduke's 
assassination.  Cost  sav- 
ings can  come  from  shutting  factories  and  firing  designers  and 
engineers,  but  then  there's  the  problem  of  whose  people  get  the  ax. 

Then  the  sole  purpose  of  the  exercise,  excluding  pushing  up 
the  stock  price  for  Captain  Kirk,  would  be  ...  ? 

To  get  Ghosn  to  Detroit,  to  get  the  lead  out  and  to  slow  down 
Godzilla's  advance  by  confronting  it  with  a  bigger  car  conglomer- 
ate than  exists  now. 
Will  it  happen? 

Maybe.  When  Dieter  Zetsche,  the  chief  executive  of  Daimler- 
Chrysler,  was  asked  about  the  potential  combination,  he  said  that 
sometimes  "the  news  in  itself  is  the  purpose,  not  necessarily  lead- 
ing to  a  result."  He  meant  that  the  mere  talk  of  the  combination 
may  accomplish  Kerkorians  objective,  which  is  to  push  up  the 
stock  price.  Dieter  knows  both  sides  of  the  auto  merger  (or  par- 
tial merger)  game,  having  come  to  America  for  Daimler  and 
turned  around  the  failing  Chrysler  acquisition  while  watching, 
from  afar,  as  Daimler's  deals  with  Mitsubishi  and  Hyundai  went 
up  in  smoke.  F 


Ghosn  got  the  lead 
out.  He  doesn't  even 
speak  Japanese,  but 
he  got  the  workers 
together,  working 
fast,  throwing  out 
losing  traditions. 


Forbes 


Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automobile 
industry  since  1 958.  Visit  his  home  page  at  www.forbes.com/flint. 
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SEMICONDUCTORS 

MORE  THAN  A  FEW 
people  were  saying 
"Who's  Marvell?" 
one  day  in  June 
when  Intel  an- 
nounced the  sale  of 
its  mobile  phone  chip  business.  The  buyer 
was  Marvell  Technology  Group,  an  11- 
year-old  firm  in  Santa  Clara,  Calif.  Marvell 
was  spending  $600  million  in  cash  for  an 
operation  that  has  never  made  money,  and 
it  rushed  into  this  purchase  only  22  days 
after  Intel  put  the  division  up  for  sale.  Who 
would  be  so  brash? 

Answer:  Sehat  Sutardja,  45,  and  Weili 
Dai,  44,  the  husband  and  wife  who  co- 
founded  and  run  Marvell.  The  pair  spent 
the  next  week  jetting  around  the  country 
to  meet  their  new  employees  (numbering 
1,400)  and  customers.  At  an  Intel  factory 
in  Chandler,  Ariz.  Sutardja  and  Dai  held  a 
question-and-answer  session  with  300 
engineers.  "What's  Marvell's  culture  and 
philosophy?"  asked  one  worker. 

Sutardja  took  the  question.  He  could 
have  warned  them  about  how  Marvell  is  a 
tough  place  to  work,  with  its  up-all-night 
work  habits  and  short-fuse  product  devel- 


opment. He  could  have  painted  a  brighter 
picture:  Hundreds  of  engineers  have 
become  millionaires  from  Marvell  stock. 
Instead,  he  chose  his  words  carefully. 

"We're  a  little  like  Hewlett-Packard," 
he  said.  Engineers  walk  into  each  other's 
cubicles  to  share  ideas.  But  we're  also  like 
Intel,  he  said,  the  tough  old  Intel  under 
Andrew  Grove,  where  engineers  ruled 
and  only  the  paranoid  survived.  The 
crowd's  products  had  so  far  failed  com- 
mercially. Chips  are  supposed  to  be  not 
just  engineering  marvels  but  moneymak- 
ers, too.  Sutardja  added:  "By  the  way, 
some  of  you  forgot  about  that.  Do  you 
remember  that?"  Nervous  laughter 
ensued. 

Sutardja,  the  chief  executive,  and  Dai, 
the  chief  operating  officer,  are  open  about 
their  ambitions.  "We  want  to  be  the  next 
Texas  Instruments,"  Sutardja  says.  He  and 
his  wife  are  billionaires,  as  is  Sehat's 
younger  brother  Pantas.  Together  the 
three  own  22%  of  the  shares. 

Marvell  has  dominated  every  market 
it  has  chosen  to  enter,  with  superior 
designs  at  a  premium  price:  It  knocked 
Texas  Instruments  out  of  the  disk-drive 


chip  business  and  rivals  Broadcom  in  key 
communications  markets  like  Ethernet 
ports  and  Wi-Fi  radios.  Rip  open  a  Cisco 
switch,  an  Apple  iPod,  an  Xbox  360  or  any 
big  corporate  disk  drive  and  you'll  find  a 
Marvell  chip  inside. 

With  the  Intel  deal,  Marvell  is  going 
after  the  more  formidable  cell  phone 
franchises  of  Qualcomm,  Freescale  Semi- 
conductor and  TI.  Intel  had  flashy  cus- 
tomers like  BlackBerry  and  Palm's  Treo. 
Marvell  says  it  can  wring  profits  where 
Intel  failed  by  moving  the  manufacturing 
from  Intel  plants  (which  it  did  not 
acquire)  to  cheaper  Taiwanese  ones  and 
marketing  with  more  vigor  than  the  PC- 
centric  Intel  ever  could.  "The  unofficial 
motto,"  says  Marvell's  first  investor  and 
former  chairman  Diosdado  Banatao,  "is: 
'Wait  for  a  market  to  get  big  enough  and 
kill  whoever  is  there.'" 

The  company  has  grown  every  quar- 
ter since  it  first  sold  shares  to  the  public  in 
2000,  and  its  shares  are  up  fivefold.  Mar- 
vell's chips,  which  cost  a  few  dollars  each, 
typically  feature  what's  called  mixed- 
signal  circuitry.  They  translate  analog  sig- 
nals that  move  through  a  cable  or  over  the 


Meet  Marvell 

This  chip  outfit  has  quietly  and  ruthlessly  found  a  way 
to  thrive  in  every  market  it  has  entered  and 

made  its  founders  into  billionaires  |  By  David  Whelan 
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air  into  digital  bits,  which  form  the  binary 
code  that's  comprehensible  to  a  computer. 
Revenue  this  year  should  exceed  $2  bil- 
lion, with  $400  million  in  profit,  says 
Marvell.  This  is  a  company  in  a  hurry. 
"I've  never  met  anyone  who  executes  as 
quickly  in  25  years  at  Intel  and  doing  hun- 
dreds of  deals,"  says  Intel  Capital  President 
Arvind  Sodhani. 

Sehat  Sutardja  and  Dai  run  the  com- 
pany as  an  obsession  and  in  their  own 
image.  The  two  never  take  vacations  and 
have  no  hobbies.  Current  and  former 
employees  complain  of  unending  work 
obligations  and  microscopic  attention 
from  the  founders.  At  least  one  ex- 
employee  claims  he  was  capriciously  fired 
over  a  seemingly  trifling  disloyalty.  The 
company  has  gone  through  three  sales 
vice  presidents  in  six  years  and  is  dogged 
by  ugly  lawsuits  and  a  criminal  indict- 
ment for  theft  of  trade  secrets. 

"They  impaired  their  ability  to  recruit 
large  talent  because  they  had  this  incest 
thing  going  on,"  says  Henry  Nicholas,  the 
billionaire  cofounder  of  Broadcom,  Mar- 
veil's  archrival.  Dai  says  Nicholas  likes  to 
spread  misinformation. 

The  Marvell  story  starts  with  kids  tin- 
kering with  electronics  in  Indonesia.  The 
Sutardjas  are  of  Chinese  ancestry  and 
grew  up  in  Jakarta,  part  of  a  wealthy  fam- 
ily that  owned  a  Mercedes  parts  business. 
When  Sehat  was  12,  he  taught  himself 
analog  signal  processing  by  taking  apart 
his  family's  Philips  six-transistor  radio  and 
rebuilding  it  one  component  at  a  time. 
Pantas  almost  electrocuted  himself  taking 
apart  an  air  conditioner.  The  two  sepa- 
rated when  Pantas  was  sent  to  a  Chinese 
boarding  school  in  Singapore.  But  they 
would  talk  on  the  phone.  Sehat  needed 
Pantas  to  translate  Hong  Kong  electronics 
magazines  into  Indonesian. 

Sehat  breezed  through  Iowa  State  Uni- 
versity's electrical  engineering  program  in 
six  semesters.  Pantas  went  to  UC,  Berkeley, 
followed  by  Sehat,  and  both  eventually 
earned  Ph.D.s  in  electrical  engineering 
and  computer  science.  While  at  Berkeley 
Sehat  met  and  married  Weili  Dai,  a 
sprightly  undergraduate  programmer 
from  Shanghai. 

After  Sehat  left  Berkeley  in  1988,  he 
boasted  that  he  was  the  best  analog  engi- 


Three  Leaps  Ahead 

Marvell  has  a  knack  for  breakthrough  chips. 


1998  M an/ell's  disk  drive 

chip  shuttles  data  20%  faster  than 
Tl  chips  then  in  use.  Seagate  is  first 
customer.  Now  has  90%  of  market 
for  high-end  corporate  disk  drives. 


2000 


LV/V/V/  Releases  the  first 
"gigabit"  Ethernet  chip  that  moves 
data  between  computers  ten  times 
as  fast  as  older  chips.  Cisco 
becomes  a  big  customer. 

2005  Marvell  produces  a 

Wi-Fi  chip  that's  smaller  and  uses 
half  the  power  of  other  chips, 
perfect  for  handhelds.  Sony 
embeds  it  in  its  PSP,  Nikon  in  its 
Coolpix  S6  camera.  — D.  l/l/. 


neer  in  the  world,  according  to  several 
sources.  (Sehat  says  others  might  have 
said  that  but  he  never  did.)  "He  was  cocky 
at  the  time,"  Pantas  remembers.  "I  was 
cocky  earlier."  Sehat  went  to  work  at  a  new 
analog  chip  firm.  Pantas  joined  IBM's 
Almaden  research  lab.  Canon  hired  Dai  as 
a  programmer. 

Pantas  says  he  was  bored  at  IBM,  and 
Sehat  and  Weili  knew  they  wanted  to  start 
their  own  chip  company.  In  1995  the  three 
founded  Marvell  with  money  from 
friends  and  family  and  $200,000  from 
licensing  one  circuit  design.  They  worked 
almost  two  years  without  pay  before  rais- 
ing $1  million  from  chip  entrepreneur 
Banatao,  who  became  chairman.  Banatao 
was  a  legend  in  the  business  because  he 
had  started  S3,  the  first  big  PC  graphics- 
chip  success. 

Sehat  and  Pantas  planned  to  design  a 
fast  analog  chip  but  needed  a  market. 


They  picked  disk  drives,  for  two  reasons; 
There  were  no  standards  bodies  domi- 
nated by  big  companies.  And  hundreds  ol 
millions  of  drives  are  sold  each  year.  Sehat 
says  he  knew  he  could  make  chips  for  pro] 
cessing  disk  data  that  were  smaller,  cooler- 
burning  and  speedier  than  chips  then  on 
the  market. 

Dai  started  cold-calling  potential  cus^ 
tomers.  She  reached  a  scientist  in  Seagate's 
office  in  Minnesota  named  Kenneth 
Burns  who  was  then  struggling  with 
speed.  TI  had  been  supplying  a  chip  that! 
ran  data  in  and  out  of  drives  at  20(1 
megabits  per  second.  Dai  told  Burns  that 
Marvell  could  do  better  and  volunteered 
to  send  out  her  "two  best  engineers."  The 
Sutardja  brothers  were  soon  on  a  plane 
and  returned  with  a  development  deal. 

Marvell  spent  a  year  designing  a  chip 
that  moved  data  20%  faster  than  Tl's^ 
Sehat  and  Pantas  were  so  sure  of  their 
design  that  they  sent  it  to  Seagate  before  it 
had  been  fully  tested.  It  worked.  Seagate 
kicked  TI  out  of  its  line,  and  Marvell  later 
chased  NEC  and  Infineon  out  of  other  disk 
drive  makers.  Marvell  now  supplies  chips 
for  90%  of  big  corporate  disk  drives  and 
half  the  chips  for  mass-market  PC  drives. 
Sehat  and  Pantas  plan  to  double  their  stor- 
age business  by  getting  their  silicon  into 
optical  drives,  especially  the  new  high- 
definition  DVD  burners. 

Dai  and  the  Sutardjas  next  went  after 
networking  products,  designing  a  chip 
that  would  transmit  data  through  Ether- 
net ports  at  a  billion  bits  per  second,  ten 
times  the  speed  of  the  then  current  stan- 
dard. Marvell  and  Intel  signed  a  develop- 
ment pact. 

The  promise  of  the  networking  busi- 
ness fueled  hopes  for  Marvell's  initial 
offering  in  early  2000.  The  firm  was 
already  profitable,  with  $88  million  in 
annual  revenue.  But  it  wasn't  the 
smoothest  deal.  Morgan  Stanley  report- 
edly rejected  the  group,  as  did  late-stage 
venture  capitalists,  because  of  concerns 
over  how  the  family-run  company  would 
handle  corporate  governance.  Many  also 
felt  Marvell  was  too  dependent  on  the 
hard-drive  business. 

To  make  matters  worse,  Marvell's 
chief  financial  officer,  Gordon  Steel,  was 
fired  unceremoniously  two  months 
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The 

Gimlet 

A  Refresher 
Course 


The  best  things  in  life 
change  over  time,  while 
retaining  their  essential  qual- 
ity. That  is  certainly  true  of 
BEEFEATER"  London  Dry 
Gin.  Each  of  its 

botanical  flavors  is      ^  1 
released  at  a  different  distillation  stage: 
first,  the  citrus  notes  of  orange  and  lemon, 
followed  by  the  flavor  of  juniper,  then 
coriander  and  finally  the  stronger,  earthy 
flavor  of  Angelica. 

You've  enjoyed  the  classic  gin  and  tonic  and 
the  venerable  dry  martini.  Now  try  an  ice- 
cold  gimlet  —  a  zesty  drink  made  whole  by 
the  complex  yet  balanced  character  of 
BEEFEATER*. 


BEEFEATER®  Gimlet 

Sometimes,  the  most  refreshing  changes 
can  be  the  simplest  ones: 

1.  Fill  a  mixing  glass  halfway  with  ice. 

2.  Pour  in  four  parts  BEEFEATER*  gin 
and  one  part  lime  juice.  Stir  well. 

3.  Strain  mixture  into  a  martini  glass  or 
pour  with  ice  into  a  cocktail  glass. 

4.  Top  with  a  wedge  of  lime  and  toast  to 
mixing  things  up. 


A  gimlet  is  a  small  hand  tool  for  drilling 
holes  in  wood.  The  term  also  describes 
a  sharp,  penetrating  quality,  e.g.,  gimlet 
eyes.  Our  theory  about  its  connection  to 
the  cocktail:  It's  one  refreshing  drink 
guaranteed  to  pierce  the  summer  heat. 
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before  the  public  offering.  According  to 
Steel's  rendition  of  the  story,  he  was  sum- 
moned into  a  meeting  with  Banatao, 
along  with  other  vice  presidents,' to  ask 
for  unfiltered  feedback  about  the  com- 
pany on  the  eve  of  the  initial  offering.  The 
other  vice  presidents  kept  silent,  says 
Steel,  who  had  previously  been  chief 
financial  officer  at  chipmaker  Xilinx.  He 
told  Banatao  that  Dai  hired  and  fired  too 
many  secretaries.  While  he  admired  his 
bosses'  technical  abilities,  they  told 
underlings  only  what  to  do,  not  why  they 
should  do  it. 

The  next  day  Sehat  Sutardja  sum- 
moned Steel  to  his  office  and,  according  to 
Steel,  fired  him.  Steel  says  he  was  shocked 
by  Banatao's  betrayal.  Sutardja  says  that  he 
fired  Steel  because  he  wasn't  working  hard 
enough  on  the  stock  offering.  Steel  sued 
Marvell  in  August  2000  for  wrongful 
termination  and  won  a  small  award  in 
arbitration. 

Marvell's  networking  ambitions 
ignited  the  ire  of  Broadcom,  the  leader  in 
chips  for  network  switches,  modems  and 
set-top  boxes.  Broadcom's  then  chief, 
Henry  Nicholas,  tried  to  tank  Marvell's 
offering,  says  Dai,  by  calling  Fidelity  and 
other  institutional  investors  to  tell  them 
that  Marvell's  planned  gigabit  Ethernet 
chip  would  fail.  Nicholas,  who  is  no 
longer  with  Broadcom,  denies  ever  hav- 
ing done  that. 

After  the  stock  offering  Marvell  beat 
Broadcom  to  market  with  a  gigabit  chip 
and  stole  away  with  80%  of  Broadcom's 
business  with  Cisco  Systems,  which  is 
now  a  $100-million-a-year  Marvell  cus- 
tomer. "For  a  new  company  to  come  in 
and  get  it  right  is  rare,"  says  David 
Leonard,  manager  of  desktop  switching 
at  Cisco. 

Marvell  has  a  certain  win-at-all-costs 
reputation.  In  2001  it  was  negotiating  to 
buy  the  patents  of  a  company  called  Jas- 
mine Networks.  Some  Marvell  executives 
forgot  to  hang  up  the  phone  after  leaving  a 
voice  mail  with  Jasmine  and  were  over- 
heard seemingly  plotting  to  steal  the  tech- 
nology. Marvell's  patent  attorney  Eric 
Janofsky  wondered  aloud  if  Sehat  would 
go  to  jail  and  moments  later  remarked:  "If 
we  took  the  [intellectual  property]  on  the 
pretense  of  just  evaluating  it. . . .  "  Jasmine, 


now  bankrupt,  sued  Marvell,  which 
denies  it  was  acting  underhandedly.  The 
case  is  in  court. 

In  2004  Marvell  licensed  chip  designs 
and  software  to  a  firm  called  Alliant  Net- 
works that  was  designing  a  chip  to  handle 
both  cellular  and  Wi-Fi  signals.  Months 
later  Alliant  stunned  Marvell  with  news  it 
was  being  sold  to  Broadcom.  Marvell 
immediately  sued  Alliant,  alleging  theft  of 
trade  secrets.  In  a  convoluted  countersuit 
Alliant  says  Marvell  was  trying  to  "grab" 
its  software  and  also  buy  it  with  a  lowball 
offer.  That  case  is  also  pending. 

Last  year  a  product  development 
manager  named  Suibin  Zhang  at  wireless- 
hardware  maker  Netgear  allegedly  spent 
two  hours  downloading  78  documents 
from  Marvell's  extranet,  a  site  restricted  to 
customers.  Problem  was,  Zhang  had  just 
received  a  job  offer  from  Broadcom.  Mar- 
vell tipped  off  federal  prosecutors,  who 
indicted  Zhang  in  December  for  corpo- 
rate espionage  and  computer  fraud. 
(Zhang  has  pleaded  not  guilty.)  Broad- 
com got  revenge  in  May  when,  for  the 
same  crime,  the  feds  indicted  Tien  Shiah, 
a  manager  Marvell  poached  from  Broad- 
com. (Shiah's  lawyer  says  he  is  innocent: 
and  is  preparing  for  trial.) 

Marvell's  founders  have  had  to  loosen 
their  grip  as  the  company  grows.  Sehat 
and  Pantas  no  longer  rejigger  circuits 
during  the  final  design  stage.  Dai  knows 
it's  no  longer  possible  to  get  involved  in 
every  sale.  Paramesh  Gopi,  who  manages; 
Marvell's  Wi-Fi  business,  used  to  tell  Dai 
everything  he's  doing;  he  now  says  it's  got- 
ten harder  to  get  on  her  calendar.  "Satur- 
days were  good,  but  they  are  getting  full," 
he  says. 

Should  Marvell  employees  care  that 
their  company  is  being  run  by  a  hus- 
band and  wife?  Marketing  vice  presi- 
dent  Alan  Armstrong  shrugs:  "When 
they  go  to  a  conference  we  save  money 
on  a  hotel  room." 

These  billionaires  do  have  a  life,  sort) 
of.  "We  have  kids  [sons  aged  18  and  16] 
who  are  growing  up  by  themselves,"  Sehat 
says.  "But  they  know  how  to  cook,"  Dai 
interrupts.  Sehat  says,  "You  can't  say,  'It's 
time  to  play  golf  Life  is  full  of  tradeoffs." 
Adds  Dai:  "We  like  to  say,  'This  is  just  the 
beginning.'" 
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TRAFFICKING  IN  TRADITIONAL  CRAFTS 

The 

Business 
Of  Art 

Restoring  a  church 
rose  window  is 
nothing  for  Chris  Botti. 
The  challenge  is 
making  a  profit. 
By  Miriam  Gottfried 


WITH  LA  BOHEME  PLAY- 
ing  softly  in  the  back- 
ground, Ettore  Christo- 
pher Botti  leans  over 
plans  for  reconstructing 
the  1,200-square-foot  stained  glass  ceiling 
that  once  covered  the  skylight  of  the  Palm 
Court  in  New  York's  Plaza  Hotel.  The  Botti 
Studio  of  Architectural  Arts,  which  designs, 
restores  and  preserves  stained  glass,  mosaic, 
marble,  painting  and  sculpture,  is  one  of  the 
few  workshops  in  the  world  up  to  the  job. 
In  this  case,  that  means  replicating  the 
green  and  golden  "lay  light,"  a  glass  panel 
over  a  light  source,  interwoven  with  a  vine- 
and-leaf  pattern,  which  hung  in  the  Plaza 
from  1907  to  the  1940s.  Botti  s  challenge 
was  to  put  a  price  on  the  six-month  job  to 
cover  his  expenses  and  still  underbid  ten 
competitors.  "The  more  I  can  control,  the 
more  profit  I  can  make,"  says  Botti,  55. 

Such  is  the  business  of  art.  Every  job  re- 
quires juggling  labor  and  materials  costs, 
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Entrepreneurs 

scheduling,  site  layout— and  guessing  what 
rivals  will  bid.  Does  a  church  want  a  new 
marble  baptismal  font  or  an  old  one  re- 
stored? Is  that  stained  glass  window  a  sim- 
ple geometrical  design  or  an  ornate  biblical 
scene?  Pricing  a  mosaic  depends  on  the  size 
of  the  tiles  and  whether  the  work  hangs  out- 
doors. Botti  charges  more  if  his  painter  has 
to  be  up  on  a  scaffolding  to  restore  a  ceil- 
ing fresco  and  more  still 
if  gold  leaf  is  applied  to  an 
angel's  halo. 

Botti's  Evanston,  111. 
studio  is  a  confluence  of 
two  old  family  busi- 
nesses. One,  on  his 
father's  side,  dates  to 
1684  in  Agropoli,  Italy; 
his  mother's  family,  the 
Panzironis,  started  a  stu- 
dio in  Florence  in  the 
1780s.  Both  ateliers  did 
painting,  stained  glass  and 
statuary,  mainly  for  churches 
and  other  religious  sites. 
Botti's  great-grandfather  was 
knighted  by  Pope  Pius  XI  in 
1924  for  work  at  the  Vatican. 
The  Panzironis  opened  their 
first  New  York  studio  in  1864, 
the  Bottis  in  1923.  Chris'  par- 
ents met  as  art  students,  mar- 
ried and  merged  studios  in 
1948.  They  worked  on  proj- 
ects like  restoring  elements  of  New  York's 
St.  Patrick's  Cathedral  until  a  call  from  the 
Chicago  cardinal  in  1960  asking  them  to 
build  mausoleums  in  the  Hillside,  111. 
Mount  Carmel  Cemetery.  The  project 
required  a  decade  and  a  move  to  Evanston. 

In  addition  to  his  Evanston  head- 
quarters there  are  now  sales  offices  in 
Agropoli;  New  York  City;  Sarasota,  Fla.; 
San  Diego,  Calif;  and  Nassau,  Bahamas. 
Botti  has  work  in  places  as  far-flung  as 
Belem,  Brazil;  Fort  Wayne,  Ind.  and 
London.  Recent  work  includes  painting 
the  inside  of  a  cathedral,  restoring 
stained  glass  by  artists  like  Louis  Com- 
fort Tiffany  and  Grant  Wood  (yes,  he 
did  only  one)  and  carving  sculptures  for 
private  homes.  Among  Botti's  clients: 
former  U.S.  Secretary  of  the  Interior 
William  P.  Clark  Jr.,  the  Justice  Depart- 
ment and  Opus  Dei,  the  Catholic  organ- 


A  glass  act:  windows 
from  the  Quigley 
Seminary  in  Chicago. 


ization  often  described  as  secretive. 

Botti  began  working  at  the  studio 
when  he  was  1 1,  polishing  marble  stat- 
ues and  packing  pieces  for  shipment.  He 
became  a  jack-of-all-arts  and  plied 
those  trades  until  a  couple  of  years  ago, 
when  his  brother  Dominick  and  his  dad, 
Italo,  died.  That  left  Botti,  a  bachelor,  to 
care  for  his  three  nieces  and  to  spend  80 
to  100  hours  a  week 
writing  up  bids  and 
contracts. 

Jobs  can  range  from 
$30  for  the  replacement 
of  a  glass  pane  to  $4.5 
million  for  assembly  of 
light  boxes  to  display  the 
collection  of  Chicago's 
new  Smith  Museum  of 
Stained  Glass.  They  can 
take  years.  Botti's  annual 
revenue  swings  from  $3 
million  to  $9  million.  That 
pays  for  outside  workers  and 
subcontractors,  as  needed,  as 
well  as  the  $36-an-hour  pay 
(including  benefits)  of  the  50 
nonunion  artisans  in  his  stu- 
dio. Botti's  insurance  is 
$300,000  a  year,  for  liability 
and  workers'  comp.  He 
spends  $150,000  to  advertise. 
If  he  bids  well  he  can  manage 
a  pretax  net  of  3%  to  5%. 
For  larger  contracts,  Botti's  two  main 
competitors  are  Conrad  Schmitt  of  New 
Berlin,  Wis.  and  Rambusch  of  Jersey  City, 
N.J.  When  it  came  to  the  Plaza  Hotel  job, 
Botti  evaluated  the  costs  to  manufacture 
glass  and  metal  pieces  and  to  install  them 
in  a  city  that  relishes  the  income  it  derives 
from  parking  fines  and  building  permits. 
He  already  had  most  of  the  equipment 
he'd  need — trucks,  scaffolding,  aerial  lifts. 
Still,  those  curved  edges  would  increase 
difficulty  and  cost.  Materials  would  run 
more  than  $500,000,  and  Botti  would 
have  to  pay  a  subcontractor  to  make  a 
decorative  capping  for  the  frame.  He  fig- 
ured on  eight  workers  putting  in  six 
months  full-time  in  the  Evanston  studio 
and  four  spending  three  months 
installing  the  assemblage.  Plaza  owner 
Elad  Properties  awarded  him  the  $1.5 
million  contract  in  late  May. 


Some  projects  pose  unusual  challenges. 
The  $2  million  restoration  of  Marc  Cha- 
gall's mosaic  "Les  Quatres  Saisons,"  in  one 
of  Chicago's  downtown  plazas,  required  a 
mountain  of  paperwork — Botti  had  to  deal 
with  the  owner  of  the  work,  the  nonprofit 
Art  in  the  Center,  property  owner  JPMor- 
gan  Chase  and  Friends  of  Chagall. 

Patience  is  a  must.  As  in  the  case  of 
St.  James  Chapel,  a  stained  glass  jewel 
box  on  the  second  story  of  Chicago's 
Archbishop  Quigley  Preparatory  Semi- 
nary. Botti  bid  $3.2  million  to  stabilize 
and  repair  7  of  16  windows,  including  a 
28-foot,  45,000-piece  rose  window 
depicting  Christ's  life  and  a  biblical  nar- 
rative from  Adam  and  Eve  to  the  Apos- 
tles. The  bid  was  rejected,  and  the  job 
went  to  a  French  company.  But  the  first 
window  came  back  incomplete  eight 
months  later,  so  Botti  got  the  job. 

Technology  has  helped  lower  costs.  In 
2001  the  studio  got  a  $1.5  million  contract 
to  build  the  world's  largest  glass  mosaic  for 
the  wall  of  a  St.  Vincent  de  Paul  housing 
complex  in  San  Diego.  Botti  realized  it 
would  take  eight  months  just  to  draw  a 
full-scale  design  down  to  the  level  of  each 
tile.  He  doesn't  know  how  to  use  a  PC,  but 
his  employees  do.  They  spent  a  week  pho- 
tographing Botti's  drawing  and  scanning  it 
with  drafting  software,  then  sent  the 
image  to  a  plotter.  A  printout  of  the 
enlarged  design  arrived  the  next  morning. 

California's  seismic  requirements 
introduced  other  innovations  for  the 
mosaic.  Botti  worked  with  Laticrete  Inter- 
national, a  maker  of  mortars,  grouts  and 
adhesives  for  tile  and  stone,  to  revamp  the 
way  mosaics  are  built.  In  Evanston  the 
studio  assembled  and  affixed  the  design  to 
a  cement  backer  board  and  drove  it  out  to 
San  Diego.  There  they  waterproofed  the 
panels,  mounted  them  on  the  wall  and 
shot  silicone  sealant  between  them  to 
make  them  flexible  in  case  of  earthquakes. 

Could  technology  undermine  a  guy  with 
old-world  sensibilities?  Given  the  power  of 
a  numerically  controlled  router,  there's 
nothing  to  stop  an  upstart  firm  from  com- 
peting for  work,  say,  restoring  wood  gar- 
goyles on  the  outside  of  a  cathedral.  Bottis 
still  counting  on  the  fact  that  most  clients 
can  discern  between  handcrafted  and 
machine-wrought  work.  F 
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I  Health 


Third  incarnation's  the 
charm:  Kathy  Ordonez, 
president  of  Celera. 


CELERA  GENOMICS  BEGAN  LIFE  AS  THE  SWASHBUCKLING  MAP- 
per  of  the  human  genome,  but  it  never  could  find  the  profit  trea- 
sure buried  in  that  map.  It  tried  to  sell  data  from  its  gene  store- 
house and  then  create  a  production  line  of  wonder  drugs  to  treat 
cancer  and  autoimmune  disorders.  Neither  venture  made  money. 
But  now  Celera  swears  it  is  making  progress — in  the  more  low-key  world 
of  diagnostic  testing.  After  scanning  the  DNA  of  25,000  people,  it  has  identi- 
fied a  handful  of  genes  that  modestly  boost  the  risk  of  heart  attack  Using  these 
markers,  Celera  plans  to  introduce  a  test  next  year  called  the  coronary  heart 
disease  genetic  risk  score.  The  hope  is  to  flag  borderline  cases  or  high-risk 
patients  not  spotted  by  existing  tests — like  a  lean, 
40-year-old  nonsmoker  with  an  innate  vulnerabil- 
ity to  heart  attack — and  target  these  patients  for 
drugs  or  lifestyle  changes.  In  the  future,  says  Cel- 
era President  Kathy  P.  Ordonez,  "you  will  know 
what  is  in  your  genes  and  know  what  your  risk  is 
and  intervene  earlier  before  a  disease  develops." 

Adds  Celera  collaborator  John  Kane  at  UCSF: 
"We  are  finding  genes  you  would  not  think  would 
be  involved  [in  heart  disease]." 

The  cardiac  risk  score  is  the  flashiest  of  sev- 
eral new  genetic  tests  in  the  works,  including  ones 
that  assess  the  risk  that  someone  will  have  a  stroke, 
that  breast  cancer  will  recur  or  that  a  hepatitis  C 
patient  will  progress  to  cirrhosis.  Each  test  might 
cost  between  $150  and  $750  and  yield  $150  mil- 
lion or  so  in  annual  revenue.  Celera  will  gross  only 
$40  million  in  fiscal  year  2006  and  has  lost  $809 
million  since  1998.  Ordonez,  the  sober  manager 
who  replaced  gene  visionary  J.  Craig  Venter  in 
2002,  promises  profits  by  2009. 

Under  Venter,  in  2000  Celera  completed  the 
human  genetic  blueprint  in  a  dead  heat  with  a  gov- 
ernment effort  that  had  a  huge  head  start.  (It  is  one 
of  two  separately  traded  units  of  Applera;  the  other 
is  instrument  maker  Applied  Biosystems.)  Celera's 
effort  to  sell  its  gene  data  didn't  last;  the  govern- 
ment was  putting  out  much  the  same  data  for  free. 
The  stock,  which  hit  $276  in  2000,  fell  to  the  mid- 
305  by  mid-2001.  (It  now  trades  at  $13.) 

Celera  refashioned  itself  as  a  drug  firm, 
spending  $188  million  to  buy  Axys  Pharmaceu- 
1  ticals.  But  it  had  no  particular  expertise  in  drug 
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The  Suggestive  Gene 

Celera  mapped  the  human  genome.  Now  it  wants  to  predict  heart 

attacks  by  staring  into  your  DNA  |  By  Robert  Langreth 
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The  good  news: 


This  blackout  could  last  a  while. 


Don't  let  erectile  dysfunction  (ED)  hold  you  back  from  a  fulfilling  sexual  relationship. 

•  Viagra  is  prescribed  for  all  degrees  of  ED,  even  if  it  only  happens  once  in  a  while. 

•  Maintaining  an  erection  is  important.  It's  just  as  important  as  getting  a  firm  erection. 
Viagra  can  help  with  both.  /  •  i  j 

[SlldCTKX 

•  Viagra  has  an  established  safety  profile.  It's  been  studied  more  than  any  other 
oral  ED  treatment.  iA/h 


k  your  doctor  if  Viagra  is  right  for  you.  And  enjoy  what  it  can  do  to  help  you  improve  your  sex  life. 

iGRA  is  prescribed  to  treat  erectile  dysfunction.  We  know  that  no  medicine  is  for  everyone.  If  you  use  nitrate  drugs,  often  used  for  chest 
n  (known  as  angina),  don't  take  VIAGRA.  Taking  these  drugs  together  could  cause  your  blood  pressure  to  drop  to  an  unsafe  level. 

k  with  your  doctor  first.  Make  sure  you  are  healthy  enough  to  have  sex.  If  you  have  chest  pain,  nausea,  or  other  discomforts  during  sex, 
k  medical  help  right  away. 

aough  erections  lasting  for  more  than  four  hours  may  occur  rarely  with  all  ED  treatments  in  this  drug  class,  to  avoid  long-term  injuries,  it 
mportant  to  seek  immediate  medical  help. 

are  instances,  men  taking  PDE5  inhibitors  (oral  erectile  dysfunction  medicines,  including  VIAGRA)  reported  a  sudden  decrease  or  loss  of 
on.  It  is  not  possible  to  determine  whether  these  events  are  related  directly  to  these  medicines  or  to  other  factors.  If  you  experience  sudden 
lease  or  loss  of  vision,  stop  taking  PDE5  inhibitors,  including  VIAGRA,  and  call  a  doctor  right  away. 

i  most  common  side  effects  of  VIAGRA  are  headache,  facial  flushing,  and  upset  stomach.  Less  common  are  bluish  or  blurred  vision,  or  being 
sitive  to  light.  These  may  occur  for  a  brief  time.  Remember  to  protect  yourself  and  your  partner  from  sexually  transmitted  diseases. 

ise  see  our  patient  summary  of  information  for  VIAGRA  (25  mg,  50  mg,  100  mg)  tablets  on  the  following  page. 

vGRA  is  available  on  most  Managed  Care  Plans*  VIAGRA  is  one  of  several  ED  treatments  that  you  and  your  doctor  can  consider. 

:ent  of  members  by  formulary  status  for  HMOs,  PPOs  and  POS  for  Viagra.  Formulary  Compass'"  MediMedia  USA,  Inc.  May  2006. 


To  learn  more,  visit  viagra.com  or  call  1-888-4VIAGRA  (1-888-484-2472) 


insured?  Need  help  paying  for  medicine?  Pfizer  has  programs  that  can  help,  no  matter  your  age  or  income, 
i  may  even  qualify  for  free  Pfizer  medicines.  Call  1-866-706-2400.  Or  visit  www.pfizerhelpfulanswers.com. 


it  are  you  waiting  for?  '  is  a  trademark  of  Pfizer  Inc.  U.S.  Pharmaceuticals   (Sfl^ffi  VG269548U  ©  2006  Pfizer  Inc.  All  fights  reserved. 
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PATIENT  SUMMARY  OF  INFORMATION  ABOUT 


This  summary  contains  important  information  about  VIAGRA*.  It  is 

not  meant  to  take  the  place  ol  your  doctor's  instructions.  Read  this 
information  carefully  before  you  start  taking  VIAGRA.  Ask  your  doc- 
tor or  pharmacist  if  you  do  not  understand  any  of  this  Information  or 
if  you  want  to  know  more  about  VIAGRA. 
This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by 
their  doctors.  However,  VIAGRA  is  not  lor  everyone.  It  is  intended  for 
use  only  by  men  who  have  a  condition  called  erectile  dysfunction. 
VIAGRA  must  never  be  used  by  men  who  are  taking  medicines  that 
contain  nitrates  of  any  kind,  at  any  time.  This  includes  nitroglyc- 
erin. If  you  take  VIAGRA  with  any  nitrate  medicine  your  blood  pres- 
sure could  suddenly  drop  to  an  unsafe  or  life  threatening  level. 

•  What  Is  VIAGRA? 

VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in  men. 
It  can  help  many  men  who  have  erectile  dysfunction  get  and  keep  an 
erection  when  they  become  sexually  excited  (stimulated). 
You  will  not  get  an  erection  just  by  taking  this  medicine.  VIAGRA 
helps  a  man  with  erectile  dysfunction  get  an  erection  only  when  he  is 
sexually  excited. 

•  How  Sex  Affects  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  tills  with  more 
blood  than  usual.  The  penis  then  expands  and  hardens  This  is  called 
an  erection.  After  the  man  is  done  having  sex,  this  extra  blood  flows 
out  of  the  penis  back  into  the  body.  The  erection  goes  away.  If  an 
erection  lasts  for  a  long  time  (more  than  6  hours),  it  can  permanently 
damage  your  penis.  You  should  call  a  doctor  immediately  if  you  ever 
have  a  prolonged  erection  that  lasts  more  than  4  hours. 
Some  conditions  and  medicines  interfere  with  this  natural  erection 
process.  The  penis  cannot  fill  with  enough  blood.  The  man  cannot  have 
an  erection.  This  is  called  erectile  dysfunction  if  it  becomes  a  frequent 
problem. 

During  sex.  your  heart  works  harder.  Therefore  sexual  activity  may 
not  be  advisable  for  people  who  have  heart  problems.  Before  you 
start  any  treatment  for  erectile  dysfunction,  ask  your  doctor  if  your 
heart  is  healthy  enough  to  handle  the  extra  strain  of  having  sex.  If  you 
have  chest  pains,  dizziness  or  nausea  during  sex,  stop  having  sex  and 
immediately  tell  your  doctor  you  have  had  this  problem 

•  How  VIAGRA  Works 

VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  to 
sexual  stimulation.  Wnen  a  man  is  sexually  excited,  VIAGRA  helps 
the  penis  fill  with  enough  blood  to  cause  an  erection.  After  sex  is 
over,  the  erection  goes  away. 

•  VIAGRA  Is  Not  for  Everyone 

As  noted  above  (How  Sex  Affects  the  Body),  ask  your  doctor  if  your 
heart  is  healthy  enough  for  sexual  activity. 
If  you  take  any  medicines  that  contain  nitrates  -  either  regularly  or 
as  needed  -  you  should  never  take  VIAGRA.  If  you  take  VIAGRA 
with  any  nitrate  medicine  or  recreational  drug  containing  nitrates, 
your  blood  pressure  could  suddenly  drop  to  an  unsafe  level.  You 
could  get  dizzy,  faint,  or  even  have  a  heart  attack  or  stroke.  Nitrates 
are  found  in  many  prescription  medicines  that  are  used  to  treat 
angina  (chest  pain  due  to  heart  disease)  such  as: 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes,  and 
tablets  that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets  that 
are  swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or 
nitrite  ("poppers").  If  you  are  not  sure  if  any  of  your  medicines  contain 
nitrates,  or  if  you  do  not  understand  what  nitrates  are,  ask  your  doctor 
or  pharmacist. 

VIAGRA  is  only  for  patients  with  erectile  dysfunction.  VIAGRA  is  not 
for  newborns,  children,  or  women  Do  not  let  anyone  else  take  your 
VIAGRA.  VIAGRA  must  be  used  only  under  a  doctor's  supervision 

•  What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dysfunction.  It  is  a  treatment 
for  erectile  dysfunction 

•  ViAGRA  does  not  protect  you  or  your  partner  from  getting 
sexually  transmitted  diseases,  including  HIV  —  the  virus  that 
causes  AIDS. 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac. 

•  What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  decide  if  VIAGRA  is  right  for  you.  VIAGRA  can 
cause  mild,  temporary  lowering  of  your  blood  pressure.  You  will  need 
to  have  a  thorough  medical  exam  to  diagnose  your  erectile  dysfunc- 
tion and  to  find  out  if  you  can  safely  take  VIAGRA  alone  or  with  your 
other  medicines.  Your  doctor  should  determine  if  your  heart  is  healthy 
enough  to  handle  the  extra  strain  of  having  sex. 
Be  sure  to  tell  your  doctor  if  you: 

•  have  ever  had  any  heart  problems  (e.g.,  angina,  chest  pain, 
heart  failure,  irregular  heart  beats,  heart  attack  or  narrowing  of 
the  aortic  valve) 

•  have  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 

•  have  ever  had  severe  vision  loss 

•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  have  ever  had  any  kidney  problems 

•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sickle  cell 
anemia  or  leukemia 

•  are  allergic  to  sildenafil  or  any  of  the  other  ingredients  of 
VIAGRA  tablets 


VIAGRA 

(sildenafil  citrate)  tablets 


•  have  a  deformed  penis,  Peyronie's  disease,  or  ever  had  an 
erection  that  lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  of  bleeding  problems 

•  are  taking  any  other  medicines 

•  VIAGRA  and  Other  Medicines 

Some  medicines  canxhange  the  way  VIAGRA  works.  Tell  your  doc- 
tor about  any  medicines  you  are  taking.  Do  not  start  or  stop  taking 
any  medicines  before  checking  with  your  doctor  or  pharmacist.  This 
includes  prescription  and  nonprescription  medicines  or  remedies: 

•  Remember,  VIAGRA  should  never  be  used  with  medicines 
that  contain  nitrates  (see  VIAGRA  Is  Not  lor  Everyone). 

•  If  you  are  taking  alpha-blocker  therapy  for  the  treatment  of 
high  blood  pressure  or  prostate  problems,  you  should  not 
take  a  dose  of  greater  than  25  mg  of  VIAGRA  at  the  same  time 
(within  4  hours)  as  you  take  your  dose  of  alpha-blocker. 

•  If  you  are  taking  a  protease  inhibitor,  your  dose  may  be 
adjusted  (please  see  Finding  the  Right  Dose  for  You). 

•  VIAGRA  should  not  be  used  with  any  other  medical  treatments 
that  cause  erections.  These  treatments  include  pills,  medi- 
cines that  are  injected  or  inserted  into  the  penis,  implants  or 
vacuum  pumps. 

•  Finding  the  Right  Dose  for  You 

VIAGRA  comes  in  different  doses  (25  mg,  50  mg  and  100  mg).  If  you 
do  not  get  the  results  you  expect,  talk  with  your  doctor.  You  and  your 
doctor  can  determine  the  dose  that  works  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes. 

•  If  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with 
your  doctor. 

•  VIAGRA  should  not  be  taken  more  than  once  a  day. 

If  you  are  older  than  age  65,  or  have  serious  liver  or  kidney  problems, 
your  doctor  may  start  you  at  the  lowest  dose  (25  mg)  of  VIAGRA  If  you 
are  taking  protease  inhibitors,  such  as  for  the  treatment  of  HIV,  your 
doctor  may  recommend  a  25  mg  dose  and  may  limit  you  to  a  maxi- 
mum single  dose  of  25  mg  of  VIAGRA  in  a  48  hour  period.  If  you  are 
taking  alpha-blocker  therapy,  you  should  not  take  a  dose  of  greater 
than  25  mg  of  VIAGRA  at  the  same  time  (within  4  hours)  as  your  dose 
of  alpha-blocker. 

•  How  To  Take  VIAGRA 

Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex.  Beginning 
in  about  30  minutes  and  for  up  to  4  hours,  VIAGRA  can  help  you  get 
an  erection  it  you  are  sexually  excited.  If  you  take  VIAGRA  after  a  high- 
fat  meal  (such  as  a  cheeseburger  and  trench  fries),  the  medicine  may 
take  a  little  longer  to  start  working  VIAGRA  can  help  you  get  an  erec- 
tion when  you  are  sexually  excited.  You  will  not  get  an  erection  just  by 
taking  the  pill. 

•  Possible  Side  Effects 

Like  all  medicines,  VIAGRA  can  cause  some  side  effects.  These  effects 
are  usually  mild  to  moderate  and  usually  don't  last  longer  than  a 
few  hours.  Some  ot  these  side  effects  are  more  likely  to  occur 
with  higher  doses.  The  most  common  side  effects  of  VIAGRA  are 
headache,  flushing  of  the  face,  and  upset  stomach.  Less  common  side 
effects  that  may  occur  are  temporary  changes  in  color  vision  (such 
as  trouble  telling  the  difference  between  blue  and  green  objects  or 
having  a  blue  color  tinge  to  them),  eyes  being  more  sensitive  to  light, 
or  blurred  vision. 

In  rare  instances,  men  taking  PDE5  inhibitors  (oral  erectile  dysfunc- 
tion medicines,  including  VIAGRA)  reported  a  sudden  decrease  or 
loss  of  vision  in  one  or  both  eyes.  It  is  not  possible  to  determine 
whether  these  events  are  related  directly  to  these  medicines,  to  other 
factors  such  as  high  blood  pressure  or  diabetes,  or  to  a  combination 
of  these  If  you  experience  sudden  decrease  or  loss  of  vision,  stop 
taking  PDE5  inhibitors,  including  VIAGRA,  and  call  a  doctor  right 
away. 

In  rare  instances,  men  have  reported  an  erection  that  lasts  many 
hours.  You  should  call  a  doctor  immediately  if  you  ever  have  an  erec- 
tion that  lasts  more  than  4  hours.  If  not  treated  right  away,  permanent 
damage  to  your  penis  could  occur  (see  How  Sex  Affects  the  Body). 
Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been 
reported  rarely  in  men  taking  VIAGRA.  Most,  but  not  all,  of  these  men 
had  heart  problems  before  taking  this  medicine.  It  is  not  possible  to 
determine  whether  these  events  were  directly  related  to  VIAGRA. 
VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this 
sheet.  If  you  want  more  information  or  develop  any  side  effects  or 
symptoms  you  are  concerned  about,  call  your  doctor. 

•  Accidental  Overdose 

In  case  of  accidental  overdose,  call  your  doctor  right  away. 

•  Storing  VIAGRA 

Keep  VIAGRA  out  of  the  reach  of  children.  Keep  VIAGRA  in  its  origi- 
nal container.  Store  at  25°C  (77°F);  excursions  permitted  to  15-30°C 
(59-86°F)  [see  USP  Controlled  Room  Temperature]. 

•  For  More  Information  on  ViAGRA 

VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction. 
Only  your  doctor  can  decide  if  it  is  right  for  you.  This  sheet  is  only  a 
summary  If  you  have  any  questions  or  want  more  information  about 
VIAGRA,  talk  with  your  doctor  or  pharmacist,  visit  www.viagra.com,  or 
calM-888-4VIAGRA 
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development.  Venter  left  abruptly  in  Janu- 
ary 2002  and  Ordonez,  a  recruit  from  Roche 
who  had  been  running  Celeras  diagnostic 
research  since  late  2000,  got  the  job. 

With  partner  Abbott  Laboratories, 
Ordonez  wants  to  snag  a  piece  of  the  fast- 
growing  molecular  diagnostics  market. 
Roche  leads  the  $2.2  billion  industry,  with 
tests  for  HIV  viral  load,  hepatitis  C  and  other 
infectious  ills.  Celeras  m2000  diagnostic 
machine  will  hit  the  U.S.  later  this  year. 

Longer  term,  Ordonez  is  aiming  at  what 
could  be  a  far  bigger  market:  prognostic  tests 
that  predict  risks  of  major  common  diseases. 

Celeras  prediction  work  got  going  in 
2001,  when  it  spent  $100  million  to  decode 
the  DNA  of  39  more  people  and  one  chim- 
panzee. It  focused  narrowly  on  areas  in  and 
around  active  genes,  ignoring  the  98.5%  of 
genomic  material  known  as  "junk  DNA."  This 
process  pinpointed  25,000  genetic  land- 
marks called  SNPs  (single  nucleotide  poly- 
morphisms, or  "snips")  places  where  a  sin- 
gle DNA  letter  varies  from  one  person  to  the 
next.  Celera  went  to  UCSF  researcher  Kane 
and  others  who  had  collected  DNA  samples 
from  hundreds  of  heart  patients.  They  iden- 
tified 51  SNPs  found  more  often  in  heart  pa- 
tients. Eric  Boerwinkle  of  the  University  of 
Texas  in  Houston  winnowed  this  to  eight  or 
ten  SNPs  in  a  study  of  16,000  patients.  Those 
who  harbor  two  or  more  of  the  heart-disease- 
related  SNPs  have  a  60%  higher  cardiac  risk 
than  those  with  low  genetic  risk,  an  effect 
comparable  to  high  blood  pressure.  Celera 
aims  to  publish  detailed  results  this  year. 

Given  the  iffy  track  record  of  gene  dis- 
coveries, Celeras  risk  scores  will  require 
confirmations  in  giant  studies.  In  its  hunt 
for  disease  genes,  Celera  is  racing  against 
Perlegen  Sciences,  Decode  Genetics  and 
numerous  academic  labs.  Genomic  Health 
of  Redwood  City,  Calif,  has  a  $3,500  gene 
expression  test  that  predicts  the  likelihood 
of  breast  cancer  recurrence. 

One  problem  for  new  heart  prognostic 
tests  is  that  existing  measures  already  explain 
roughly  three-quarters  of  cardiac  risk,  says 
Baylor  College  of  Medicines  Christie  Ballan- 
tyne,  who  nonetheless  calls  Celeras  work 
"impressive."  A  study  in  the  July  10  Archives 
of  Internal  Medicine  examined  19  other 
proposed  risk  factors,  including  C-reactive 
protein.  None  made  much  of  a  difference  in 
predicting  the  onset  of  heart  disease.      F I 


So  much  for  the 
lazy  days  of  summer. 


XT 


What  did  you  do  last  summer?  Jason  Gore  —  in  the  span  of  only  a  few  months  — 
contended  at  the  U.S.  Open,  shot  59.  won  three  times  on  the  Nationwide  Tour, 
was  promoted  to  the  PGA  TOUR,  won  the  84  Lumber  Classic 
and  was  voted  the  2005  PGA  TOUR  Rookie  of  the  Year. 

The  Future  is  Playing  Now. 


Nationwide 
Tour 
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Companies  tangled  in 
Sarbanes-Oxley  problems  can 
offer  profits  for  the  patient 
investor  By  Daniel  Fisher 

■HBfck  EARINGPOINT  IS  THE  FORMER  CONSULT- 
^^Hl;  ingarm  of  accounting  giant  KPM( ,.  So  it  was 
Hh^HF  particularly  embarrassing  last  war  when  it 
^^^^^  got  embroiled  in  an  accounting  mess  that 
^^■p  forced  it  to  stop  issuing  financial  results-  a 
condition  Wall  Streeters  call  "going  dark."  In 
ril  2005  the  firm  told  investors  they  could  no  longer  rely 
the  fdings  it  had  made  in  the  past.  Within  two  days  the 
ck  was  down  to  $5.28;  it  was  double  that  the  year  before, 
estors,  including  Fidelity  Investments  and  Hotchkis  & 
ley,  unloaded  millions  of  shares. 
While  Fidelity  and  Hotchkis  were  getting  out,  other 
estors  jumped  in.  Glenview  Capital,  a  New  York  hedge 
id,  amassed  a  7%  stake  in  stock  and  convertible  bonds, 
el  Capital,  a  Chicago  value  fund  manager  headed  by 
■IBES  columnist  John  W.  Rogers  Jr.,  bought  29  million 
res  for  a  1 5%  stake. 

Call  this  the  Sarbox  Effect.  Any  hint  of  accounting 
:gularities,  for  which  the  Sarbanes-Oxley  Act  imposes 
e  penalties,  causes  corporate  managers  to  freeze  up  and 
lservative  investors  to  head  for  the  exits.  Scavengers 
:  Glenview  come  in.  BearingPoint  s  shares  have  recov- 
dto  $8.15. 

Hanging  over  BearingPoint's  head  are  a  failed  account- 
system  and  possible  violations  of  federal  antibribery 
rs.  The  McLean,  Va.  firm  has  yet  to  announce  when  it 
1  begin  issuing  financial  filings  again.  But  this  doesn't 
an  that  an  Enronesque  collapse  is  imminent  or  even  that 
business — advising  companies  on  computer  installa- 


Good  news:  Lord  Black  is  out  of  Hollinger,  now  Sun-Times  Media. 

tions,  including  accounting  systems — is  weak.  It  may  reflect  no 
more  than  overcaution  as  the  financials  are  redone. 

Sarbox  provides  a  powerful  incentive  for  management  to 
move  slowly  and  carefully.  Under  the  draconian  law,  passed  in 
2002  and  taking  effect  in  November  2004,  officers  risk  jail  if  they 
certify  numbers  that  turn  out  to  be  false. 

The  irony  here  is  rich,  says  Eugene  Fox,  a  portfolio  manager 
and  analyst  at  Cardinal  Capital  in  Greenwich,  Conn.  "Sarbanes- 
Oxley  was  supposed  to  increase  the  flow  of  information  to 
investors,"  he  says.  "It's  done  the  opposite." 

Sarbox  victims  suffer  in  the  market  from  more  than  a  dearth 
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of  information  flow.  They  are  barred  from  doing  many  things 
involving  their  stock,  from  buying  back  shares  to  redeeming 
options.  Sometimes  their  shares  are  delisted  from  the  stock 
exchange.  Big  institutional  investors  may  sell  because  their 
policies  forbid  them  to  own  stock  in  a  company  that  has 
become  an  enigma. 

But  some  money  managers  see  bargains  among  Sarbox 
victims,  such  as  those  shown  in  the  table  (see  below).  "Once 
we  looked  past  the  shorter-term  Sarbox  issues,  we  saw  [in 
BearingPoint]  a  company  that  would  recover  and  thrive,"  says 
Ariel  analyst  Kenneth  Kuhrt.  With  new  management  and  a 
strong  government  business,  he  says,  BearingPoint  can  gen- 
erate solid  earnings  once  it  stops  spending  so  much  money  on 
lawyers  and  accountants. 

Not  all  Sarbox  victims  are  winners,  of  course.  Advanced 
Marketing  Services,  a  San  Diego  book  distributor,  stopped 

Going  Dark,  Going  Down 


don't  want  to  say  it's  silly,  but. ..." 

Fox  also  likes  Mercury  Interactive,  a  software  company 
that  backdated  options  to  ensure  that  the  corporate  brass  was 
in  the  money.  Since  Mercury  went  dark  last  summer,  the  chief 
executive,  chief  financial  officer  and  general  counsel  have  left. 
Nevertheless,  Mercury  continues  to  enjoy  great  customer  loy- 
alty and  high  free  cash  flow. 

Another  good  Sarbox  play,  says  Fox,  is  Sirva,  a  moving 
and  freight-forwarding  company.  Last  year  it  went  dark  after 
disclosing  that  it  had  understated  goodwill  by  $41  million 
because  of  an  error  in  translating  foreign  currency  values. 
That  might  sound  like  an  accounting  nicety,  but  the  level  of 
tangible  versus  intangible  assets  can  impact  important  things 
like  the  satisfying  of  loan  covenants.  Thus  far  Sirva's  stock  has 
been  further  punished  by  its  May  announcement  that  the  first 
three  quarters  of  2005  were  in  the  red — in  part  because  of 


Some  good  stocks  forced  to  suspend  financial  reporting  to  comply  with  Sarbanes-Oxley  are  starting  to  recover. 


ANNOUNCEMENT  SUBSEQUENT  RECENT 


NAME 

DATE/PRICE 

LOW  PRICE 

PRICE 

COMMENTS 

BEARINGPOINT 

4/19/05 

$7.87 

$5.28 

$8.15 

Accounting  snafus,  but  consulting  business  generates  lots  of  cash 

COMVERSE  TECHNOLOGY 

3/14/06 

24.85 

18.80 

17.58 

Options-dating  scandal;  in  last  reported  period,  sales  rose  22% 

MERCURY  INTERACTIVE 

7/28/05 

39.15 

25.66 

37.95 

Backdated  options;  software  biz  survives  management  change 

NOVELIS 

11/7/05 

17.60 

16.28 

20.04 

Minor  accounting  errors  spur  total  reexamination;  assets  undervalued 

SIRVA 

6/20/05 

9.76 

6.32 

5.80 

Goodwill  error;  Ebitda  expected  to  rise  79%  to  100%  this  year 

SUN-TIMES  MEDIA  GROUP1 

8/15/03 

11.88 

6.99 

8.18 

Ex-management  accused  of  looting  it;  $6.10  in  dividends  paid  since 

Prices  as  of  July  19.  'Name  changed  from  Hollinger  International  July  17.  Sources:  Forbes;  FT  Interactive  Data  via  FactSet  Research  Systems. 


reporting  in  August  2003 — in  advance  of  the  date  Sarbox 
kicked  in  but  amid  the  Enron  fallout.  It  had  uncovered 
errors  in  accounting  for  tax  contingencies  and  product 
returns.  The  stock,  once  $25  a  share,  has  been  delisted  from 
the  New  York  Stock  Exchange  and  now  trades  near  $4  on  the 
Pink  Sheets. 

"They  went  dark  and  never  came  out,"  says  Fox,  who 
owned  the  stock  for  a  while  but  sold  it  when  the  company 
failed  to  unravel  the  accounting  problems. 

For  every  Advanced  Marketing,  however,  there  is  a 
Novelis.  This  Atlanta  aluminum-products  manufacturer 
stopped  reporting  just  ten  months  after  it  was  spun  off  from 
Alcan  in  2005.  The  amounts  were  trivial  in  relation  to  the 
company's  $8  billion  in  revenue:  $1 1  million  in  errors  relat- 
ing to  foreign  exchange  and  a  Brazilian  tax  dispute.  The  com- 
pany decided  to  thoroughly  scrub  the  books.  In  May  Novelis 
put  out  results  for  the  first  three  quarters  of  2005  and  prom- 
ised to  get  up  to  date  by  year-end.  In  the  meantime  the  com- 
pany has  an  enterprise  value  (stock  and  debt,  minus  cash  on 
hand)  of  $4.5  billion,  while  Fox  estimates  that  the  replace- 
ment value  of  the  assets  is  closer  to  $10  billion. 

"Maybe  they  need  to  improve  their  systems," 
says  Fox.  "But  the  rest  of  it— going  dark  to  investors— I 


accounting  costs. 

Even  companies  with  egregious  Sarbanes-Oxley  problems 
can  prove  to  be  good  investments.  Hollinger  International 
went  dark  in  August  2003,  enveloped  in  scandal.  Three  years 
later  it  still  is  suffering  over  allegations  that  then  chairman 
Conrad  Black  had  siphoned  $84  million  out  of  the  publishing 
company  with  insider  deals. 

Black  has  pleaded  not  guilty  to  criminal  charges  and  faces 
trial  next  year.  The  company  (which  just  changed  its  name  to 
Sun-Times  Media  Group)  and  Lord  Black  are  suing  each 
other  for  damages. 

Cardinal  and  other  value  investors  originally  bought 
Hollinger  stock  because  it  looked  cheap.  They  had  no  idea 
Black  would  be  tossed  out  and  the  company  would  go  dark, 
but  it  hasn't  hurt  them.  Hollinger  still  isn't  reporting  results, 
the  shares  are  now  worth  $8.18  apiece,  and  the  company  has 
paid  $6.10  in  dividends  since  it  went  dark.  The  share  price 
just  before  then  was  $1 1.88. 

The  legal  costs  and  the  decline  in  newspaper  ads  have  kept 
the  company  unprofitable,  yet  Fox  sees  a  bright  side.  The 
company  controls  the  Chicago  Sun-Times  and  a  chain  of  sub- 
urban community  newspapers.  If  the  valuable  assets  are  sold 
off,  as  some  expect,  investors  will  benefit.  F 
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Yes,  there's  an  insurance  company  that's  as  responsible  as  you  are. 
For  more  information  on  insuring  your  business,  go  to  libertymutuai.com/business. 

Responsibility.  What's  your  policy?" 


©2006  Liberty  Mutual  Group. 


ProLogis'  Jeffrey  Schwartz  in  a  rare  empty  warehouse. 


A  Warehouse  of  Value 

Chief  virtue  of  industrial  REITs:  They  tend  to  weather  bad  times  well. 

By  Dorothy  Pomerantz 


USTLING   OFFICE  TOWERS, 
lively  shopping  malls,  thronged 
hotels:  All  have  done  well  in 
recent  years  for  the  real  estate 
investment  trusts  that  own 
them.  With  their  nice  yields  and  fat  rent 
rolls,  REITs  in  general  have  easily  outpaced 
the  S&P  500.  Collections  of  properties  that 
kick  off  rental  income,  REITs  have  clocked 
an  annual  24%  total  return— that's  appre- 


ciation plus  dividends — over  the  past  three 
years,  versus  the  broad  stock  index's  7.5%. 

There's  a  strong  case  to  be  made  that 
REITs  are  a  good  thing  to  have  in  your 
portfolio  long-term.  But  inevitably  they 
will  skid,  especially  during  an  economic 
downturn,  when  demand  flags  for  those 
offices,  malls  and  hotels. 

A  possibly  safer  alternative:  industrial 
REITs.  These  entities,  which  mainly  own 


warehouses,  don't  have  quite  the  glamour 
of  other  REITs.  (Ever  hear  of  a  Frank 
Gehry-designed  warehouse?)  But  their 
tenants  stick  around.  In  the  2002  reces- 
sion year  industrial  REITs  sported  a  17.3% 
total  return  when  many  other  sectors 
were  down;  offices,  the  largest  REIT  type, 
lost  6.8%. 

Thus  far  in  the  still-healthy  economy 
of  2006,  warehouses  have  been  trailing 
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It  doesn't  take  x-ray  vision  to 
see  the  advantages  of  Michigan 
(But,  in  this  case,  it  helped.) 


s 


This  is  the  story  of  Advanced  Photonix.  This 
opto-electronics  company  developed  a  Terahertz 
machine  that  is  superior  to  x-ray.  It's  called  the 
T-Ray1^.  This  incredible  machine  has  helped  NASA 
see  below  the  visible  surface  of  spaceship  tiles 
to  locate  any  fissures  that  may  exist.  The  T-Ray 
also  has  an  impact  on  homeland  security  and  so 
much  more.  But  that's  a  small  part  of  this  story. 


Richard  Kurtz,  CEO,  moved  Advanced  Photonix 
across  the  country  from  California  to  Michigan. 
Why?  Because  Michigan  offered  them  a 
customized  package  of  economic  incentives 
and  direct  access  to  the  world-famous  Ann 
Arbor  Technology  Tri-Corridor.  Thanks  to  the 
Michigan  Economic  Development  Corporation, 
businesses  that  come  here  find  success. 

Your  success  is  no  exception.  In  Michigan, 
you  could  have  access  to  a  $2  billion 
21  st  Century  Jobs  Fund.  Two  billion  dollars. 
PLUS,  Michigan  is  home  to  some  of  the  world's 
top  research  universities.  In  fact,  we're  ranked 
#2  among  all  states  for  patents  awarded  to 
public  universities.  Imagine  where  you  could 
take  your  business  with  that  kind  of  access. 
Technology  clusters,  economic  incentives, 
capital  funding  sources... the  list  goes  on.  . 

What's  the  moral  of  the  storv?  You  don't  need 


MICHIGAN 

ECONOMIC  DEVELOPMENT  CORPORATION 

THE  UPPER  HAND 


in  the  real  estate  category,  with  an  8.8% 
return  (versus  13%  for  REITs  collec- 
tively). Office  REITs  are  way  up,  20%. 
Even  that  longtime  laggard,  apartments, 
is  surging  as  demand  rises,  because 
mortgage  payments  are  climbing,  dis- 
couraging home  buying.  Nonetheless, 
REIT  research  firm  Green  Street  Advi- 
sors expects  industrial  development  to 
quicken  in  the  second  half  of  the  year. 

A  key  strength  for  industrials  is  that 
they  are  better  at  avoiding  oversupply— 
the  bane  of  real  estate— than  the  others. 
Constructing  an  office  building  or  mall 
can  take  a  long  time,  from 
18  months  to  three  years. 
Hence  those  sectors  aren't  as 
nimble  at  reacting  to  eco- 
nomic changes. 

But  warehouses  take 
only  six  months  to  erect, 
so  industrial  REITs  can 
quickly  turn  off  the  development 
pipeline.  According  to  Green  Street, 
industrials  today  have  an  8%  vacancy 
rate,  offices  13%. 

Another  strength  of  industrials  is 
that  even  if  the  economy  slows,  their 
corporate  customers  still  need  logistics. 
And  that  often  involves  consolidating 
from  small  warehouses  to  larger  ones, 
the  province  of  industrial  REITs.  "That 
leads  to  more  business  for  us,"  says 
Jeffrey  Schwartz,  chief  executive  of  Pro- 
Logis,  a  warehouse  REIT  out  of  Denver. 
It  builds  and  operates  million-foot  ware- 
houses for  companies  like  Unilever,  Yum 
Brands  and  DHL. 

Industrial  Strength 


With  properties  in  19  nations, 
including  the  U.S.,  China  and  France, 
ProLogis  acts  as  a  one-stop  shop  for 
multinational  tenants  reluctant  to  deal 
with  dozens  of  industrial  landlords.  In 
China  the  REIT  has  the  exclusive  right  to 
build  warehouses  at  Beijing  Airport  for 
the  2008  Olympics  and  at  the  expanding 
port  of  Shanghai. 

That  international  reach  has  helped 
make  ProLogis  the  leader  in  its  field.  Over 
a  three-year  period  ProLogis  has  out- 
performed peers  with  an  annual  return  of 
33.8%,  versus  30%  for  AMB  Property  and 


Industrial  REITs  are  better  than 
others  at  avoiding  oversupply, 
 the  bane  of  real  estate.  


23.4%  for  First  Industrial  Realty  Trust. 
ProLogis  also  has  blazed  past  two  other 
REITs  that  mix  warehouses  with  office 
holdings,  Duke  Realty  and  Liberty  Prop- 
erty. ProLogis  has  bested  the  others  in  the 
appreciation  of  its  properties'  worth, 
called  net  asset  value,  and  in  growth  of 
earnings,  whose  REIT  version  is  known  as 
adjusted  funds  from  operations  (AFFO): 
net  income  plus  depreciation,  minus  one- 
time items  and  maintenance  outlays  (see 
table). 

Note  that  AFFO  growth  for  this  quin- 
tet has  been  less  than  stellar.  ProLogis  is 
the  only  one  scoring  a  positive  number, 
and  it's  a  low  one  at  that,  0.3%  annually. 


The  largest  industrial  REITs  (they  specialize  in  warehouses)  have  seen  good  growth  in  the  worth 
of  their  assets.  Duke  and  Liberty  aren't  pure  plays:  They  also  have  office  holdings. 


RECENT 

DIVIDEND 

5-YEAR 
ANNUAI I7ED  GROWTH 

LEVERAGE 

NET 
ASSETS4 

REIT 

PRICE 

YIELD 

NAV 

AFFO2 

RATIO3 

(SBIL) 

AMB  PROPERTY 

$51.80 

3.6% 

12.6% 

-3.1% 

43.9% 

$4.2 

DUKE  REALTY 

35.51 

5.2 

8.7 

-6.3 

49.0 

5.0 

FIRST  INDUSTRIAL  REALTY 

38.40 

7.3 

NA 

-14.1 

59.6 

1.7 

LIBERTY  PROPERTY 

44.00 

5.6 

9.4 

-2.3 

39.8 

4.3 

PROLOGIS 

53.16 

3.0 

13.7 

0.3 

49.1 

9.8 

Prices  as  of  July  18.  'Net  asset  value.  2Measure  of  profit:  Adjusted  funds  from  operations  are  net  income  plus 
depreciation,  !e«  nonrecurring  items  and  maintenance-level  capital  spending.  3Debt  as  a  percentage  of  assets 
"Fair  market  values  estimated  by  Green  Street  Advisors.  NA:  Not  available. 
Sources:  Green  Street  Advisors;  Reuters  Fundamentals  via  FactSet  Research  Systems. 
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To  REIT  analysts  this  is  an  anomalous  cir- 
cumstance unlikely  to  be  repeated  soon 
in  an  industry  not  normally  given  to 
overexpansion:  Many  warehouses  in  the 
early  part  of  the  decade  were  built  to 
house  tech  gear  and  retail  inventory. 
When  the  dot-com  boom  faded,  so  too 
did  the  industrials'  earnings.  Fortunately, 
for  investors  the  impact  was  muted.  The 
stocks  didn't  suffer  very  much  and  began 
moving  up  in  expectation  of  better  days 
ahead.  The  industrial  REITs  kept  paying 
those  nice  dividends. 

One  financial  innovation  that  Pro- 
Logis pioneered  and  that 
other  industrial  REITs  are 
copying  is  to  bring  in 
equity  partners  to  bolster 
their  finances.  This  has 
the  happy  effect  of  reduc- 
ing their  debt  needs.  Debt 
for  industrials  tends  to  be 
below  half  of  net  asset  value,  a  comfort- 
ably low  level.  Right  now  the  partner- 
ships represent  45.5%  of  ProLogis'  assets 
under  management.  ProLogis  plans  to 
expand  use  of  these  vehicles  in  the 
future.  There  now  are  13  ProLogis  part- 
nership funds. 

Here's  how  it  works.  ProLogis  builds  a 
warehouse  for,  say,  $50  million,  funded  by 
cash  flow  and  lines  of  credit.  An  appraiser 
then  values  the  structure,  usually  at  a  1 5% 
markup  to  building  costs.  A  ProLogis 
fund  then  buys  the  building  at  appraised 
value,  netting  ProLogis  $7.5  million. 

ProLogis  also  owns  a  20%  interest  in  the 
fund.  So  the  company  books  80%  of  the 
profit,  or  $6  million.  ProLogis 
then  collects  fees  of  0.75%  of 
revenue  for  managing  the  fund 
and  the  building.  Thus  the 
REIT  has  recycled  its  capital 
and  made  a  profit. 

This  might  look  an  awful 
lot  like  self-dealing,  but 
Schwartz  keeps  investors  sat- 
isfied by  making  sure  the 
buildings  are  independently 
appraised  and  keeping  a 
piece  of  each  fund  to  align 
ProLogis'  interests  with 
theirs. 

With  luck,  those  interests 
will  continue  to  thrive.  F 
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TOGETHER.  When  a  single  word  makes  all  the  difference. 

Transforming  your  enterprise  -  whether  you're  making  big  or 
i  small  changes  -  is  never  easy.  Experience  has  shown  us 
that  if  we  define  measurable  objectives  and  set  realistic 
schedules  together,  build  joint  teams,  and  above  all, 
anticipate  and  mitigate  risks  together,  then  we  improve  our  chances. 
Add  to  that  motivation  and  commitment  of  over  60,000  people  around 
the  world  and  the  knowledge  and  experience  we  share  with  you  daily, 
and  the  result  is  faster,  and  more  tangible  success  that  lasts. 
Together.  One  word  that  captures  the  difference  between  typical 
business  practice  and  Capgemini's  unique  branded  approach  to  delivering 
Consulting,  Technology  and  Outsourcing  Services  -  the  Collaborative 
Business  Experience. 

Let's  create  a  Collaborative  Business  Experience  -  together. 


www.us.capgemini.com 


Capgemini 


CONSULTING. TECHNOLOGY. OUTSOURCING 


82      FORBES      AUGUST  14,  2006 


wr  4 


AUGUST  14,  2006 


Irreplaceable 

Oracle  still  revolves  around  its  strong-willed  founder. 
Larry  Ellison  won't  have  it  any  other  way. 


FOR  30  YEARS  ALL  OF  ORACLE  CORP.,  MAKER  OF  THE  DATABASE  SOFTWARE  THAT 
drives  thousands  of  big  businesses  around  the  world,  has  revolved  around  its 
founder.  Larry  Ellison  owns  a  23%  stake  worth  $18  billion,  and  he  rarely  sells.  He 
tweaks  Oracles  print  ads;  he  fiddles  with  its  press  releases;  he  peppers  techies  with 
arcane  questions.  "I've  run  engineering  since  Day  One,  and  I  still  run  engineer- 
ing," he  says.  But  Ellison  is  turning  62  on  Aug.  17.  Isn't  it  about  time  he  identified  a  succes- 
sor? Bill  Gates,  1 1  years  younger,  managed  to  do  that. 

A  litany  of  would-be  heirs  to  Ellison  have  come  and  gone,  forced  out  or  departing  at  will 
when  they  clashed  with  the  boss  or  stepped  too  far  into  his  spotlight.  His  two  most  senior 
aides  are  ill  suited  to  the  job:  the  mysterious  Safra  Catz  and  the  articulate  glad-hander  Charles 
Phillips  (see  box,  p.  84).  "I  don't  know  who  would  take  over  if  something  happened  to  Larry. 
I  don't  want  the  job,"  Catz,  43,  tells  FORBES  in  a  rare  interview.  As  co-president  and  chief 
financial  officer,  she  is  Ellisons  enforcer  and  chief  of  staff.  "Without  him,  Oracle  wouldn't  be 
the  same."  ("She's  seen  what  fame  and  fortune  bring,  and  she's  not  impressed,"  Ellison  says  mor- 
dandy)  Phillips,  46,  co-president  and  a  former  Marine  Corps  captain  who  came  to  Ellisons 
attention  in  the  early  1990s  when  he  recommended  Oracle  stock  as  an  analyst  at  Morgan  Stan- 
ley, adds:  "Larry  will  be  here  forever.  We  don't  discuss  succession.  That's  not  my  job." 

But  it  is  the  job  of  the  board,  and  it,  too,  has  failed  to  define  Oracle  After  Larry.  "There  is  no 
successor  to  Larry,  no  heir  apparent,"  says  board  Chairman  Jeffrey  Henley,  who  ran  finance  from 
1991  to  2004.  "We  discuss  the  subject,  but  there  is  no  perfect  plan.  Larry  still  wants  total  control." 
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Its  a  brazen  attitude  in  this  Sarbox  era 
of  abundant  regulatory  second-guessing 
and  crackdowns  on  slack  corporate 
governance.  And  it  is  precisely  the  way 
Ellison  wants  it.  "It  is  silly  to  think  you 
can  groom  someone.  Jack  Welch  didn't 
have  a  successor.  If  you  want  to  put  me  in 
his  league,  by  all  means,  guilty  as 
charged,"  he  says.  That  isn't  quite  true:  At 
General  Electric,  Welch  went  to  elaborate 
lengths  over  six  years  to  groom  a  succes- 
sor from  a  handful  of  clear  finalists.  And 
in  a  recent  BusinessWeek  column  the  star 
manager  criticizes  complacent  boards  for 
ignoring  the  succession  issue. 

Corporate  governance  finger-wagger 
Nell  Minow  of  the  Corporate  Library  con- 
curs. "Founders  don't  like  distinguishing 
themselves  from  the  company.  Competi- 
tion and  self-confidence  often  get  in  the 
way  of  succession  planning,  but  share- 
holders deserve  more."  Her  group  gives 
Oracle  a  grade  of  "D"  for  governance. 

Ellison  eschews  succession  in  favor  of  a 
trusted  staff  that  faithfully  takes  his  lead  He 
spends  much  of  his  time  away  from  Oracle: 
He  doesn't  even  have  his  own  office  at  the 
headquarters  in  Redwood  City,  Calif;  Catz 
occupies  it.  "Life  is  short.  I'm  not  going  to 
spend  every  minute  of  it  with  Oracle,"  he 
says.  He  puts  in  scant  time  with  customers. 
"Just  not  interested,"  he  says,  leaving  that 
role  to  the  smooth-talking  Phillips. 

This  summer  Ellison  is  spending  three 


Larry's 
Lieutenants 

TRY  TO  PIN  DOWN  ORACLE'S 
chief  on  succession  and  he  gets 
slippery.  First  Larry  Ellison  cites 
co-president  Safra  Catz,  only  to 
admit,  "Safra  doesn't  want  the 
job.  She's  told  me  this  many 
times."  Next  he  invokes  Charles 
Phillips,  Catz's  counterpart. 
"Charles  is  really  very,  very 
good,"  he  says,  then  adds,  "We 
have  an  engineering  manager 
who  could  definitely  do  my  job. 
This  is  the  first  time  I've  ever 
thought  of  that." 

In  this  murkiness,  Catz  and 


Phillips,  tapped  from  low-profile 
Wall  Street  jobs  years  ago,  wield 
enormous  clout  in  divergent 
styles.  Safra  Catz  is  the  alpha  of 
this  pair,  minding  margins  and 
downsizing  and  constantly 
e-mailing  and  phoning  the  boss. 


weeks  sailing  off  the  coast  of  Spain  to 
qualify  for  the  June  2007  America's  Cup 
yacht  race,  his  second.  He  is  tweaking  the 
design  for  his  next  yacht,  a  250-footer  that 
will  be  cozier  than  his  other  one,  the  454- 
foot  Rising  Sun.  He  also  is  finishing  up  a 
Japanese-village-style  estate  on  40  acres  in 
Woodside,  Calif.,  where  he  lives  with  his 
fourth  wife.  (Two  grown  children  from  an 
earlier  marriage  are  not  in  the  business.) 
"Some  people  say  Larry  is  lazy,"  says 


director  Donald  Lucas,  who  joined  the 
board  when  Oracle  had  1 1  employees. 
"But  really  he  empowers  the  people 
around  him  by  delegating.  And  if  he  nom- 
inated a  successor,  everyone  would  be 
gunning  for  that  person." 

Yet  Oracle  needs  to  secure  its  future— 
especially  now,  as  old-guard  software 
vendors  get  undercut  by  a  raft  of  cheap 
newcomers  in  the  open-source  movement 
For  Oracle  the  threat  comes  from  such  out- 


100000 


20  Years  of  Larry 


Oracle's  stock  price  tumbled  in  1990  after  database  sales  fell  and  expenses 
soared.  Fraidy  cats,  take  note:  Ellison's  loyal  investors  have  been  handsomely 
rewarded.  A  $1,000  investment  after  Oracle's  stock  debuted  in  1986  is  worth 
$195,955  today. 


Newer  shareholders  are 
practicing  patience.  A  $1,000 
investment  right  before  the 
tech  bust  is  now  worth  $387. 


S&P  500  total  return 
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Source:  FT  Interactive  Data  via  FactSet  Research  Systems. 
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Born  in  Israel  and 
»ared  in  Boston,  she  is 
'ightfully  antipress  and 
nabashedly  tough  on 
jstomers.  She  works 
ehind  the  throne.  "I'm  just 

person,  you  know.  I  don't 
ave  the  need  to  get  on 
?levision  or  get  onstage," 
ie  says,  almost  wincing 
om  the  pain  of  a  rare 
iterview.  She  is  married 
/ith  two  children. 

When  Ellison  must  deal 
nth  General  Electric,  he 
sues  an  order:  "Send  in 
ie  Israeli!"  He  has  seen 
xecs  15  years  older  (Catz 

43)  "come  in  without 
ie  facts  and  start  a  fight. 


fits  as  MySQL  and  Ingres  (see 
box,  p.  86).  DaimlerChrysler, 
Siemens  and  UPS  use  MySQL, 
spending  (so  says  MySQL)  one- 
tenth  of  what  they  would  have 
spent  on  the  Oracle  alternative. 
"Innovative  companies  aren't 
buying  Oracle's  stuff.  They're 
flocking  to  open  source  because 
it  is  better  and  cheaper,"  says 
MySQL  Chief  Executive  Marten 
Mickos. 

The  threat  explains  Ora- 
cle's tepid  valuation  on  Wall  Street.  At  $15, 
its  shares  go  for  19  times  trailing  earnings, 
scarcely  better  than  the  market's  16.  Rival 
SAP  enjoys  a  price/earnings  ratio  of  27.  Its 
shares  have  barely  budged  in  the  past 
three  years,  notwithstanding  that  earnings 
per  share  have  increased  by  49%.  "Wall 
Street  is  often  the  last  to  know,"  says  Elli- 
son, who  can  be  quick  to  lecture.  He  pre- 
dicts earnings  growth  of  20%  a  year  for 
the  rest  of  the  decade. 

That  goal  could  prove  to  be  elusive,  for 
Ellison's  main  database  business,  still  nearly 
two-thirds  of  revenue,  grows  only  3%  a 
year,  according  to  Citigroup.  Just  about 
every  big  company  that  needs  a  database 
has  one.  "We've  already  got  what  we  want," 
says  Nationwide  Insurance  Vice  President 
Richard  Wohleber.  Michael  Vincent  of 


Then  they  leave  almost  in 
tears." 

Catz,  who  joined  in 
1999,  softens  her  edge  by 
calling  Ellison  and  others 
"dear"  and  cajoling: 
"Listen  up,  boys  and 
girls!"  Still,  she  can  get  too 
tough.  She  recently  joined 
a  small  gathering  of  big 
accounts  to  hear  tips  on 


product  plans  and  sales 
strategies;  instead  of  lis- 
tening, she  tried  to  upsell 
them.  "Her  pitch  was 
insulting,"  Michael  Vincent 
of  ING  says.  His  firm 
already  spends  $20  million 
a  year  with  Oracle,  "but 
she  just  couldn't  resist." 

Phillips  came  in  to  calm 
the  crowd;  coddling  cus- 


Dutch  bank  ING  adds:  "If  anything,  our 
spending  will  decrease." 

To  offset  that  inevitable  slowdown  in 
new  database  sales,  Ellison  has  been  bet- 
ting big  on  applications  software.  Data- 
bases store  the  bits  of  a  company's  infor- 
mation, everything  from  auto  part 
inventory  levels  to  personnel  records. 
Applications  organize,  present  and  track 
that  data,  offering  up  insights  like  which 
customers  are  the  most  profitable  ones  and 
which  salespeople  land  the  best  deals. 

Oracle  spent  a  decade  trying  to  build 
the  applications  business  in-house,  to  no 
avail;  its  homegrown  products  were  user- 
unfriendly  and  riddled  with  bugs.  Yet 
Ellison  personally  has  invested  in  two 
applications  firms  that  have  fared  far  bet- 
ter (see  box,  p.  88).  Three  years  ago  he 


tomers  is  what  he  does.  He 
was  a  Morgan  Stanley  ana- 
lyst and  signed  on  at 
Oracle  in  2003  and  hasn't 
yet  moved  his  wife  and  son 
to  Silicon  Valley  from 
Manhattan.  A  former 
Marine  Corps  captain  with 
business  and  law  degrees 
from  Hampton  University 
and  New  York  Law  School, 
respectively,  he  spends  60% 
of  his  time  on  the  road.  He 
has  assigned  Oracle  brass  to 
chat  regularly  with  150 
customers  and  jots  his 
personal  cell  number  on 
the  back  of  every  business 
card.  "I'm  the  human 
Batphone,"  he  says. — V.M.B. 


reversed  course  and  embarked  on  a  shop- 
ping spree.  It  has  been  a  big  spree,  total- 
ing $19  billion  and  delivering  21  software 
companies,  $4.6  billion  in  extra  annual 
revenue  and  18,000  additional  employees. 
(Some  7,000  were  canned,  and  the  Oracle 
payroll  now  is  at  56,000,  up  34% 
from  2002.) 

Among  his  prizes  is  PeopleSoft,  a 
vendor  of  software  to  run  personnel 
departments,  which  was  won  in  a  hostile 
$  1 1  billion  takeover.  When  Ellison  made 
a  move  on  PeopleSoft,  it  was  run  by  one 
of  his  myriad  proteges-turned-castoffs, 
Craig  Conway.  In  a  similar  vein  was 
Siebel  Systems,  founded  and  run  by 
another  Oracle  alum,  Thomas  Siebel. 
Siebel  software  helps  salespeople  sell. 

Competitors  paint  Ellison's  buyout 
binge  as  a  capitulation.  "This  is  a  desper- 
ate act.  In  the  Wild  West,  when  you're  rid- 
ing a  dying  horse,  you  get  off  and  shoot  it. 
In  the  software  industry,  you  tie  it  to 
another  dead  horse  and  see  if  it'll  go  any- 
where," says  Shai  Agassi,  president  of  SAP. 
Ellison  counters  that  SAP  moves  too 
slowly  to  update  for  the  Internet  age  and 
will  suffer  for  it.  "The  only  thing  more 
risky  than  moving  to  the  next  generation 
of  technology  is  not  moving  to  the  next 
generation,"  he  says.  "So  we'll  see  who's 
taking  the  risk  and  who  isn't." 
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Oracle 


Terry  Versus  Larry 

SILICON  VALLEY  IS  LITTERED  WITH  REFUGEES  FROM  ORACLE  CORP.. 
former  acolytes  who  fled  for  better  jobs  or  were  fired  after  fighting 
with  strongman  Larry  Ellison.  Now  half  a  dozen  of  them  have 
teamed  up  to  take  on  their  old  boss.  They  have  resurrected  an  aging 
Oracle  foe — Ingres,  which  uses  database  technology  developed  32 
years  ago  by  two  Berkeley  scientists — to  target  Oracle's  biggest 
source  of  profit:  the  steady,  high-margin  fees  it  charges  for  regular 
upgrades  and  support.  These  fees  provide  59%  of  Oracle's 
$8.7  billion  in  annual  database  sales. 

The  restarted  upstart  vows  to  undercut  Oracle  prices  by  up  to 
70%  for  technology  that  it  claims  is  every  bit  as  robust.  Oracle's 
handsome  pretax  profit  margin — at  42%,  thanks  to  the  ax  of  Safra 
Catz— leaves  Ingres  room  for  inroads.  "I'm  happy  getting  25%  mar- 
gins. That's  pretty  good  in  any  industry,"  says  Terence  Garnett, 
Ingres'  chairman  and  the  leader  of  this  band  of  castoffs.  He  had  run 


n 


I  warn 


(Left  to  right):  director  Michael  Rocha,  marketing  head  James  Finn,  chief  technologist  David 
Dargo,  CEO  Terence  Garnett,  director  Mark  Barrenechea,  engineering  head  William  Maimone. 


marketing  at  Oracle  but  clashed  with  Ellison  and  quit  under  pressure 
in  1994,  suing  the  company  and  later  settling. 

Garnett,  with  partner  David  Helfrich,  also  runs  Garnett  &  Helfrich 
Capital,  a  $350  million  venture  buyout  fund  that  bought  an  80% 
stake  in  Ingres  from  Computer  Associates  for  $35  million  late  last 
year,  cheap  given  Ingres'  $50  million  in  sales.  Since  then  Garnett  has 
hired  half  a  dozen  Oracle  alumni  to  run  strategy,  marketing  and 
engineering;  two  directors  on  Ingres'  five-member  board  are  also  ex- 
Oracle-ites.  "We  have  to  prove  we're  viable,"  Garnett  says. 

Oracle  dominates  databases,  with  a  49%  share  of  the  market, 
more  than  that  of  IBM  and  Microsoft  combined.  At  the  low-price 
end,  open-source  upstarts  MySQL  and  EnterpriseDB  have  hawked 
cheaper,  nimbler  databases  for  a  few  years,  possibly  squeezing 
Ingres  out.  That  is  one  reason  Larry  Ellison  is  unfazed  and  dismis- 
sive of  the  coming  Terry-versus-Larry  clash.  "Ingres  has  had  no  seri- 
ous development  investment  in  a  decade.  It  is  impossible  for  them 
to  catch  up  with  us." 

Garnett  counters  that  Ingres  doesn't  need  to  catch  up  to  reap 
rich  profits.  He  has  added  25  engineers  to  Ingres'  100,  plus  a  new 
staff  of  145  sales  and  support  folks.  Some  10,000  businesses  use 
Ingres'  databases,  typically  on  just  a  few  boxes.  Garnett  must  upsell 
them  before  reaching  out  to  lots  of  new  ones;  he  hasn't  yet  per- 
suaded any  client  to  rip  out  Oracle  and  switch  to  Ingres.  But  he  is 
hopeful.  "This  industry  is  in  for  a  major  price  war,"  he  says.  "It  could 
happen  very  quickly  or  it  could  take  a  few  years.  But  it  will  happen." 

—V.M.B. 


Now  Ellison  must  make  these  pieces 
of  software  work  together.  Oracle  has 
two  versions  of  financial-tracking  soft- 
ware, three  sets  of  code  for  customer  data 
and  dozens  of  niche  products.  Ellison 
vows  to  continue  investing  in  older  ver- 
sions of  programs  Oracle  has  acquired, 
even  as  engineers  work  on  a  grand  uni- 
fied design  dubbed  Fusion.  It  may  be 
ready  by  the  end  of  2008. 

For  every  dollar  corporate  customers 
spend  on  new  software,  they  spend  $6 
implementing  it  and  getting  it  to  talk  to 
other  programs.  Ellison  says  Fusion  can 
greatly  reduce  this  pain.  Other  software 
execs  see  a  daunting  challenge,  especially 
in  the  time  frame  Ellison  promises.  "This 
is  the  most  complex  undertaking  ever 
attempted  in  software,"  says  William 
Coleman,  who  cofounded  Oracle  rival 
BEA  Systems  and  now  runs  server-tech 
firm  Cassatt. 

Some  customers  won't  wait.  "All  of 
Oracles  software  would  take  years  to  inte- 
grate with  what  we  already  have.  Instead, 
I'll  have  my  guys  build  the  software  we 
actually  need  to  run  our  business,"  says 
Alan  Buffington,  tech  vice  president  at 
financial  services  firm  KeyCorp.  "We're 
operating  in  days  or  months,  not  years. 
We  won't  get  our  competitive  advantage 
from  Oracle." 

LAWRENCE  JOSEPH  ELLISON 
was  born  in  Manhattan  on 
Aug.  17,  1944.  He  never  knew 
his  biological  father;  his  unwed 
mother,  Florence  Spellman,  left 
him  to  be  raised  in  Chicago  by  her  aunt, 
Lillian,  and  Lillian's  husband,  Louis  Elli- 
son, who  had  emigrated  from  Russia, 
renaming  himself  for  Ellis  Island.  The 
Ellisons  adopted  the  infant,  but  Ellison 
says  his  great-uncle  repeatedly  told  him  he 
would  never  amount  to  much.  (Larry 
reached  out  to  his  biological  mother  only 
in  the  the  early  1990s,  buying  her  a  house 
near  Oracle's  headquarters;  she  died  of 
cancer  in  1999.) 

He  was  a  mediocre  student.  "A  Latin 
teacher  once  told  me  that  the  'F'  she  gave 
me  would  ruin  my  life.  I  didn't  believe  it 
and  told  her  so.  A  little  letter  in  a  square 
box?  It  all  seemed  so  silly."  He  dropped 
out  of  the  University  of  Chicago  in  the 
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I  do. 

Who  says  your  soulmate  can't  be  a  480-hp  sports  car?  The  new  911  Turbo.  Wider  hips. 
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Oracle 


1960s,  headed  to  Berkeley,  Calif,  and  by 
the  mid-1970s  began  working  on  a  data- 
base project.  Code  name:  Oracle.  Client: 
the  Central  Intelligence  Agency. 

In  1977  Ellison  founded  the  company 
with  Robert  Miner  and  Edward  Oates,  nam- 
ing it  after  the  CIA  job.  (Miner  quit  in  1992 
and  died  of  lung  cancer  shortly  after.  Oates 
retired  in  1995  and  sold  the  last  of  of  his  2% 
stake  last  year.) 

Ellison  has  been  in  control  for  three 
decades,  and  only  once  was  that  even 
remotely  in  question,  after  an  accounting 
debacle  back  in  1990.  Sales  slowed, 
expenses  spiraled  upward,  Oracle  posted 
its  first  losses,  and  the  stock  tanked;  the 
company  had  to  borrow  $170  million  to 
keep  afloat.  The  board  never  really  con- 
sidered replacing  Ellison:  After  all,  he 
had  no  successor.  The  board  implored 
him  to  recruit  more  seasoned  execs,  and 
soon  afterward  Jeff  Henley  joined  as 
chief  financial  officer  and  Raymond  Lane 
joined  to  run  sales. 

By  1995  Ellison  had  a  vision  of  the 
future,  prescient  but  premature.  He  began 
talking  about  a  time  when  computers, 
smart  TVs,  videophones  and  other  gadgets 
would  link  up  via  a  worldwide  network  of 
information  and  entertainment  services. 
Oracle  would  power  this  new  era. 


It  didn't.  A  wireless  Web  browser  for 
consumers  that  Oracle  launched  in  1999 
was  quietly  folded  into  its  business  .server 
line.  "We  used  to  joke  that  Larry  is 
brilliant  but  time-dyslexic,"  says  Mark 
Porter,  who  worked  at  Oracle  in  the  1990s 
on  video-on-demand  technology  that 
never  debuted. 

In  1997  Oracle  issued  a  new  set  of 
homegrown  applications,  which  flopped. 
Lane,  who  a  year  earlier  had  risen  to 
president  and  was  seen  as  Ellison's  heir 
apparent,  began  advising  the  boss  that 
only  a  drastic  change  in  leadership  would 
save  the  applications  business.  Ellison 
responded  by  naming  himself  head  of 
apps  and  slowly  stripping  Lane  of  his 
responsibilities.  By  June  2000  Ellison  all 
but  fired  him,  taking  away  Lane's  title  of 
president.  Lane  quit  and  is  now  a  general 
partner  at  venture  capital  firm  Kleiner 
Perkins  Caufield  &  Byers. 

In  Lane's  wake,  14-year  veteran  Gary 
Bloom  hoped  to  become  Ellison's  number 
two  but  was  spurned.  He  quit  a  few  months 
later  to  run  Veritas,  now  owned  by  Syman- 
tec. "This  is  a  team,  and  Larry  is  the  only 
captain,"  says  the  board's  Lucas.  "If 
someone  wants  to  pop  up  and  announce 
they're  the  star — poof!  You're  out." 

It  had  happened  before.  Tom  Siebel,  a 


Interesting  Conflicts 


LARRY  ELLISON  SPENT 
$19  billion  of  share- 
holder money  to  buy 
Oracle's  way  into  apps. 
He  has  fared  better 
investing  his  own  cash — 
in  outfits  that  may  com- 
pete with  Oracle. 

In  1998  he  backed 
an  Oracle  alum,  Evan 
Goldberg,  in  launching  a 
Web  apps  firm:  NetSuite. 
In  1999  he  put  $2  million 
into  Salesforce.com, 
started  by  another 
castoff.  Marc  Benioff. 

A  year  later  Oracle 
unveiled  its  E-Business 
Suite,  a  slew  of  software 


delivered  over  the  Web. 
Half  of  its  6,000  devel- 
opers had  worked  on  it. 
It  flopped. 

Cut  to  today:  He  has 
poured  $100  million  into 
NetSuite  for  a  majority 
stake;  sales  are  at  $70 
million,  and  it  could  go 
public  in  2007.  His 
$2  million  bet  on  Benioff 
is  now  a  4%  stake 
worth  $100  million. 

Oracle  investors 
reaped  less:  The  stock 
is  up  12%  in  three 
years.  And  Oracle,  Elli- 
son admits,  lags  in  Web 
software.  "The  best  is 


r 


NetSuite's  chief 
exec,  Zach  Nelson. 


NetSuite.  The  second 
best  is  Salesforce,  and 
I  think  we're  probably 
third." 

NetSuite  aims  at  sites 
with  up  to  5,000  seats; 
Oracle  aims  as  low  as 


star  Oracle  salesman,  left  in  1990  to 
found  Siebel  Systems  when  Ellison 
rejected  his  idea  for  a  sales-force  product. 
Terence  Garnett  rose  quickly  to  head 
marketing,  then  quit  in  1994  after  clashing 
with  Ellison.  As  a  venture  capitalist  he 
now  backs  rival  Ingres.  More  recently 
Oracle  has  blown  through  two  finance 
chiefs  in  two  years.  Harry  You  lasted 
eight  months  and  left  to  run  Bearing- 
Point.  Greg  B.  Maffei,  a  former  Microsoft 
finance  chief,  lasted  only  four  months 
under  Ellison.  He  now  runs  John  C. 
Malone's  Liberty  Media. 

"Larry's  personality  mandates  that 
he's  in  charge,  so  he  can't  have  a  succes- 
sor," says  alumnus  Marc  Benioff,  who 
left  in  1999  to  found  Salesforce.com 
with  a  $2  million  investment  from 
Ellison  that  today  is  a  4%  personal  stake 
worth  $100  million.  "But  one  day  he'll 
have  a  revelation,  look  outside  for 
talent — and  it  will  likely  be  a  former 
Oracle  executive." 

By  the  time  Lane  and  Bloom  had 
quit  in  2000  Safra  Catz  had  taken 
control.  A  dealmaker  at  the  brokerage 
Donaldson,  Lufkin  &  Jenrette,  she  had 
covered  the  software  industry  since  1986 
and  was  a  close  friend  of  Ellison.  He  was 
enchanted  by  her  intellect  (Larry  likes  to 


1,000-seat  accounts. 
But  Ellison  sees  no 
conflict  of  interest. 
"Oh,  no,  we  check 
for  that  all  the 
time.  NetSuite  is 
aimed  at  much 
smaller  customers." 
Adds  an  Oracle  out- 
side director,  Ray 
Bingham: 

"Right  now  we 
don't  see  a  mean- 
ingful overlap." 
Zachary  Nelson,  the 
ex-Oracle  chief  of  Net- 
Suite,  insists:  "If  Net- 
Suite  and  Oracle  are  in 
the  same  room,  one  of 
us  doesn't  belong 
there."  —  V.M.B. 
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BATHROOM  CONFIDENTIAL  FROM  AVODART 


Ron  knew  432  ways  to  say, 
"I've  got  to  go!' 


But  no  excuses  for  what 
took  him  so  long. 


You  probably  think  you  have 
a  going  problem.  Instead,  it 
may  be  a  growing  problem. 

Tf  you  not  only  have  to  go  to  the 
X  bathroom  often,  but  find  it's  hard  to 
start  once  you  get  there.  Or  see  that  you're 
starting  and  stopping,  you  may  have  an 
enlarging  prostate.  And  you  don't  have  to 
put  up  with  it.  Ask  your  doctor  if  Avodart 
is  right  for  you.  Most  medicines  only  treat 
urinary  symptoms.  Avodart,  with  time, 
actually  shrinks  the  prostate  and  reduces 
symptoms.  So  you  can  stop  coming  up 
with  ways  to  say,  "I  have  to  go,"  and  start 
enjoying  more  time  with  friends  and  family. 
Important  Safety  Information  About 
Prescription  AVODART*  (dutasteride): 
Avodart  is  used  to  treat  urinary  symptoms 
of  Enlarging  Prostate.  Only  your  doctor 
can  tell  if  your  symptoms  are  from  an 
enlarged  prostate  and  not  a  more  serious 
condition,  such  as  prostate  cancer.  See 
your  doctor  for  regular  exams.  Women 
and  children  should  not  take  Avodart. 
Women  who  are  or  could  become 
pregnant  should  not  handle  Avodart  due 
to  the  potential  risk  of  a  specific  birth 
defect.  Do  not  donate  blood  until  at  least 
six  months  after  stopping  Avodart.  Tell 
your  doctor  if  you  have  liver  disease. 
Avodart  may  not  be  right  for  you. 
Possible  side  effects,  including  sexual 
side  effects  and  swelling  or  tenderness 
of  the  breast,  occur  infrequently. 
See  important  information  on  next  page. 


Do  you  have  an  enlarging  prostate? 

If  you  have  any  of  these  urinary  symptoms, 
talk  to  your  doctor. 


•  Urination  starts 
and  stops. 

•  Frequent  urge 
to  urinate. 

•  Difficulty  emptying 
your  bladder. 


■  Symptoms  get  in 
the  way  of  your  life. 

■  Getting  up  to 
urinate  2  or  more 
times  a  night. 


JtyODART 

Soft  Gelatin  Capsules  0.5  mg 
FOR  YOUR  GROWING  PROBLEM 


GlaxoSmithKline 

more  information,  call  1-800-769-8402  or  visit  avodart.com.  If  you  don't  have  prescription  coverage,  visit  pparx.org,  or  call  1-888-4PPA-NOW  ( l-888-477-?'>(>9|     i1  J^'  P*n*rstofor 

J  r         r  o  rr  e  .    Prescription  AiwtajX* 


Patient  Information 

AVODART®  (dutasteride)  Soft  Gelatin  Capsules  A  0  b  m9/Qnce  Da"y 

AVODART  is  for  use  by  men  only. 


/tyODART 


Read  this  information  carefully  before  you  start  taking  AVODART.  Read  the 

information  you  get  with  AVODART  each  time  you  refill  your  prescription.  F/  i 

There  may  be  new  information.  This  information  does  not  take  the  place  [CiUtQSt6FlCi6i 

of  talking  with  your  doctor.  ' 


What  is  AVODART? 

AVODART  is  a  medication  for  the  treatment  of  symptoms  of 
benign  prostatic  hyperplasia  (BPH)  in  men  with  an  enlarged 
prostate  to: 
Improve  symptoms 

Reduce  the  risk  of  acute  urinary  retention  (a  complete 
blockage  of  urine  flow) 

Reduce  the  risk  of  the  need  for  BPH-related  surgery 

AVODART  is  not  a  treatment  for  prostate  cancer.  See  the  end 
of  this  leaflet  for  information  about  how  AVODART  works. 

Who  should  NOT  take  AVODART? 

Women  and  children  should  not  take  AVODART.  A  woman 
who  is  pregnant  or  capable  of  becoming  pregnant  should 
not  handle  AVODART  capsules.  See  "What  are  the  special 
warnings  for  women  about  AVODART?" 
Do  not  take  AVODART  if  you  have  had  an  allergic  reaction 
to  AVODART  or  any  of  its  ingredients. 

What  are  the  special  warnings  for  women 
about  AVODART? 

Women  should  never  take  AVODART. 
Women  who  are  pregnant  or  may  become  pregnant  should 
not  handle  AVODART  Capsules.  If  a  woman  who  is  pregnant 
with  a  male  baby  gets  enough  AVODART  into  her  body 
after  swallowing  it  or  through  her  skin  after  handling  it, 
the  male  baby  may  be  born  with  abnormal  sex  organs. 

What  are  the  special  precautions 
about  AVODART? 

Men  treated  with  AVODART  should  not  donate  blood  until 
at  least  6  months  after  their  final  dose  to  prevent  giving 
AVODART  to  a  pregnant  female  through  a  blood  transfusion. 
Tell  your  doctor  if  you  have  liver  problems.  AVODART  may 
not  be  right  for  you. 

How  should  I  take  AVODART? 

Take  1  AVODART  capsule  once  a  day. 
■  Swallow  the  capsule  whole. 

•  You  can  take  AVODART  with  or  without  food. 

•  If  you  miss  a  dose,  you  may  take  it  later  that  day.  Do  not 
make  up  the  missed  dose  by  taking  2  doses  the  next  day. 

«  You  may  find  it  helpful  to  take  AVODART  at  the  same 
time  every  day  to  help  you  remember  to  take  your  dose. 


What  are  the  possible  side  effects  of  AVODART? 

Possible  side  effects  are  impotence  (trouble  getting  or  keeping 
an  erection),  a  decrease  in  libido  (sex  drive),  enlarged  breasts, 
a  decrease  in  the  amount  of  semen  released  during  sex,  and 
allergic  reactions  such  as  rash,  itching,  hives,  and  swelling  of 
the  lips  or  face.  These  events  occurred  infrequently. 

Talk  with  your  doctor  if  you  have  questions  about  these 
and  other  side  effects  that  you  think  may  be  related  to 
taking  AVODART. 

How  should  I  store  AVODART? 

AVODART  is  a  soft  gelatin  capsule  that  may  become  soft 
and  leak  or  may  stick  to  other  capsules  if  kept  at  high 
temperatures.  Store  AVODART  capsules  at  room  temperature 
of  77°F  (25°C)  or  lower. 

If  your  capsules  are  cracked  or  leaking,  don't  use  them, 
and  contact  your  pharmacist. 

General  information  about  AVODART. 

Do  not  use  AVODART  for  a  condition  for  which  it  was 

not  prescribed. 

Do  not  share  your  AVODART. 

Ask  your  doctor  about  how  often  you  should  return  for 
a  visit  to  check  your  BPH. 

A  blood  test  called  PSA  (prostate-specific  antigen)  is 
sometimes  used  to  detect  prostate  cancer.  AVODART 
will  reduce  the  amount  of  PSA  measured  in  your  blood. 
Your  doctor  is  aware  of  this  effect  and  can  still  use  PSA 
to  detect  prostate  cancer  in  you. 

If  you  have  questions  about  AVODART,  ask  your  doctor  or 
pharmacist.  They  can  show  you  detailed  information  about 
AVODART  that  was  written  for  healthcare  professionals. 

How  does  AVODART  work? 

Prostate  growth  is  caused  by  a  hormone  in  the  blood  called 
dihydrotestosterone  (DHT).  AVODART  lowers  DHT  production 
in  the  body,  leading  to  shrinkage  of  the  enlarged  prostate  in 
most  men.  Just  as  your  prostate  became  large  over  a  long 
period  of  time,  reducing  the  size  of  your  prostate  and 
improving  your  symptoms  will  take  time.  While  some  men 
have  fewer  problems  and  symptoms  after  3  months  of 
treatment  with  AVODART,  a  treatment  period  of  at  least 
6  months  is  usually  necessary  to  see  if  AVODART  will  work 
for  you.  Studies  have  shown  that  treatment  with  AVODART 
for  2  years  reduces  the  risk  of  complete  blockage  of  urine 
flow  (acute  urinary  retention)  and/or  the  need  for  surgery 
for  benign  prostatic  hyperplasia. 
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Oracle 


say  she  graduated  in  the  top  of  her  class 
at  Harvard  Law),  and  13  years  later  he 
brought  her  to  Oracle.  They  speak  five 
times  a  day.  "Her  power  isn't  that  she  has 
a  lot  of  people  working  for  her;  she  does- 
n't," says  Henley,  the  board  chairman. 
"Her  power  is  that  she's  on  the  same 
wavelength  as  Larry." 

Catz  gets  tough  when  the  sales  force 
wants  to  discount  prices.  She's  the  effi- 
ciency queen.  She  folded  70  employee  data- 
bases into  a  single  one  to  scrutinize  labor 
costs.  Oracle  had  dozens  of  call  centers 
when  she  arrived;  now  it  has  just  five  scat- 
tered across  several  time  zones.  Oracle  is 
now  neck  and  neck  with  Microsoft  in  prof- 
itability, with  an  operat- 
ing ( Ebitda,  that  is)  mar-  StdCkll 
gin  of  42%  in  its  last 
fiscal  year  (versus  43% 
at  Microsoft).  That  mar- 
gin is  up  from  the  26%  it 
was  when  Catz  arrived. 

By  mid-2003  Charles 
Phillips  had  quit  Morgan 
Stanley  to  run  sales,  cozy- 
ing  up  to  customers  in 
the  "I'm  listening"  role 
that  Ellison  avoids.  Catz 
and  Ellison  began  to  look 
at  acquisitions. 

Ellison  had  insisted  he  wouldn't  buy 
his  way  into  applications,  saying  acquisi- 
tions were  disastrous,  given  the  technical 
challenges  and  the  fact  that  engineers 
often  flee  after  a  merger.  His  reluctance 
faded  amid  Oracle's  faltering  in-house 
efforts  and  his  own  view  that  the  software 
industry  was  slowing  down  and  might 
never  reaccelerate. 

"Everyone's  top-  and  bottom-line  growth 
had  slowed.  IT  budgets  were  in  decline.  The 
funny  thing  was  that  this  was  patendy  ob- 
vious, but  no  one  seemed  to  notice,"  he  says. 
In  April  2003  he  met  with  the  board  to  pore 
over  a  list  of  eight  targets.  Oracle  spent  18 
months  in  pursuit  of  PeopleSoft,  prevailing 
over  the  objection  of  the  U.S.  government 
and  pressing  the  PeopleSoft  board  into  fir- 
ing Ellison's  old  charge  Craig  Conway.  The 
final  price  of  $  1 1  billion  was  more  than  dou- 
ble Oracle's  initial  offer. 

The  PeopleSoft  deal  closed  in  January 
2005,  and  Oracle  had  bought  eight  more 
companies  by  last  September  (Retek  for 


$665  million,  Iflex  for  $725  million,  and 
such  firms  as  Oblix,  TripleHop  and 
TimesTen),  culminating  in  a  bid  for 
Siebel.  That  deal  closed  in  January.  By 
June  2006  Oracle  locked  up  1 1  more. 

The  rash  of  dealmaking  doubled 
Oracle's  share  of  core  business  applica- 
tions (excluding  desktop  apps  like  spread- 
sheets) to  10%.  SAP  has  28%.  The  cost  of 
that  expansion  can  be  seen  on  Oracle's 
balance  sheet.  Over  the  past  two  years  it 
has  spent  $14  billion  in  cash,  not  quite 
half  of  that  money  borrowed  in  the  bond 
market. 

Ellison,  ever  in  character,  says  it  was 
all  worth  it.  Some  95%  of  the  newly 


Over  the  past  20  years  Oracle  has  beaten  rival  tech 
behemoths  in  all  but  earnings-per-share  growth. 

ANNUALIZED  GROWTH 

AVERAGE 

EARNINGS  SALES 
PER  SHARE      PER  SHARE 

RETURN 
ON  EQUITY 

ORACLE 

26.0%1  32.5% 

37.1% 

IBM 

3.1  5.3 

15.8 

MICROSOFT 

28.22  29.2 

31.4 

'18  years^19  years.  Source:  Reuters  Fundamentals  via  FactSet 
Research  Systems. 

acquired  customers  stayed  on;  Oracle 
now  serves  30,000  applications  accounts. 
"Keeping  these  customers  is  an  im- 
mensely profitable  business  for  us,"  he 
says.  Catz  adds:  "We  now  have  a  much 
larger  presence  in  all  these  accounts.  Lots 
of  SAP  customers  are  now  Oracle  cus- 
tomers because  they  were  running  Siebel 
or  PeopleSoft." 

Between  databases  and  applications, 
Oracle  gets  a  steady  annual  residual  of 
$6.6  billion  a  year  in  support  revenue, 
almost  half  of  its  $14.4  billion  total.  For 
every  $1  million  in  new  software  sales, 
Oracle  gets  $220,000  a  year  in  upkeep 
revenue  over  a  five-year  stretch.  That 
predictable  stream  is  roughly  40%  more 
profitable  than  writing  and  selling  new 
software.  And  this  software,  once  in, 
rarely  gets  ripped  out. 

"Open  source  would  be  interesting  if 
we  could  start  from  scratch,  but  we're  with 
Oracle  for  the  next  20  years.  It  hurts  too 
much  to  switch,"  says  Kevin  Horner  of 
Alcoa,  which  went  all-Oracle  in  2000. 


A  key  advantage  of  his  flurry  of  deals 
is  that,  Ellison  says,  "Our  applications 
engineering  team  is  twice  as  big  as  it  used 
to  be.  And  it's  not  just  size,  it's  the  experi- 
ence they  have  of  being  first.  Banking, 
telecom  and  government.  We  weren't  first 
before  we  bought  these  companies." 

Bradley  Wright,  tech  chief  at  Hous- 
ton engineering  firm  Carter  &  Burgess, 
agrees.  "Now  Oracle  has  the  best  minds 
in  the  industry,"  he  says.  He  recently 
chose  Oracle  to  manage  contracts  and 
expenses. 

Ellison  is  betting  his  biggest  customers 
will  enthusiastically  embrace  Fusion.  Most 
of  Oracle's  15,000  developers  now  work 
on  new  software,  borrowing  the  best  fea- 
tures the  company  acquired.  The  building 
blocks  of  Fusion  were  completed  last  year, 
says  John  Wookey,  Oracle's  applications 
chief,  and  by  2008  they  will  become  a 
seamless  amalgam  of  databases,  applica- 
tions and  the  middleware  that  stitches 
them  together.  Part  of  the  selling  proposi- 
tion: unified  security  and  user  access; 
quick  upgrades. 

Some  clients  are  dubious.  "Fusion  is 
just  another  new  release  with  similar  fea- 
tures. We  won't  spend  more  because  of 
it,"  says  David  Ernst,  chief  technologist 
at  the  California  State  University  system, 
Oracle's  biggest  college  account.  But 
David  M.  Rudzinsky,  tech  chief  of  med- 
ical devices  firm  Hologic,  is  more  opti- 
mistic. "Customizing  the  software  is  now 
Oracle's  job.  Before,  that  was  our  prob- 
lem," he  says. 

Ellison,  for  his  part,  will  just  keep  on 
sailing — solo,  when  it  comes  to  the  suc- 
cession question.  Back  in  1998,  when  he 
sailed  his  yacht,  the  Sayonara,  in  his  first 
America's  Cup,  he  and  his  crew  endured 
630  miles  through  rough  seas  and  hurri- 
cane-force winds  off  Australia.  Ellison  was 
lucky  to  come  out  alive;  five  boats  sank 
and  six  sailors  died.  Next  April  he  will  be 
on  the  high  seas  again. 

"I'm  a  major  in-the-moment  person," 
he  says.  "If  this  is  what  I'm  doing  now, 
I'm  not  going  to  be  lusting  for  the  next 
day  or  something  that's  going  to  happen 
two  weeks  from  now.  I'm  just  going  to 
enjoy  what's  happening  now."  One  won- 
ders whether  his  shareholders  feel  quite 
the  same  way.  F 
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Shell  Shocked 

Scrambling  to  catch  up  after  its  oil  reserves  scandal, 
Shell  is  running  ever  faster  to  stay  in  place.  Is 
there  salvation  in  natural  gas?  By  Christopher  Helman 

IT  TOOK  $200  MILLION,  A  FINNISH  ICEBREAKER  EQUIPPED  WITH  A  175-TON  CRANE  AND  A 
floating  hotel  that  housed  450  roughnecks  flown  in  from  around  the  world.  In  May,  two  months 
ahead  of  schedule,  the  floating  armada  assembled  by  Royal  Dutch  Shell  completed  repairs  on  its 
giant  Mars  tension-leg  platform  in  the  Gulf  of  Mexico.  Hurricane  Katrina  had  turned  Mars  into 
a  pile  of  steel  spaghetti,  dumped  its  100-ton  derrick  under  3,000  feet  of  water  and  mangled 
pipelines  on  the  seafloor.  Resurrected,  Mars  went  back  to  producing  130,000  barrels  of  oil  and  150 
million  cubic  feet  of  natural  gas  (the  equivalent  of  another  26,000  barrels)  a  day. 

Getting  Mars  back  online  early  was  a  triumph  for  Shell — and  a  rare  piece  of  good  news  for  the 
worlds  third-largest  oil  and  gas  company.  Financially,  Shell  is  healthy,  with  a  $6.9  billion  profit  on  rev- 
enue of  $76  billion  in  the  first  quarter.  Analysts  expect  it  to  earn  $24  billion,  or  $7.28  a  share,  this  year. 

But  $75  oil  hides  a  multitude  of  sins.  In  physical  terms  Shell  is  weak.  Over  the  past  three  years  it  has 
replaced  only  38%  of  the  oil  it  has  pumped.  It  is  desperately  searching  for  new  pools  of  crude  while  try- 
ing to  make  up  for  their  scarcity  by  shifting  its  focus  toward  natural  gas.  Gas  is  plentiful  but  hard  to 
move — hence,  in  most  cases,  much  less  valuable  as  it  comes  out  of  the  ground.  Shell  has  suffered 
disarray  in  giant  projects  in  Nigeria  and  on  Russia's  Sakhalin  Island,  and  pricey  delays  in  developing 
j  several  prospects,  including  South  Mars. 

All  oil  companies  confront  the  fact  that  petroleum  is  getting  hard  to  find  in  politically  stable  parts  of 
|  the  globe.  But  Shell  is  in  more  of  a  crisis  than  the  others  because  of  a  problem  of  its  own  doing: 
f  For  years  it  exaggerated  the  size  of  its  reserves.  In  January  2004  it  confessed  to  the  problem,  eventually  slic- 
5  ing  4.5  billion  barrels  of  oil-and-gas  equivalents  off  proved  reserves,  which  now  stand  at  1 1.5  billion  bar- 
|  rels.  Counting  only  crude  oil,  reserves  are  down  from  6.6  billion  barrels  in  January  2003  to  4.6  billion  now. 
|  This  is  more  than  a  bookkeeping  matter.  Shells  production  of  oil  has  been  dwindling  at  a  rate  of  7%  a  year. 

"This  company  has  been  losing  ground  now  for  many  years,  and  I  don't  like  that,"  says  Jeroen  van 
|  der  Veer,  the  58-year-old  chief  executive.  "I  didn't  see  the  reserves  crisis  as  something  isolated— no,  I  think 
|  the  whole  company  was  losing  ground.  We  knew  it,  but  we  kept  on  doing  more  of  the  same." 

Other  oil  companies  did  a  better  job  of  coping  with  the  scarcity  of  new  oilfields.  Says  Robert 
;<  Kessler,  an  analyst  at  Simmons  &  Co.  in  Houston:  "Exxon  kept  building  right  through  the  last  down 
|  cycle.  They  booked  resources  back  then  so  that  they'd  have  them  now." 

Now  Shell  is  rushing  to  catch  up.  Its  capital  budget  this  year,  at  $19  billion,  leads  ExxonMobil's 
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$  1 7  billion  and  BPs  $  1 6  billion,  despite  the  fact  that  it  is  smaller  than 
either.  Most  of  this  wad  is  going  into  huge  projects  in  Nigeria,  Canada, 
Brazil,  the  Gulf  of  Mexico,  Russia,  Australia,  Qatar  and  Saudi  Ara- 
bia, all  due  to  be  completed  by  2015.  These,  plus  a  collection  of  smaller 
(and  iffier)  drilling  prospects,  are  attached  to  fossil  fuel  reservoirs 
that  may  harbor  the  equivalent  of  60  billion  barrels  of  oil  equivalent. 

"Equivalent"  covers  up  as  much  as  it  reveals.  A  barrel  of  oil  has 
as  much  energy  as  5,700  cubic  feet  of  gas  but  is  worth  $75,  versus 
$35  for  the  gas.  Oil  costs  $20  per  barrel  to  find,  extract  and  ship 
across  the  ocean.  Shipping  the  gas  equivalent  entails  liquefying  it, 
keeping  it  superchilled  on  an  LNG  tanker,  then  regasifying  it  at  the 
other  end,  at  a  combined  cost  of  $22.50.  That 
assumes  that  permission  can  even  be 
found  to  land  the  LNG.  In  the  U.S.  that's 
hard  to  come  by. 

It  is  significant,  then,  that  Shell  re- 
lies on  gas  for  48%  of  its  fossil 
fuel  production  by  energy  value,  while 
the  corresponding  ratio  at  other  giant 
oil  companies  is  between  37%  and  41%. 
Shell  may  be  in 
love  with  gas  be- 
cause it  has  no 
choice. 


oiner  e 


"This  company  has 
been  losing  ground 
for  many  years, 
and  I  don't  like 
that. 


I  have  no  doubt  that 
the  future  is  gas,"  Van 
der  Veer  recently 
told  a  conference 
in  Amsterdam. 
In  Shell's  99- 
year  history  Van 
der  Veer  is  the 
first    of  his 
type — a  sole 
chief  execu- 
tive, ruling 
from  head- 
quarters in 
the  Hague. 
Until  last 


year  the  company  was  a  Siamese  twin  of  British  and  Dutch  corpora- 
tions, with  dual  stock  listings  and  dueling  boards  of  directors.  Trained 
as  an  economist  and  mechanical  engineer  before  joining  Shell  in  1971, 
the  skinny  (he's  an  avid  jogger),  bespectacled  Van  der  Veer  is  at  ease 
with  flowcharts  and  schematics.  He  shows  off  a  series  he  has  metic- 
ulously hand-drawn  on  graph  paper  and  keeps  in  a  black  binder.  It's 
his  way  of  reducing  Shell's  problems  to  underlying  components,  dis- 
tilling strategy  into  a  mantra  familiar  to  every  executive:  "More 
upstream,  profitable  downstream."  If  your  production  goes  up,  your 
income  from  refining  and  marketing  also  goes  up. 

The  current  mess  has  its  origins  in  the  late  1990s,  when  then 
chairman  Mark  Moody- Stuart,  instead  of  beefing  up  exploration 
and  production,  cut  cap-ex  and  dismissed  thousands  of  seasoned 
managers  and  engineers.  The  idea  was  for  Shell  to  keep  growing 
in  an  asset-light  manner,  outsourcing  much  of  the  drilling  to  oil- 
field contractors  like  Schlumberger.  Whoever  was  spinning  the 
drill  bits  and  selecting  the  spots  at  which  to  sink  them,  Shell 
wasn't  developing  new  oil  and  gas  fields  fast  enough  to  replace 
what  it  pumped  out. 

Unsurprisingly,  Shell  started  "finding"  lots  more  oil  and  gas  by 
reevaluating  what  it  already  had.  For  the 
three  years  ending  with  2000,  Shell  legiti- 
mately replaced  just  60%  of  produced 
reserves.  But  Phillip  Watts,  head  of  explo- 
ration and  production,  boldly  reported  a 
three-year  average  replacement  rate  of 
102%.  According  to  an  investigation 
conducted  for  Shell  by  New  York 
City  law  firm  Davis,  Polk  & 
Wardell,  Watts'  ability  to 
hit  the  numbers  got 
him  appointed  chair- 
man in  2001. 
In  Oman  Shell  overbooked 
250  million  barrels  of  oil  equivalent  in  reserves  it 
expected  to  find  in  expansions  of  existing  fields.  In 
Australia  it  booked  500  million  BOE  from  the  Gor- 
gon gas  fields,  even  though  it  hadn't  yet  decided  to 
invest  in  the  project.  None  of  this  was  publicly  known  when 
Watts  moved  up  to  the  chairman's  suite.  He  was  replaced  in  E&P 
by  Walter  van  der  Vijver,  who  soon  realized  the  extent  of  over- 
bookings  but  didn't  sound  the  alarm.  Indeed,  in  2002  he  flubbed  a 
rare  opportunity  to  help  Shell  grow  out  of  its  reserves  hole,  selling 
out  its  remaining  50%  stake  in  an  Indian  oil  prospect  to  Cairn 
Energy  for  $7.25  million.  Cairn  has  since  found  3.5  billion  barrels 
of  oil  there. 

Following  reviews  of  operations  in  Oman  and  Nigeria,  Shell 
released  a  statement  in  January  2004  saying  it  would  recategorize 
20%  of  its  proved  reserves.  That  prompted  questions  and  investi- 
gations. In  March  2004  Watts,  Van  der  Vijver  and  Judith  Boynton, 
the  chief  financial  officer,  resigned.  Shell's  investigations  revealed 
overbookings  in  100  of  its  300  biggest  fields.  The  eventual  fallout 
included  four  more  restatements  and  $240  million  in  fines  and 
civil  settlements,  with  two  more  cases  pending. 

A  managing  director  since  1997,  Van  der  Veer  had  run  a  refin- 
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HUMAN  CAPITAL  MANAGEMENT: 
What  the  C-Suite  Needs  to  Know  About  Recruitment  and  Retention 

rechnology,  Branding  Alter 
The  Talent  Landscape 

By  David  Creelman 


ever  before  have  companies  worked  as  hard  to  lure  the 
best  and  brightest  candidates,  and  hang  on  to  them  once 
they  re  hired.  And  never  before  have  they  had  as  many 
tools  —  or  as  much  competition  for  talent. 


ADVERTISEMENT  2 

ecruhing,  which  was  historically  a  staid  human  resources 
function,  is  changing  dramatically.  The  most  significant 
changes  have  been  driven  by  technology,  but  there  also 
has  been  a  conceptual  revolution.  The  best  recruiters  no  longer 
d»ink  like  administrators,  but  like  marketers.  Back  in  the  late 
1990s  —  the  war-for-talent  days  —  HR  professionals  realized 
that  a  good  company  image  was  critical  in  wooing  top-notch  tal- 
ent. In  a  rare  case  of  a  concept  making  its  way  across  the  hallway 
from  marketing  to  HR,  recruiters  began  talking  about  their 
"employment  brand."  Alias|Wavefront  (recently  acquired  by 
Autodesk  Inc.  in  San  Rafael,  Calif.)  uses  its  brand  as  a  compet- 
itive advantage  by  marketing  itself  as  a  very  cool  place  to  work. 
The  company  even  won  an  Oscar  for  its  special-effects  software. 

HR  professionals  now  talk  about  the  employee  value  proposition, 
just  as  marketers  talk  about  the  customer  value  proposition. 
Admittedly,  some  of  the  time  this  is  just  talk,  but  there  is  a  big 
difference  between  companies  that  think  of  employees  as  widgets  to 
be  bought  and  those  that  think  of  employees  as  talent  to  be  wooed. 

Of  course,  recruiting  good  people  is  pointless  if  you  cannot  keep 
them.  Retention  is  a  major  concern  both  in  low-skill  work  (such  as 
call  centers,  where  the  issue  is  keeping  turnover  at  manageable 
levels)  and  high-skill  work,  where  companies  scramble  to  hold  on 
to  their  best  employees. 

Managers  know  that  both  recruitment  and  retention  are  important, 
but  they  often  do  a  lousy  job.  Hiring  people  is  annoying  because 
it  always  seems  like  an  additional  project  atop  of  an  already  busy 
schedule.  There  is  also  usually  pressure  to  fill  job  vacancies  quickly. 
That  is  hardly  conducive  to  good  hiring. 

Unlike  recruiting,  controlling  turnover  by  keeping  in  touch  with 
employee  concerns  is  an  everyday  activity  but  one  easily  put  off  until 
tomorrow,  which  is  just  what  most  managers  do. 


APPLYING  RECRUITING  TECHNOLOGIES 

The  pressure  to  compete  is  forcing  human  resources  to  become 
more  technically  sophisticated.  It  took  only  a  few  years  for  job 
boards  like  Monster,  CareerBuilder  and  Yahoo  Hotjobs  to  chang« 
the  rules  for'sourcing  job  applicants.  Instead  of  getting  a  stack  o: 
paper  r£sum£s  in  reply  to  a  newspaper  advertisement,  recruiter! 
get  electronic  applications  in  response  to  online  advertisement: 
or  else  pull  online  resumes  out  of  electronic  databases. 

Job  boards  make  finding  candidates  much  easier,  although  thi 
solution  is  not  without  its  own  peculiar  headaches.  Recruitinj 
departments  may  find  hundreds  of  candidates,  but  still  face  th< 
problem  of  winnowing  out  the  good  applicants  from  mediocre  ones. 

Neal  Bruce,  vice  president  of  alliances  for  Waltham,  Mass.-basec 
Monster  Inc.,  says  the  real  issue  is  the  "50  to  five  problem." 

"It's  not  hard  to  get  50  candidates  to  apply  for  a  job,  but  it  i 
very  difficult  to  tell  which  of  those  50  is  the  best,"  says  Bruce 
"No  matter  how  hard  you  or  your  technology  stare  at  a  resume 
it  just  does  not  contain  enough  reliable  information  to  mak 
that  distinction." 

Monster  is  tackling  the  "50  to  five  problem"  with  the  help  c 
assessment  tests  from  Development  Dimensions  Internation: 
(DDI),  an  HR  consultancy  near  Pittsburgh.  Assessment  tests  hav 
improved  significantly  in  the  past  decade,  but  are  still  shaking  off 
well-earned  bad  reputation  of  being  biased,  unreliable  and  unscien 
rific.  Actually,  many  assessment  tests  are  still  unreliable,  but  the  be; 
vendors  offer  tests  that  help  organizations  pick  better  candidate: 
Today,  testing  is  usually  done  only  in  person  and  near  the  end  of  th 
selection  process,  but  that's  changing.  The  Monster-DDI  alliance 
testing  candidates  online  so  the  hiring  company  has  much  bett« 
data  for  short  listing,  "selecting  in"  good  candidates  rather  tha 
"screening  out"  questionable  ones. 


ENSEMBLE  WORKFORCE  SOLUTIONS 

Ensemble  Workforce  Solutions  simplifies  the  complexities  of  managing  a 
contract  workforce.  We  design,  implement  and  manage  vendor-neutral 
contract  workforce  programs  that  are  entirely  aligned  with  our  clients' 

business  requirements. 

Our  proprietary,  state-of-the-art  web-based  technology  provides  improved  visibility  of 
costs  across  the  entire  enterprise.  Ensemble  Workforce  Solutions  operates  in  20  countries 
and  services  many  Forbes  500  companies.  Our  clients  have  experienced  dramatic  savings  as 
well  as  improved  performance  and  controls  by  working  with  Ensemble  Workforce  Solutions. 

The  innovative  solutions  offered  by  Ensemble  are  flexible,  customizable 
and  scalable  to  meet  each  customer's  unique  workforce  needs.  The  breadth 
and  depth  of  cur  service  offerings  are  unsurpassed  in  the  marketplace. 


www.ensemblemsp.com 


ENSEMBLE 

WORKFORCE  SOLUTIONS 

An  4XI1JIN  Company 
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Pop  Quiz: 


Are  you  happy? 

Are  your  employees  happy? 

Are  your  employees  happy 
that  you  are  happy? 

Are  you  happy  that  you  are  not 
one  of  your  employees? 

Are  you  happy  with  the  bottom-line? 

Are  you  happy  with  last  quarter? 

Are  you  happy  you  are  being  asked 
if  you  are  happy? 

Are  you  happy  to  know  that  you 
can  find  out  how  happy  you  are 

at  www.WorkHappyQuiz.com? 


o 


o 
o 
o 
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Another  approach  is  to  directly  contact  just  the  "right"  five  people. 
Employee  referral  programs  are  very  effective  in  finding  suitable 
candidates  because  employees  know  both  the  candidate  and  the 
organization  well  —  ensuring  there  is  a  good  fit.  A  2006  study  by 
global  consultancy  Booz  Allen  Hamilton  rated  the  quality  of  referred 
applicants  as  88  out  of  100,  far  better  than  any  other  sourcing  method 
it  surveyed. 


of  wooing  them. 

There  are  some  surprising  collateral  benefits  to  job  boards.  Th< 
data  flow  in  online  recruiting  is  large.  Monster  analyzes  150  mil 
lion  job  searches  a  month,  and  companies  are  just  beginning  tc 
understand  how  to  take  advantage  of  this  data:  everything  fron 
knowing  where  to  site  a  new  facility  based  on  local  labor  market 
to  being  alerted  to  incipient  talent  shortfalls. 


networking"  is  one  of  the  most  promising 
recruiting  innovations  of  recent  years. 


According  to  Allan  Schweyer,  president  and  executive  director 
of  the  Human  Capital  Institute  based  in  Washington,  D.C., 
"social  networking,"  or  using  technology  to  expand  on  the  power 
of  traditional  employee  referral,  is  one  of  the  most  promising 
recruiting  innovations  of  recent  years.  Schweyer  cites  Linkedln, 
Jobster  and  H3.com  as  companies  that  utilize  social-networking 
technology  to  help  companies  find  candidates.  All  these  compa- 
nies use  the  Internet  to  connect  to  a  larger  network  of  people 
than  could  be  reached  otherwise. 

The  biggest  advantage  of  social  networking  is  that  it 
can  find  people  not  actively  on  the  job  market.  At  any  given 
time,  the  number  of  people  actively  looking  for  jobs  is  only  a 
fraction  of  the  total  working  population.  Gallup  surveys  show 
most  people  are  not  very  engaged  in  their  jobs;  they  would  con- 
sider an  offer  if  they  got  one,  but  they  are  heads  down  at  work 
and  not  surfing  job  boards.  If  a  company  can  use  technology  to 
find  the  best  people,  Schweyer  believes  they  have  a  good  chance 


BEWARE  THE  LIMITATIONS 
OF  TECHNOLOGY 

Technology  certainly  makes  recruiting  easier  than  ever  before.  Th 
problem  is  that  managers  often  don't  know  what  they  need,  and  this 
the  toughest  problem  in  recruitment.  The  most  common  form  of  thi 
challenge  is  that  managers  do  not  put  in  the  effort  to  think  througf 
and  communicate,  what  they  want.  They  tell  the  recruiter:  "Get  me 
cost  accountant,"  without  specifying  in  detail  what  they  really  neec 
The  result  is  wasted  time  and  a  suboptimal  hire.  This  is  not  just  aboi 
managers  being  lazy;  it  can  be  hard  work  to  define  what  you  need. 

"HR  has  to  get  answers  to  three  questions:  What  is  the  most  impo: 
tant  thing  this  person  has  to  do?  What  are  some  problems  the  perso 
needs  to  solve?  What  are  some  deliverables  that  you  expect?"  says  La 
Adler,  president  of  The  Adler  Group,  a  recruitment  and  executive-searc 
consulting  company  based  in  Irvine,  Calif.  This  sort  of  discipline  goes 
long  way  toward  sourcing  and  selecting  the  right  candidates. 

Sometimes  it  takes  a  subde  mind  to  tease  out  just  what  is  needei 


SilkRoad 

technology 


SilkRoad  technology's  user-friendly, Web-based  talent  management  solutions 
drastically  improve  talent  recruiting,  onboarding,  retention  and  compensation 
for  our  clients  worldwide. 

RedCarpet,  our  market-leading  onboarding  solution,  brings  consistency,  accountability 
and  efficiency  to  that  crucial  time  between  when  an  employee  accepts  a  job  offer  and  when 
he  or  she  is  contributing  fully  to  your  company's  success. 

By  engineering  every  step  of  the  onboarding  process  from  the  employee's  perspective, 
RedCarpet  helps  your  company  establish  a  foundation  for  strong  and  satisfying  relationships 
with  your  new  hires. 

From  the  employer's  perspective,  RedCarpet's  intuitive  dashboard  interface  and  highly  evolved 

content  management  system  transform  what  was  once  a 
scramble  of  tasks  and  data  gathering  into  a  well-coordinated 
symphony  that  delivers  a  positive  bottom-line  impact. 

You  work  hard  to  find  and  hire  the  best  and  brightest  people. 
If  you're  ready  to  make  them  shine,  contact  us  today  for  a 
RedCarpet  demonstration. 


ANDREW  "FLIP" 

FILIPOWSKI 

CHIEF  EXECUTIVE 
OFFICER 

SilkRoad  technology  ii 


www.silkroadtech.co 


ALETA  FORCIONE  DOESN'T  HAVE  A  GREEN  THUMB. 
IN  FACT,  IF  THERE  WERE  A  COLOR  DARKER  THAN  BLACK, 
SHE'D  HAVE  THAT  COLOR  THUMB. 


[  ! 


YOUR  WORKFORC 


Aleta  Forcione  isn't  much  of  a  gardener  but  she's  an  expert  when  it 
comes  to  helping  you  manage  your  workforce.  With  our  comprehensive 
suite  of  software  and  services,  she  can  help  you  reduce  absenteeism  to 
lower  payroll  expenses,  reduce  compliance  risk,  and  improve  productivity. 
Call  Aleta  at  (800)  225-1 56 1  or  go  to  kronos.com. 


€4  KRONOS 
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as  when  Ron  Dembo  was  starting  up  Toronto,  Canada-based 
Algorithmics  to  provide  enterprise  risk  solutions.  People  told  him  he 
needed  employees  who  could  execute.  But  Dembo  believed  there  was 
a  key  distinction  between  worlds  that  are  well  understood,  like  auto 
manufacturing,  and  worlds  that  are  completely  uncertain,  as  was  the 
field  of  financial  risk  during  Algorithmics'  start-up.  He  hired  people 
who  were  good  at  managing  research,  not  delivery,  and  the  company 
built  a  stunning  team  of  financial  engineers. 

This  kind  of  insight,  in  the  face  of  contrary  advice,  is  at  the  heart  of 
getting  competitive  advantage  through  recruitment.  At  this  point, 
consultants  could  have  studied  successful  Algorithmics  employees  to 
create  a  profile  for  selecting  new  hires,  but  that  would  have  been  a  dis- 
aster. At  a  certain  point  a  business  matures,  and  Algorithmics  reached 
the  stage  where  it  needed  not  out-of-the-box  thinkers,  but  people  who 
could  deliver.  So  Dembo  changed  the  recruiting  specs  and  got  people 
who  were  good  at  execution.  None  of  this  is  done  by  formula.  It  is  all 
about  confronting  this  very  tough  problem  of  figuring  out  what  kind 
of  talent  you  really  need. 

It  is  not  always  just  about  matching  one  person  to  one  role,  though. 

"Ask  which  competencies  a  leader  needs  and  people  will  insist  on  a 
long  list  that  no  one  person  can  fill,"  says  Dave  Crisp,  chief  executive 
officer  of  Crisp  Strategies  in  Toronto,  Canada.  "HR  needs  to  think  in 
terms  of  hiring  a  team  that  collectively  has  that  suite  of  competencies, 
not  filling  a  job  with  one  miracle  worker." 

Another  wrinkle  is  that  sometimes  it  is  better  to  hire  talented 
people  and  build  the  role  around  them,  rather  than  looking  for 
someone  who  fits  a  predefined  mold.  This  hiring  strategy  is  very  much 
in  tune  with  the  popular  idea  of  building  an  individual's  strengths 
rather  than  fixing  his  or  her  weaknesses.  It  puts  the  onus  on  having  a 
great  mix  of  talent  and  deploying  it  in  a  creative  way,  rather  than 
designing  a  set  of  roles  and  then  attempting  to  fill  them. 


MAKING  RETENTION  TOP  OF  MIND 

Organizations  can  do  a  lot  to  improve  retention  if  they  put  the 
mind  to  it. 

"We  have  seen  many  organizations  reduce  turnover  by  more  tha 
50%  in  one  year,"  says  Derrick  Barton,  chief  talent  leader  at  the  Cent« 
for  Talent  Retention  in  Denver. 

The  first  issue  for  companies,  says  Barton,  is  setting  retention  goa 
and  holding  managers  accountable.  Too  many  companies  just  shru 
when  good  people  leave.  Good  companies  make  it  clear  that  retentio 
is  part  of  the  managers  job.  And  it's  not  just  the  job  of  immediai 
managers,  according  to  Don  Fowke,  managing  director  of  the  Ne1 
Management  Network  in  Toronto. 

Says  Fowke:  "The  manager-once-removed  (the  boss's  boss)  h; 
an  important  role  to  play  in  retention.  It  is  his  or  her  job  to  tak 
a  long-term  view  of  an  individual's  career  and  make  sure  short-ten 
pressures  do  not  get  in  the  way.  For  example,  a  manager  may  t 
reluctant  to  release  an  employee  for  a  career-enhancing  move  becau: 
making  the  numbers  is  easier  if  the  employee  stays  put.  Frequentl 
such  short-term  action  lies  behind  good  people  quitting  for  greem 
pastures.  An  alert  manager-once-removed  can  head  this  off." 

The  second  big  insight  is  that  retention  is  really  a  one-to-or 
process.  We  tend  to  think  of  retention  as  a  human  resoura 
responsibility:  Is  HR  providing  good  compensation,  benefits  an 
work-life  programs  so  we  can  keep  our  people?  But  the  accountabili 
for  retention  has  to  lie  with  the  individual  manager.  And  it  is  n< 
enough  for  managers  to  create  a  good  atmosphere  in  general;  they  ha1 
to  win  the  commitment  of  each  employee  one  at  a  time. 

The  easiest  way  to  do  this  is  simply  to  ask  each  person  what  mak 
them  want  to  stay,  says  Dr.  Beverly  Kaye,  founder  and  chief  executi' 
officer  of  Career  Systems  International  in  Scranton,  Pa.,  and  coauthi 
of  Love  Em  or  Lose  'Em:  Getting  Good  People  to  Stay. 


KRONOS  -  A  COMPLETE  SOLUTION  FOR 
HR  MANAGEMENT 

The  economic  recovery  continues,  and  more  people  —  from  young  Gen  Yers  to  mature  baby 
boomers  —  are  enjoying  greater  opportunities.  But  this  upbeat  climate  is  also  forcing  HR 
professionals  to  search  for  better  ways  to  recruit  and  retain  top  talent,  as  well  as  meet  the 
needs  of  an  increasingly  diverse  workforce. 

We  understand  this  at  Kronos,  because  we're  workforce  management  experts.  We  enable 
organizations  to  consolidate  their  patchwork  of  HR  and  payroll  processes  and  applications  into  one 
easy-to-use  solution  that  reduces  costs  and  keeps  employees  productive,  motivated  and  retained 
for  as  long  as  possible. 

Our  solutions  also  make  it  easy  to  attract  best-fit  candidates  through  the  use  of  automated  tools 
that  simplify  compensation  planning,  applicant  tracking,  hiring  and  onboarding.  And 
our  solutions  make  it  easy  to  motivate  employees  and  reward  top  performers, 
increasing  competitiveness  today  and  well  into  the  future. 

To  learn  more,  visit  www.kronos.com/Products/wf_HR.htm,  or  for  a  free  white 
paper  on  retention,  gc  to  www.kronos.com/About/wpaper_HRMS_retention.htm. 
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If  we  managed  their  contract  workers, 
the  world  would  be  talking  about  "the  Straight  Tower  oF  Pisa' 


ltact  Lisa  Quattrini,  Executive  Vice  President,  at  1-888-828-2750. 
Axium  International  Company/Certified  MBE.  ensemblemsp.com  Workforce  Solutions. 
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"It  only  takes  20  minutes,  but  it's  something  most  managers  fail  to 
find  the  time  for,"  says  Kaye. 

Some  companies,  such  as  call  centers  and  grocery  stores,  use  ana- 
lytical tools  to  fight  chronically  high  turnover.  Organizations  with 
high  population  jobs  typically  have  a  lot  of  data  about  retention. 
If  they  take  the  time  to  study  that  data,  they  can  determine  factors 
driving  retention.  They  can  compare  sources  of  recruitment:  Do 
people  whom  they  hire  through  referrals  stay  longer  than  people  who 
apply  off  the  street?  They  can  see  whether  training  results  in  staff 
staying  longer.  They  can  see  what  sorts  of  assessment  profiles  their 
long-retention  employees  have. 

Unicru,  a  Beaverton,  Ore.-based  workforce  acquisition  specialist, 
studied  the  frontline  staff  at  grocery  store  chain  Albertsons.  Unicru, 
which  is  being  acquired  by  HR  technology  company  Kronos  in  a 
$150  million  deal  announced  in  July,  found  that  by  adjusting  the 
profile  used  to  select  employees,  Albertsons  could  improve  retention. 
Once  Albertsons  knew  it  was  hiring  people  who  would  stay,  it  went 
on  to  the  more  strategic  step  of  tuning  the  selection  to  get  frontline 
people  with  especially  strong  customer  service  skills. 

One  of  the  best  tools  to  improve  retention  is  a  good  "onboarding" 
program  —  the  process  that  was  once  called  orientation.  R.  Dixon 
Thayer,  chief  executive  officer  of  I-Trax  Inc.  in  Chadds  Ford,  Pa.,  says 
his  company  makes  onboarding  a  priority. 

"Most  people  spend  a  lot  of  time  on  recruitment  and  very  little  time 
bringing  the  people  onboard."  says  Thayer.  "Recruiting  is  the  easy 
part;  the  really  tough  part  is  making  sure  they  get  up  to  speed." 

He  adds:  "It's  like  mergers  and  acquisitions.  Everyone  invests  a 
lot  of  time  on  the  merger,  but  then  lets  it  fail  in  the  tough  work 
of  integration." 

Onboarding  appears  to  be  an  area  ripe  for  improvement.  According 
to  San  Francisco-based  Taleo  Research,  only  61%  of  Global  2000 
companies  have  formal  onboarding  processes. 

THE  BIG  MISTAKES 

Thayer  says  the  biggest  mistake  he  has  made  in  recruiting  was 
compromising  on  a  pretty  good  candidate,  instead  of  holding  out  for 
someone  outstanding. 

Jeffrey  Pfeffer,  a  professor  of  organizational  behavior  at  Stanford 
University,  says  the  biggest  mistake  recruiting  managers  make  is  hiring 
people  who  are  like  themselves. 

Perhaps  the  more  general  mistake  is  under-investing  in  recruitment 
and  retention.  There  are  ample  tools,  lcnowledge  and  technology  avail- 
able. Companies  whose  competitive  advantage  lies  in  people  would  do 
well  to  follow  the  lead  of  former  General  Electric  Co.  Chief  Executive 
Jack  Welch.  To  Welch,  recruiting,  developing  and  retaining  talent  was 
not  something  leaders  ought  to  do  when  they  have  some  free  time. 
It  is  the  heart  of  a  leader's  job.  ■ 
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AIRS 

White  River  Junction.  Vt. 

1-800-466-1010 
www.airsdirectory.com 

Authoria 

Waltham,  Mass. 
1-877-6AUTHOR 
http://authoria.com 

BrassRing 

Waltham,  Mass. 
1-888-747-4473 
www.brassring.com 

Deploy  Solutions  Inc. 

Auburndale,  Mass. 
1-877-GO-DEPLOY 
www.deploy.com 

Development  Dimensions 
International 

Bridgeville,  Pa. 
1-800-933-4463 
www.ddiworld.com 

Ensemble  Workforce  Solutions 
(An  Axium  International  Company) 

Los  Angeles,  Calif. 
1-88*828-2750 
www.ensemblemsp.com 

HireDesk 

Richmond,  British  Columbia, 
Canada 
604-278-4414 
www.hiredesk.com 

HireRight  Inc. 

Irvine,  Calif. 
1-800-400-2761 
www.hireright.com 

Hogan  Assessment  Systems 

Tulsa.  Okla. 
1-800-756-0632 
www.hoganassessments.com 

ICIMS 

Hazlet,  NJ. 
1-800-889-4422 
www.icims.com 

Kenexa  Corp. 

Wayne,  Pa. 
1-877-9.71-9171 
www.kenexa.com 

Kronos 

Chelmsford.  Mass. 
1-800-225-1561 
www.  kronos  .com 

Peopleclick  Inc. 

Raleigh.  N.C. 
1-877-820-4400 
www.peopleclick.com 


Pre  Visor 

Atlanta,  Ga. 

1-800-367-2509 

www.previsor.com 

SilkRoad  technology  inc. 

Winston-Salem,  N.C. 

1-866-329-3363 

www.silkroadtech.com 

Taleo  Corp. 

San  Francisco,  Calif. 

1-888-836-3669 

www.taleo.com 

Unicru  Inc. 

Beaverton,  Ore. 

1-800-933-6321 

www.unicru.com 

VirtualEdge  Corp. 

Newtown,  Pa. 

215-504-5400 

www.VirtualEdge.com 

Vurv  Technology 
(formerly  Recruitmax) 

Jacksonville,  Fla. 

1-877-394-5644 

www.vurv.com 

Workstream  Inc. 

Ottawa,  Ontario,  Canada 

1-86&470-WORK 

www.workstreaminc.com 

Job  Boards 

CareerBullder.com 

Chicago,  III. 

1-800-891-8880 

www.careerbuilder.com 

CareerJournal.com 

Princeton,  NJ. 
www.careerjournal.com 

CollegeRecruiter.com 

Minneapolis.  Minn. 

1-800-83S4989 

www.collegerecruiter.com 

Dice  Inc. 

New  York,  N.Y. 

212-725-6550 

www.dice.com 

Monster  Inc. 

New  York  City,  N.Y. 

1-800-MONSTER 

www.monster.com 

Yahoo  HotJobs 

New  York  City,  N.Y. 
646-351-5300 

http://hotjobs.yahoo.com/ 


ery,  worked  overseas  and  been  president  of  the  Royal  Dutch  side, 
overseeing  its  chemicals  business — and  so  hadn't  been  tarred  by 
E&P.  He  approved  Shell's  shareholder  reports  for  2002  and  2003 
but  says  he  was  unaware  that  the  reserves  in  those  reports  were 
padded.  "I  feel  no  responsibility,"  he  insists.  "Otherwise,  I  wouldn't 
be  sitting  here." 

Estimating  reserves  is  as  much  art — or  politics — as  science.  Shell 
has  been  in  Nigeria  for  50  years,  and  there's  a  lot  of  oil  there.  But 
how  much  can  it  get  its  hands  on?  Some  of  its  Nigerian  fields  had 
leases  set  to  expire  before  the  company  could  possibly  recover  the 
oil  it  claimed  as  proved  reserves.  And  relations  with  the  host  gov- 
ernment are  not  good.  The  company's  enemies  in  that  country 
accuse  it  of  destroying  the  environment,  bribing  officials,  arming 
security  forces  and  working  behind  the  scenes  to  silence 
anti-Shell  protesters.  The  company  says  it  is 
a  responsible  corporate  citizen  and  respects 
human  rights. 

In  1995  Shell  discovered  Bonga,  Nige 
ria's  biggest  oil  and  gas  field,  with  600  mil- 
lion BOE  of  proved  and  probable  reserves. 
The  plan  was  to  bring  Bonga  online  by 
2003.  But  sloppy  management,  violence 
and  lackluster  Nigerian  contractors 
made  that  date  impossible.  After  the 
company  rebuffed  an  order  by  Nige- 
ria's congress  to  pay  $1.5  billion  in 
environmental  reparations,  militants 
in  Nigeria's  Warri  region  repeat- 
edly attacked  Shell  infrastructure 
and  kidnapped  20  contractors, 
killing  2.  Bonga  finally  came 
online  in  November  2005  at  a 
cost  of  $3.6  billion,  $900  mil- 
lion over  budget.  It  will  reach 
200,000  BOE  per  day  of  pro- 
duction later  this  year.  Not  a 
day  too  soon:  Production  at 
Shell-operated  ventures  in 
Nigeria  has  fallen  from 
910,000  BOE  a  day  in  2003 
to  a  recent  450,000. 

Soon  after  taking  over 
in  early  2004,  Van  der 
Veer  launched  a  push  to 
improve  Shell's  project 
management.  He's  hired 
3,000  new  technical 
staff  and  is  schooling 
them  in  the  finer 
points  of  procure- 
ment, cost  estima- 
tion and  reserve 
classification. 
Higher  up  the 
chain,  Van  der 
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most  promising  projects  are  also  its 
expensive  ventures.  Will  they  pay  o' 


Veer  put  in  place  more  reserve  coordinators  and  auditors,  account- 
able not  to  E&P  planning  and  strategy  managers  but  to  senior 
executives.  Replenishing  reserves  is  no  longer  a  metric  to  evaluate 
executives  and  dole  out  bonuses. 

Van  der  Veer  has  another  headache.  Sakhalin  Island,  lying 
off  the  eastern  coast  of  Siberia,  is  believed  to  hold  50  billion  BOE 
of  oil  and  gas.  The  reserves  are  being  developed  in  at  least  five 
projects;  Shell  is  in  charge  of  the  second,  Sakhalin  II.  In  partner- 
ship with  Japanese  LNG  shippers  Mitsui  and  Mitsubishi,  Shell 
hopes  to  tap  17  trillion  cubic  feet  of  gas  (that's  3  billion  BOE)  and 
1 .2  billion  barrels  of  oil.  The  Kremlin  watches  these  projects  very 
carefully,  since  Russia  is  in  line  to  receive  royalties  once  the  ven- 
ture's costs  are  paid  off.  In  2000  Shell  figured  it  would  cost  $9  bil- 
lion to  build  Sakhalin  II,  including  a  103,000-ton  concrete 
base,  220  feet  tall,  sunk  100  feet  below 
■  the  iceberg-strewn  waves,  with  seismic 
B  shock  absorbers  to  stabilize  the  plat- 
M  form  against  earthquakes;  an  LNG  liq- 
M  uefaction  plant  that,  at  1 .3  billion  cubic 
■  feet  of  gas  a  day  for  up  to  30  years, 
K  would  be  the  world's  largest;  and 
B  thousands  of  miles  of  pipeline  criss- 
crossing pristine  rivers  and  streams. 
But  concrete,  steel  and  labor 
weren't  getting  any  cheaper.  And 
there  were  unanticipated  expenses  in 
new  roads  as  well  as  pipelines  to 
appease  environmentalists  protect- 
ing whale  migrations  and  salmon 
runs.  Costs  were  rising,  but  Shell 
didn't  know  how  much  until  last 
year,  when  Van  der  Veer  ordered 
new  analyses.  Further  complicat- 
ing matters,  Shell  was  also 
negotiating  to  trade  half  of  its 
55%  stake  in  Sakhalin  II  with 
state-owned  gas  monopoly 
Gazprom  for  half  of  a  giant 
natural  gas  field  called 
Zapolyarnoye.  A  week  after 
signing  that  deal,  Shell  says 
it  completed  its  reassess- 
ment for  Sakhalin  Us  cost 
$20  billion. 

Russian  President 
Vladimir  Putin  wasn't 
pleased.  Meeting  with 
Van  der  Veer  in  the 
Hague  last  Novem- 
ber, Putin  reportedly 
criticized  the  cost 
escalation.  The  fate 
of  that  deal  is  now 
on  hold,  and  Rus- 
sia   has  since 
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$3.6  billion 

is  what  it  cost  to  build  Bonga  and 
produce  200,000  BOE  a  day. 


$20  billion 

makes  Sakhalin  the  world's  most 
costly  energy  project.  source 


Source:  Shell. 
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excluded  Shell  from  the  international  con- 
sortium developing  the  giant  Shtokman  gas 
field  in  the  Barents  Sea.  "Is  Sakhalin  still  a 
good  deal?  That's  what  we  think,"  says  Van 
der  Veer.  If  Shell  succeeds  in  developing  4 
billion  BOE  at  a  mere  $20  billion,  it's  paying 
$5  a  barrel  in  capital  costs.  That's  not  bad, 

Oil  Versus  Gas  

Shell  is  betting  its  future  on  natural 
gas.  But  except  for  syndiesel,  gas 
can't  hold  a  flame  to  liquid  fuels, 
whether  from  oil  sands  or  deep 
water,  while  crude  hangs  at  $75. 

Syndiesel'^^^^^^^^^^^^^w . 


given  that  Shell  averaged  $8.90  in  capital 
spending  per  BOE  produced  last  year.  Yet  on 
top  of  that  will  come  operating  costs  of  $6  or 
so  per  BOE  to  get  Sakhalin's  bounty  out  of 
the  ground. 

Canada  is  even  less  hospitable  to 
investors:  The  tarry,  sandy  reserves  there 
soak  up  more  like  $24  a  barrel  in  capital 
and  $15  in  production  costs.  Still,  the  $3 
billion  Shell  has  spent  on  Canadian  oil 
sands  since  1999  is  starting  to  pay  off,  as 
the  current  200,000  barrels  per  day  may 
grow  to  500,000.  In  March  the  company 
paid  $400  million  to  lease  200,000  acres 
in  Alberta.  That  looks  like  a  bargain, 
given  that  30  billion  barrels  of  oil  lie 
beneath,  but  the  oil  is  molasses-thick  and 
locked  in  very  tight  limestone  forma- 
tions. Shell  intends  to  insert  heaters  into 
the  reservoir  1,000  feet  below  the  surface 
and  cook  the  crude  in  place  to  650 
degrees  Fahrenheit  so  that  it  can  be 
sucked  up  through  conventional  wells. 
The  heaters  might  work  as  intended— or 
they  might  not. 

Given  the  extent  to  which  sand,  tar  or 
murderous  thugs  get  in  the  way  of  petro- 


leum production,  it's  no  surprise  that 
Shell's  engineers  see  salvation  in  natural 
gas.  For  decades  gas  in  remote  locations 
was  flared  off  as  a  nuisance  by  product 
alongside  more  easily  shipped  oil.  That 
started  to  change  in  1973,  when  Shell  com- 
pleted its  first  liquefied  natural  gas  plant  in 
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Brunei.  LNG  plants  chill  the  gas  to  -260 
degrees  Fahrenheit,  thereby  shrinking  its 
volume  600-fold,  so  that  it  can  be  shipped 
to  gas-hungry  nations  like  Japan,  Korea 
and,  shore  neighbors  permitting,  the  U.S. 
At  10.3  billion  cubic  feet  (or  1.8  million 
BOE)  a  day,  Shell's  gas  output  is  on  track  to 
surpass  oil  in  five  years,  with  one-seventh 
of  the  gas  being  liquid  at  some  point  on  the 
journey  to  the  customer. 

With  liquefaction  plants  in  five  coun- 
tries, Shell  ships  a  dominant  34%  of  the 
worlds  LNG,  a  business  that  is  growing  at 
14%  a  year.  Between  1999  and  2006  Shell 
spent  $12  billion  to  develop  li  LNG  pro- 
cessing plants,  producing  5.2  billion  cubic 
feet  a  day.  This  year  in  Oman  it  completed 
a  plant  that  processes  500  million  cubic  feet 
a  day  at  a  cost  of  $700  million,  the  lowest 
ever.  By  2009  it  expects  to  bring  on  8  new 
gas-chilling  operations. 

Some  of  Shell's  brightest  longer-term 
gas  prospects  are  in  Saudi  Arabia,  where  it 
has  done  business  since  the  1940s  and 
helped  build  chemical  plants.  As  a  token  of 
that  close  relationship,  Van  der  Veer  has  a 
bejeweled  curved  Saudi  dagger,  a  tradi- 


tional gift  to  boys  entering  manhood, 
hanging  in  his  otherwise  spartan  corner 
office.  In  mid-July  Shell  began  the  first  of 
seven  wildcat  wells  it  will  drill  this  year  in 
the  Kingdom's  Rub  al- Khali,  a  desert 
known  as  the  Empty  Quarter  (a  name  Van 
der  Veer  hopes  is  merely  metaphorical). 
The  work  is  part  of  a  joint  venture  led  by 
Shell  (40%  stake),  Saudi  Aramco  and  Total, 
which  will  explore  81,000  square  miles  of 
desert,  half  the  size  of  California.  No  telling 
how  much  gas  they'll  find,  because  no  one 
ever  bothered  to  look  for  it. 

Next  door  in  Qatar,  Shell  is  preparing 
to  build  a  $4  billion  LNG  project  and  a 
$6  billion  plant  that  will  convert  gas  into  a 
synthetic  diesel  fuel  worth  $95  a  barrel. 
Shell  already  operates  the  world's  biggest 
gas-to-diesel  plant,  in  Bintulu,  Malaysia, 
which  produces  some  15,000  barrels  a  day. 
Qatar's  plant  will  do  140,000. 

If  you  can  turn  natural  gas  into  a  high- 
value  fuel,  why  not  do  the  same  with  coal, 
which  is  even  more  plentiful  in  parts  of  the 
globe  (like  the  U.S.  and  China)?  Shell's  gasi- 
fication technique  consists  of  partially  com- 
busting pulverized  coal  to  yield  carbon 
monoxide  and  hydrogen  gas,  which  combine 
to  form  synthetic  natural  gas. 

After  pollutants  like  mercury  and  sulfur 
are  filtered  out,  the  clean  syngas  can  be 
burned  to  create  electricity,  like  at  the  250- 
megawatt  power  plant  Shell  built  in 
Buggenum,  Holland.  Or  it  can  produce 
chemical  feedstocks,  at  a  lower  cost  than  nat- 
ural gas,  as  at  the  1 5  gasification  plants  being 
built,  using  Shell  technology,  in  China  Shell 
aims  to  combine  coal  gasification  with  gas- 
to-diesel  technology  in  an  alliance  with  coal 
miner  Anglo  American. 

Up  to  a  point,  lavish  capital  outlays 
like  these  can  make  up  for  a  shortage  of 
old-fashioned  oil  wells.  Hell-bent  to 
replace  reserves,  Shell  has  earmarked 
just  $5  billion  this  year  for  dividends  and 
share  buybacks— compared  with  $20  bil- 
lion" each  for  ExxonMobil  and  BP.  Skep- 
tical, or  simply  embittered  over  the 
reserve  accounting  scandal,  investors 
price  Shell  at  only  9  times  trailing  earn- 
ings, versus  1 1  and  12  for  its  two  larger 
rivals.  Van  der  Veer,  who  says  he  expects 
to  be  in  his  job  for  no  more  than  six 
more  years,  will  have  to  work  quickly  to 
prove  the  skeptics  wrong.  F 
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All  figures  are  generalized  across  the  industry  and  are  per  barrel  of  oil  equivalent. 
Gross  margins  are  before  income  tax  and  excluding  depreciation  and  amortization. 
'Made  in  Qatar  from  natural  gas.  2From  Gulf  of  Mexico.  3From  Canadian  tar  sands. 
"From  Qatar.  Sources:  Simmons  &  Co.;  John  S.  Herold,  Inc.;  Forbes  estimate. 
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Creative  Giving 


Charity 
Begins 
On  The 

Home 
Page 

Good  causes  are 
getting  sawier  about 
doing  auctions 
electronically  j  By 
Chana  R.  Schoenberger 


THE  ONLY  THING  MORE  PRE- 
dictable  than  the  salmon-and- 
wild-rice  dinner  at  a  charity 
gala  is  the  compulsory  patrol  of 
the  silent  auction.  Competing 
bidders  hover  awkwardly  over  the  clip- 
boards. When  the  checks  are  rounded  up, 
the  charity  may  find  that,  despite  selling  a 
fair  number  of  gift  certificates  and  spa 
treatments,  it  hasn't  covered  its  overhead. 

During  the  first  Internet  boom 
dozens  of  companies  competed  to  put 
charity  auctions  on  the  Web.  It  made 
sense:  An  online  auction  opens  up  the 
bidding  to  a  wider  audience  and  takes  up 
less  time  and  space.  "You  try  setting  up 
400  items  in  a  room,"  says  James  Wint- 
ner,  owner  of  New  York  City  online  auc- 
tion firm  BenefitEvents.com. 

Only  a  handful  of  Web  auctioneers 
survived  the  tech  bust:  99%  of  the  $14.6 
billion  charities  raised  last  year  from  auc- 
tions was  done  offline.  But  the  survivors 
(and  a  few  startups  in  their  wake)  are 
coming  up  with  some  improvements  on 
the  idea.  Chief  among  the  innovations  is  a 
more  powerful  ability  to  analyze  bidding 
databases  to  help  nonprofits  maximize 
their  take  from  auctions. 

A  Cambridge,  Mass.  firm  called 
Cmarket  offers  charities  access  to  a  trove 


of  data  it  has  collected  from  past  auctions. 
The  company  will  steer  nonprofits  toward 
items  that  sell,  such  as  luxury  trips  and 
theater  tickets,  and  away  from  things  that 
typically  don't,  such  as  electronics, 
antiques  and  baby  gifts.  "We  know  five 
days  before  the  close,  with  95%  accuracy, 
where  an  auction  will  end  up,"  says  Jon  E. 
Carson,  Cmarket's  chief  executive. 

Jeffrey  Reid,  Cmarket's  director  of 
product  analytics,  is  working  with  Deepak 
Malhotra,  an  assistant  professor  at  Har- 
vard Business  School,  to  identify  what 
affects  an  auction's  success.  A  tip  from 
them:  Set  higher  opening  bids.  Low  open- 
ing bids  whip  up  a  frenzy  but  don't  gener- 
ate the  highest  price. 

Cmarket  lets  charities  sell  ads  on  auc- 
tion sites  to  defray  the  cost  of  a  Cmarket 
auction.  (It  charges  $695  and  9%  of  the 
first  $60,000  raised.)  Cmarket  is  also  sell- 
ing national  sponsorships  based  on  the 
promise  of  hard  data  on  who  sees  the 
sponsor's  ad  on  the  auction.  Zipcar,  an 
hourly  auto  rental  agency,  so  far  is  the 
only  sponsor  signed  up. 

Cmarket  also  pitches  its  auctions  as 
great  vehicles  for  marketers  to  reach  the 
well-off  gala-goer.  It  has  built  up  a  con- 
signment catalog  of  200  popular  items  any 
charity  can  auction  off,  including  trips  to 


Hawaii  and  hot-air  balloon  rides. 
The  donors  get  to  write  off  the  cost 
of  the  item;  the  winning  bidder 
gets  to  deduct  the  amount  paid 
over  fair  value. 

The  Cancer  Community  Cen- 
ter in  South  Portland,  Me.  sold  for 
$7,500  a  trip  to  Hawaii  consigned 
to  Cmarket  for  $5,000.  The  Center 
kept  the  $2,500  difference  and  net- 
ted $70,000  overall  in  an  online 
auction  in  March,  double  what  it 
brought  in  two  years  ago. 

Cmarket  has  hosted  1,600  auc- 
tions with  $12  million  spent  on  win- 
ning bids  since  its  founding  in  2002, 
absorbing  $20  million  in  venture 
funding  without  yet  achieving  prof- 
itability. Since  last  year  Cmarket  has 
seen  its  auction  volume  rise  150% 
and  its  revenue  triple.  To  what  level 
it  won't  say,  but  its  average  auction 
grosses  $18,000  now  (for  revenue  of 
$1,600),  and  it  expects  to  handle 
1,000  auctions  this  year.  The  employee  count 
is  55. 

In  its  first  online  auction  this  June  the 
Bronx  High  School  of  Science  raised 
$33,000  with  Cmarket's  help,  compared 
with  $20,000  from  last  year's  offline  ben- 
efit. "I  got  many  e-mails,  especially  from 
alumni,  saying,  'This  is  great  the  school  is 
doing  it ...  it's  a  way  for  us  to  get  involved 
even  if  we  can't  come  to  the  auction,'"  says 
auction  chairman  Beth  M.  Herman. 

Ebay,  through  its  Giving  Works  pro- 
gram, waives  auction  fees  to  charities 
who  want  to  sell  to  its  203-million-strong 
audience.  The  smaller  auctioneers  can't 
match  that  reach  but  can  offer  features 
Ebay  lacks,  such  as  making  auctions 
invite-only. 

But  online  auctions  still  have  glitches. 
At  the  Menlo  School,  in  Atherton,  Calif., 
this  year's  online  auction  grossed 
$100,000  selling  wine,  career  mentoring 
and  tickets  to  a  Caribbean-theme  bash. 
But  auction  chairman  Marie  Lehman  was 
frustrated  with  Cmarket  because  its  Web 
interface  was  difficult  to  use  and  couldn't 
send  winners  customized  e-mails.  "That's 
a  huge  problem  for  us,"  says  Lehman.  She 
plans  to  hire  a  different  vendor  next  year. 
Cmarket  agrees  that  customized  e-mails 
are  a  good  idea.  F 
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Philips 


POWER  PLAY!"  SHOUTS  REINIER 
Jens,  standing  with  the  crowd  in 
the  seats  above  the  ice  of  Philips 
Arena  in  Atlanta.  The  Thrashers 
are  at  home,  dominating  the 
Washington  Capitals.  Jens  chose  Thrashers 
fandom  when  he  arrived  in  the  U.S.  three 
years  ago  from  the  Netherlands. 

It  was  a  good  career  move.  Jens,  presi- 
dent of  Royal  Philips  Electronics'  North 
American  consumer  electronics  division, 
heads  up  to  the  Philips  skybox  in  between 
periods.  For  three  minutes  he  hobnobs  with 
customers  in  a  room  that  is  lined  with  Philips 
flat-screen  televisions  (as  is  most  of  the  sta- 
dium). Then  Jens  heads  back  to  the  cheap 
seats,  leaving  his  sales  execs  to  carry  on. 

It's  a  simple  approach,  and  for  Jens  there 
is  almost  no  greater  virtue  than  simplicity. 
Philips'  new  marketing  slogan,  the  Jane 
Austen-mangling  "Sense  and  Simplicity," 
says  Jens,  is  key  to  understanding  how 
Philips— one  of  the  largest  electronics  com- 
panies in  the  world,  with  $38  billion  in  sales — 
has  for  the  first  time  in  15  years  posted  a  profit 
in  the  North  American  consumer  electron- 
ics business.  It's  a  small  profit,  an  estimated 
0.5%  net  of  sales,  according  to  Sanford  Bern- 


ics  is  still  Philips'  largest  division,  responsi- 
ble for  $13  billion  in  annual  sales.  The  U.S. 
generates  $3.2  billion  of  that. 

Under  Jens'  watch,  Philips  slashed  redun- 
dant products,  severed  ties  with  unprofitable 
retail  customers  and  upped  the  company's  ex- 
posure to  the  hot  flat-panel-screen  business. 
By  flooding  the  market  with  cheap,  sub- 
$  1 ,000  flat-panels  under  its  Magnavox  brand, 
Philips  went  from  owning  only  5.4%  of  the 
North  American  LCD  market  in  the  begin- 
ning of  2005  to  19.3%  one  year  later,  accord- 
ing to  DisplaySearch.  By  contrast  Sony  had 
14.5%,  Sharp  12.8%.  Jens'  division  also  came 
up  with  more  than  its  share  of  the  $450  mil- 
lion in  operating  costs  cut  from  Philips' 
worldwide  consumer  electronics  business. 

Jens,  49,  has  been  rewarded  for  his  quick 
success  in  the  U.S.  with  a  promotion.  In 
August  he'll  take  over  consumer  electronics 
for  all  of  Europe,  with  the  instruction  to  repli- 
cate his  U.S.  business  model  there. 

Jens  is  a  loyal  company  man;  he  started 
at  Philips  20  years  ago.  A  textbook  turn- 
around plan  was  under  way  when  he  arrived 
in  Atlanta:  outsource  manufacturing  and 
customer  service,  focus  on  marketing  and 
branding.  But  things  moved  too  slowly  for 


whatever  they  could  ship.  It  was  a  broken- 
down  process." 

Jens  says  his  job  was  to  get  the  com- 
pany to  focus  on  the  few  things  Philips 
did  well.  He  sat  with  the  marketing  and 
sales  departments  in  a  modest  office, 
eschewing  the  executive  suite  hidden 
behind  frosted  glass.  Within  months  of 
his  arrival  he  had  cut  the  number  of 
products  Philips  sold  in  the  U.S.  from  600 
to  100.  He  directed  his  sales  reps  to  con- 
centrate on  only  the  100  largest  retailers 
(75%  of  the  business  is  with  the  10 
largest),  abandoning  hundreds  of  smaller 
chains  that  weren't  profitable  for  Philips. 

Philips  began  to  let  the  largest  retailers 
pick  up  its  mass-market  products  directly 
from  its  Asian  factories,  lowering  their  cost. 
For  everyone  else  Jens  required  orders  of  a 
full  truckload  at  a  time.  Shipping  a  27-inch 
TV  costs  $8  if  the  truck  is  full  but  $20  if  its 
not.  Signs  hung  around  the  office  read  "LTL" 
(for  "less  than  truckload")  with  a  red  slash 
across  the  letters. 

Selling  flat-screen  TVs  requires  a  bit  of 
flimflammery,  since  competing  sets  look 
nearly  identical.  Two  years  ago  Philips 
introduced  its  Ambilight  line  of  flat-panel 


Move  Into  the  Light 

Philips  finally  figured  out  how  to  make  money  selling  TVs  in  the  U.S.  Credit 
a  funky  backlight — and  a  stern  threat  from  the  boss  By  David  Armstrong 


stein  analyst  Scott  Geels.  (Margins  are  richer 
in  Europe,  where  the  brand  is  better  known.) 
But  it  signals  for  once  that  the  Europeans  can 
hold  their  own  against  Asian  competitors  like 
Samsung,  Sony  and  Hitachi 

Credit  a  heightened  sense  of  urgency.  In 
2001  Philips  Chief  Executive  Gerard  Kleis- 
terlee  told  a  reporter  that  if  Philips  couldn't 
make  a  profit  in  North  American  consumer 
electronics  within  a  few  years,  he  would  shut 
it  down.  "Everyone  knew  we  had  to  do  some- 
thing. You  can't  be  in  this  business  and  not 
be  in  the  US,"  says  Jens.  Consumer  electron- 


Jens.  "We  were  trying  to  be  everything  to 
everyone,"  he  says. 

Employees  felt  they  were  drowning  in 
irrelevant  projects,  trying  to  forecast,  market 
and  track  hundreds  of  different  products. 
Philips  sold  a  dozen  virtually  identical  portable 
CD  players,  but  marketing  staffers  were 
spending  more  than  half  their  workweek  in 
meetings,  going  over  details  to  make  sure 
every  new  product  had  its  official  "launch." 

Meanwhile,  says  Seong  Ohm,  vice  pres- 
ident of  electronics  for  Sam's  Club,"They  were 
constantiy  out  of  product.  We  got  shipped 


screens,  which  sense  the  primary  color  of 
the  on-screen  image  and  project  a  simi- 
larly colored  light  onto  the  wall  behind  the 
television,  making  the  screen  seem  to  float 
in  a  halo  of  light.  Philips  funded  a  study  of 
the  screen's  potential  benefits  that  showed 
some  reduction  in  eye  strain  and  fatigue, 
but  mostly  it  helps  the  Philips  TV  stand 
out.  "It's  the  only  differentiator  for  us," 
admits  Jens. 

Ambilights  are  Philips'  most  expensive 
sets  and  get  75%  of  the  Philips'  $30  mil- 
lion consumer-electronics  ad  budget  in 
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Flat-Out  Growth 


Buyers  are  snapping  up  thin  LCDs  and  plasmas  as  prices  fall. 

North  American  market  share  of  TV  units,  first  quarter 
TubeMB  Rear  projection ■■     LCD  SSI     Plasma  — 


Average  selling  price  for  40-to-44-inch  HD  plasma  TV,  North  America 
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North  America.  The  most  recent  Ambi- 
Light,  a  42-inch  high-definition  LCD  with 
lights  on  four  sides,  costs  $3,999,  about 
$1,000  more  than  the  market  average  for 
a  42-inch  LCD.  Philips  estimates  it  will  sell 
$1  billion  worth  of  Ambilight  televisions 
worldwide  in  2006. 

"The  first  thing  I  hear  is  gimmick,'" 
says  John  Morog,  Philips'  hyperenthusias- 
tic  national  training  manager.  To  combat 
that  perception,  later  this  year  Morog  and 
his  group  will  visit  2,500  stores  at  least  six 
times  each  to  educate  the  frontline  sales 
folks  about  the  benefits  of  the  backlit  TV. 


"I  say  to  them,  'Let's  get  that  out  in  the  open. 
Let's  talk  about  it."' 

Jens  says  Philips'  future  growth  in  the  U.S. 
lies  in  premium  products,  tech  toys  like  high- 
definition  TVs,  wireless  music  systems  and, 
later  this  year,  Blu-ray  disc  players.  Philips, 
taking  a  cue  from  Apple,  is  striving  to  make 
its  electronics  simpler  in  their  design  and 
function.  New  product  concepts  include  glass 
orbs  beautiful  enough  to  pass  as  coffee-table 
objets  dart  that  wirelessly  re- 


Philips'  researchers  are  toying  with  an  MP3 
player  that  senses  everyone  else  with  the  same 
player  within  90  feet,  allowing  you  to  tune 
in  to  what  they  are  listening  to  and  get  the 
track  information. 

As  long  as  people  are  craving  wall-size 
plasma  and  LCD  screens,  Philips  will  do 
fine  in  North  America.  As  Jens  heads  off 
to  a  bigger  job  in  Europe,  he  refuses  to 
admit  luck  had  anything  to  do  with  his 


success  in  North  America. 
Simple  measures  saved  Philips'     TT.  ,  .  .     ,      ,  ., 

ceive  digital  photos  and  North  American  electronics  His  biggest  mistake  while 
videos;  simply  shake  the  orb  business:  Reinier  Jens  with  a  m  trie  States?  "We  didn't 
and  the  pictures  change,   new  Ambilight  screen.  move  faster."  F 
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CHRIS  CONNO 
along.  But  v 
By  Christop- 


and  Sherwin-Williams  are  rolling 
out  for  those  lead-paint  lawsuits. 

teiner 


ROM  HIS  CORNER  OFFICE  ON  THE 
12th  floor  of  Sherwin-Williams' 
headquarters,  Christopher  Connor 
can  keep  an  eye  on  the  steady  flow 
of  barge  traffic  pushing  along 
Cleveland's  Cuyahoga  River.  It's  a  fitting  image 
for  the  paint  company  he  runs,  which  last  year 
chugged  along  with  18%  gains  in  both  sales 
($7.2  billion)  and  net  income  ($463  million) 
by  coating  millions  of  ships,  autos,  bridges, 
toys,  computer  shells  and  homes. 

"We're  just  about  everywhere,"  Connor 
says.  Indeed,  90%  of  the  U.S.  lives  within  50 
miles  of  a  Sherwin  store.  The  company  has 
a  presence  in  all  of  the  ten  biggest  paint  re- 
tailers (Home  Depot,  Lowe's,  Sears  et  aL)  in 
one  form  or  another,  from  Dutch  Boy  (sold 
at  Wal-Mart,  among  others),  Minwax  and 
Krylon  (sold  nearly  everywhere)  to  the 
high-end  Pratt  &  Lambert  (sold  at  hardware 
stores).  It  also  has  the  largest  chain  of  paint 
shops  in  North  America,  at  3,100. 

This  would  be  a  growth  stock  for  Wall 
Street  to  love  but  for  one  century-old  skele- 
ton in  the  closet:  lead.  Henry  A.  Sherwin — 
a  real-life  Silas  Lapham  out  of  the  William 
Dean  Howells  novel — sank  his  life's  savings 
of  $2,000  into  the  business  in  1866,  which 
took  off  from  a  single  store  and  linseed  oil 
plant  in  Cleveland  to  a  second  giant  shop  in 
Chicago  and  then  on  across  America.  By 
1880  Sherwin  made  the  country's  best- 
selling  house  paint,  promising  it  would  not 
"crack,  flake  or  chalk  off?'  By  the  early  20th 
century  Sherwin  was  making  paint  with  lead- 
based  pigment,  even  after  the  company  pub- 
lished an  article  in  1904  warning  that  "white 
lead  is  poisonous  in  a  large  degree,  both  for 
the  workmen  and  for  the  inhabitants  of  a 
house  painted  with  white  lead  colors."  For  the 
last  17  years  the  paintmaker  has  been  a  fat 
bull's-eye  for  attorneys  general  and  fee-hun- 
gry personal  injury  lawyers. 

Until  now  Sherwin  has  dodged  all 
comers.  Notable  swings  and  misses  in- 
clude monster  cases  in  Manhattan 
(the  city  was  seeking  payback  for  lead- 
abatement  costs  in  hundreds  of  hous- 
ing developments),  Louisiana  and 
Texas  (suits  were  filed  by  school  dis- 
tricts in  both  states  for  damages  related  to  lead 
in  schools).  One  reason  for  Sherwin's  success: 
In  a  classic  tort  case— this  defendant  injured 
that  plaintiff— it's  very  difficult  to  prove  whose 
paint  is  on  the  walls  of  an  old  house.  So  the 
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state  of  Rhode  Island,  with  lead  paint  in  60% 
of  its  415,000  homes  (the  national  average  is 
25%),  changed  tactics  and  brought  a  public 
nuisance  case  against  Sherwin  and  two 
other  past  producers  of  lead-paint  pigment. 
A  jury  in  February  ruled  in  favor  of  the  plain- 
tiff. The  judge,  Michael  Silverstein,  declared 
there  would  be  no  punitive  damages,  as  the 
burden  of  proof  was  not  met;  good  news  for 
Sherwin.  Silverstein  now  must  decide  what 
the  damage  levy  will  be.  The  paint  compa- 
nies hope  cleanup  will  be  limited  to  $1,000 
a  unit;  the  state  is  pushing  for  a  more  exten- 
sive job,  at  closer  to  $10,000  a  unit. 

A  ruling  near  to  the  states  number  could 
bring  damages  to  $2.5  billion  and  leave 
Sherwin  on  the  hook  for  one-third  of  that, 
a  sizable  but  manageable  sum.  The  real  dan- 
ger is  that  bigger  states  might  take  notice  and 
resurrect  old  hopes  in  new  claims.  Twenty 
million  U.S.  homes  contain  lead-paint  risks. 
California,  Wisconsin  and  New  Jersey  now 
have  pending  cases  similar  to  Rhode  Islands, 
involving  3.6  million  homes,  enough,  in  the 
worst  outcome,  to  bankrupt  the  company. 

Connor  won't  discuss  the  lawsuit  but  is 
evidendy  sanguine  about  the  defense.  When 
Sherwins  stock  fell  18%  to  $42  on  the  day  of 
the  verdict,  he  and  other  brass  bought 
160,000  shares.  The  price  recovered  within 
a  month.  But  insurance  companies  seem 
shaken.  After  the  verdict  Lloyd  s  of  London 
filed  a  suit  in  New  York  seeking  to  limit  cov- 
erage for  companies  caught  in  the  Rhode 
Island  case.  Its  reasoning:  Paintmakers  have 
known  about  the  dangers  of  lead  since  the 
1920s  but  kept  the  information  to  themselves. 

Is  this  another  asbestos  mess  in  the  mak- 
ing? Probably  not,  says  Spencer  Neth,  a  law 
professor  at  Cleveland's  Case  Western  Reserve 
University:  "The  legal  theory  that  has  been 
accepted  in  Rhode  Island  would  not  be  ac- 
cepted in  most  states."  Lack  of  home  main- 
tenance leads  to  chipped  paint,  which  can  then 
be  ingested  by  children.  Why,  Neth  wonders, 
is  this  public  nuisance  Sherwins  fault?  Only 
a  few  states  pose  problems,  Neth  says,  includ- 
ing Wisconsin  and  California.  "Still,  you  don't 
need  50  states  to  do  serious  damage — the  cost 
of  remediation  is  enormous." 

Now  back  to  the  growth  story.  Sherwin 
opened  a  new  store  every  four  days  in  2005. 
Continuing  that  pace,  Connor  expands  the 
retail  footprint  by  3%  a  year.  At  the  same  time, 
comparable-store  sales  are  climbing  smartly 


(up  13.6%  last  year).  Sherwin  has  satisfied  a 
throng  of  professional  painters  (60%  of  store 
customers)  with  service  that  puts  college 
graduates  at  the  tinting  machines.  It  spent 
$295  million  in  2005  to  get  Paint  Sundry 
Brands,  maker  of  the  top-drawer  Purdy 
brushes.  The  move  prompted  some  retailing 
rivals  like  ICI  to  drop  Purdy. 

While  Sherwin  has  the  East  Coast,  Mid- 
Atlantic  and  South  painted  shut,  it  is  looking 
to  California,  Oregon,  Washington  and 
Nevada,  where  it  has  a  total  of  194  stores.  A 
new  170,000-square-foot  paint  plant  in  Fern- 
ley,  Nev.  should  help;  by  September  it  will  be 
mixing  20  million  gallons  a  year.  Efficient  ro- 
bots will  drive  harmful  discharges  to  near  neg- 
ligible levels,  a  serious  issue  for  paint  plants. 
But  the  real  cost-killer  is  transporting  paint 
long  distances.  The  Fernley  factory  provides 
a  fat  distribution  nozzle  to  Sherwinize  the  West 

The  company  faced  a  similar  problem  in 
China;  it  doesn't  pay  to  ship  paint  from  North 
America  to  Asia.  Solution:  setting  up  coat- 
ings plants  in  the  People's  Republic.  Sherwin 
is  not  chasing  Chinese  painters.  It's  after  U.S. 
manufacturers  that  have  shifted  factories 
across  the  Pacific.  That's  how  Connor  has  kept 
customers  like  Xerox,  IBM  and  Motorola  The 
ubiquitous  black  Dell  PCs  and  laptops?  That's 
Sherwin-Williams  black  But  the  company 
may  pause  before  jumping  into  China's  con- 
sumer market.  In  2005  it  dumped  its  share 
of  a  Chinese  automotive-finishing  joint  ven- 
ture after  just  18  months,  booking  an  $8  mil- 
lion loss.  Sherwins  partner,  Shanghai  Kinlita 
Chemical,  wanted  to  focus  on  coatings  for 
new  cars,  but  Sherwin  deemed  it  too  risky, 
preferring  auto  refinishing. 

Even  in  the  U.S.  the  pure  consumer  mar- 
ket is  a  challenge  because  homeowners  are 
fickle,  and  they  like  cheap  paint.  For  them 
Sherwin  offers  Dutch  Boy  at  $15  a  gallon;  the 
fancier  blend  at  a  Sherwin  store  can  run  $45. 
To  make  painting  easier  for  amateurs  the 
company  has  patented  twist-off  caps  and  plas- 
tic paint  cans  with  molded  handles,  the  most 
significant  paint-can  changes  in  100  years. 
The  slowdown  in  new  housing  shouldn't  stop 
Sherwin:  85%  of  its  mainstay  architectural 
paint  (70%  of  revenue)  goes  for  repainting, 
not  new  construction.  Oil  prices  helped  push 
up  raw-materials  prices  20%  last  year.  At  least, 
competitors  (ICI,  PPG  Industries  and  others) 
have  the  same  problems — including  lead- 
poisoned  skeletons  in  the  closet.  F 
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When  a  global  leader  in  building 
management  needed  to  update  its 
IT  systems,  Web  services  were  an 
integral  component  of  the  solution 
Critical  information  became  more 
accessible,  opening  up  new  levels 
of  accessibility  for  employees. 


Now,  customers  can  access 
building  controls  remotely  and 
share  data  between  separate 
applications.  The  net  result 
is  an  increase  in  cost  savings 
and  productivity. 

See  the  full  details  of  this  case  study 
at  microsoft.com/peopleready 
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The  Cheap 
Conglomerate 


GENERAL  ELECTRIC  (32,  GE)  is  a  quintessential  large-cap  stock.  Of 
U.S.  companies  only  ExxonMobil  has  a  bigger  market  value.  And 
large-cap  issues  have  been  Wall  Streets  orphans  for  several  years 
now.  Thus  GEs  share  price  has  stayed  in  a  narrow  trading  band. 

The  company's  particular  problem,  says  Gregory  Church, 
chairman  of  Church  Capital  Management,  is  GEs  conglomerate 
nature:  The  megalith  is  into  everything  from  corporate  lending 
to  media  to  jet  engines.  Wall  Street  uses  it  as  a  punching  bag. 
There  is  always  at  least  one  line  of  business  not  to  like. 

So  even  though  GE  showed  a  respectable  6%  profit  gain,  to  $9.2 
billion,  for  the  year's  first  half  (on  $78  billion  in  sales),  the  Street 
focuses  on  the  weakness  at  its  NBC  Universal  division,  the  only  one 
of  its  six  businesses  to  show  an  earnings  dip.  Sinking  ratings  for 
prime-time  TV  have  dogged  it  for  a  while.  At  a  time  when  media 
stocks  are  under  pressure,  that  was  enough  to  pull  down  the  com- 
pany's shares  after  the  mid-July  earnings  announcement.  GE  now 
changes  hands  at  18  times  trailing  earnings. 

But  Church  predicts  that  the  market  will  soon  come  around 
on  this  blue  chip,  which  is  his  biggest  holding.  For  one  thing, 
large  caps  once  again  will  have  their  day.  More  pointedly,  GEs 


Jeff  Immelt  is  pushing 
research  leadership. 


broad  range  and  powerful  balance  sheet  will 
eventually  be  recognized  as  an  overwhelming 
advantage. 

Under  Chief  Executive  Jeffrey  Immelt,  who  took  over  from 
the  sainted  Jack  Welch  in  2001,  the  place  continues  to  be  extra- 
ordinarily well  managed.  Immelt  is  big  on  research.  And  it  shows 
with  the  company's  Ecomagination  line  of  green  and  energy- 
efficient  products,  which  include  windmills  and  fuel-efficient 
turbine  engines.  Sales  hit  $10  billion  in  2005,  a  63%  improve- 
ment. Immelt  expects  sales  on  that  line  to  double  to  $20  billion 
by  2010.  —Megan  Johnston 


Well-Tailored 


Stock  price 


~\ir 


The  128-year-old  WARNACO  GROUP  (17.5, 
WRNC),  purveyor  of 
corsets  and  Speedo 
swimwear,  lost  its  luster 
and  filed  for  bankruptcy 
in  2001.  Two  years  later  it 
emerged  from  Chapter 
11.  Under  the  tutelage  of 
new  chief  Joseph  Gromek 
it  looks  as  if  the  company 
is  getting  a  second  wind,  says  Lizabeth  Dunn, 
analyst  at  Prudential  Equity  Group. 

Gromek  made  smart  cost-cutting 
decisions,  combining  the  company's  19 
brands  into  three  groups  with  shared  mar- 
keting and  supply  operations.  He  recently 
got  rid  of  Speedo  retail  outlet  stores  to 
concentrate  on  wholesale  operations. 

In  2005  net  income  rose  22%,  to  $52  mil- 
lion, and  revenue  was  up  6%,  to  $1.5  billion. 
Though  net  income  was  down  45%  in  the  first 


quarter  on  charges  related  to  the  January  ac- 
quisition of  Calvin  Klein  Jeans  and  new  IT  sys- 
tems, revenue  was  up  6%,  to  $466  million. 

In  an  uncertain  buying  climate,  Dunn 
says,  consumers  still  spend  on  casual 
clothes  and  underwear.  The  company  has 
also  made  some  smart  alliances.  Two 
years  ago  it  launched  Jennifer  Lopez's  JLO 
line  of  intimate  apparel  and  also  expanded 
into  surf  apparel  with  the  Michael  Kors 
swimwear  license.  Warnaco  trades  at  21 
times  trailing  earnings,  in  line  with  other 
apparel  companies.       —Tatiana  Serafin 


Stock  price 


Perot's  Baby 
Looks  Old 


When  H.  Ross  Perot  founded  ELECTRONIC 
DATA  SYSTEMS  (23,  EDS)  in  1962,  most 
computers  were  larger  and  more  expensive 
than  the  homes  of  their  operators.  Perot 
could  turn  a  profit  by  buying  unused  time 
on  corporate  mainframes  and  selling  it  to 


smaller  companies  that  couldn't  afford 
their  own  systems. 

That  was  then.  As  the  cost  of  comput- 
ers dropped,  companies  started  setting 
up  in-house  data-processing  departments 
and  payroll  services  with  the  help  of  firms 
like  Accenture.  That  makes  EDS  a  dinosaur, 
says  Ivan  Feinseth  of  Matrix  USA.  After 
almost  a  half-century  of  growth,  EDS' 
revenues  have  leveled  off  at  around  $20  bil- 
lion over  the  past  five 
years.  Its  net  profit  mar- 
gin has  shrunk  steadily 
from  5.7%  in  2000  to 
1.2% 'now  But  the  stock 
climbed  to  a  three-year 
high  of  $28  in  March. 
Reason:  EDS  won  $10 
billion  in  new  contracts.  It's  alarming  that 
EDS'  price/earnings  ratio  of  39  is  double 
that  of  competitors  such  as  First  Data.  We 
say  short  the  stock 

—Zack  O'Malley  Greenburg 
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Portfolio  Strategy  i  Kenneth  L.  Fisher 


THE  SHORT, 
SHARP  SHOCK 


THERE  ARE  CORRECTIONS,  AND  THERE  ARE  BEAR 
markets.  What  we're  experiencing  right  now  is  a  correc- 
tion. Know  the  difference.  As  this  column  went  to  press, 
the  Morgan  Stanley  World  Index  had  fallen  1 1.5%  from 
its  May  9  peak  to  its  June  14  bottom— and  then  risen. 
The  damage  may  not  be  over,  but  it's  not  the  beginning  of  a 
sustained  bear  market.  You  should  be  buying  stocks  now.  There's 
more  bull  market  ahead  before  any  real  bear  market. 

What  makes  me  confident  that  the  decline  will  be  short  and 
small?  Corrections  and  bear  market  beginnings  act  very,  very 
differently.  Having  the  one  means  not  having  the  other.  And 
this  decline  has  the  distinct  fingerprint  of  a  correction. 

Corrections  are  preceded  by  spike  tops.  You  see  a  rally  (such 
as  we  had  in  the  first  four  months  of  this  year)  followed  by  a 
sharp  cliff  that  takes  the  market  down  10%  to  20%  in  a  very  short 
time.  The  retreat  is  over  very  quickly,  in  one  to  four  months.  Usu- 
ally, there's  a  story  to  go  with  it.  In  the  correction  of  1999  the 
explanation  was  the  upcoming  Y2K  crisis,  which  didn't  happen. 
In  the  current  spill  a  common  rationalization  is  that  the  new 
Federal  Reserve  chairman,  Ben  Bernanke,  is  bad  news  for  equi- 
ties. It  reminds  me  of  the  five- week  10.4%  correction  of  1979  that 
accompanied  Paul  Volcker's  ascension  to  that  job.  The  Bernanke 
scare  is  just  another  one  of  those  silly  stories  that  accompany 
corrections.  In  time  the  explanation  wears  thin  and  the  bull  runs. 

The  adage  is  true:  "Bull  markets  die  not  with  a  bang  but  with 
a  whimper."  The  crash  of  1987  is  the  last  century's  only  real 
exception,  and  in  many  ways  it  was  simply  an  oversize  correc- 
tion. It  was  big,  fast  and  over  fast.  By  contrast,  the  bear  market  of 
2000-2002  accumulated  slowly.  For  1 1  months  around  the 
market  peak  in  March  2000,  the  Morgan  Stanley  World  Index 
never  wandered  outside  a  9%  band.  But  that  slow  and  painful 
downturn  was  the  prelude  to  much  worse.  At  the  bottom  the 
world  index  was  off  51%  from  its  peak. 

Buy  stocks  now,  before  it  is  well  understood  that  the  recent 
correction  is  a  short-lived  phenomenon. 


I  recommended  France's  Suez  Lyonnaise  (39,  SZE)  las 

Sept.  19.  It  is  up  35%  since  then  and  has  more  room  to  run. 
is  the  only  firm  with  liquefied  natural  gas  degasification  plant! 
in  both  Europe  and  the  Western  hemisphere.  Despite  a  run-ur, 
Suez  is  relatively  cheap  at  16  times  2006  earnings,  80%  o 
annual  sales.  Your  dividend  next  year  should  be  close  to  4%  o 
today's  price. 

I  really  dislike  the  French,  so  I  love  buying  from  them  cheap 
and  selling  back  later  at  higher  prices.  France's  Sodexho  Alliance 
(47,  SDX)  provides  food  services  in  70  nations  to  institutions  like 
prisons,  hospitals  and  nursing  homes.  With  $15  billion  in  sales 
it's  the  giant  in  its  field  and  benefits  from  economies  of  scale.  I 
grows  nicely  yet  sells  at  50%  of  annual  revenue  and  13  time; 
likely  2007  earnings.  If  all  goes  well,  you  will  be  selling  in  a  yeai 
or  two  at  a  much  higher  price  and  the  buyer  will  be  French. 

Popular  (18,  BPOP)  is  Puerto  Rico's  largest  bank.  Recently  ij 
hasn't  done  well,  a  reflection  of  its  expansion  on  mainlanc 
America  eating  into  profits.  The  stock  is  off  33%  over  the  past 
nine  months,  even  as  the  global  market  has  risen  15%.  Not  toe 

popular.  But  an  acquirer  car 
eliminate  those  costs.  Populai 
is  cheap  enough  to  be  taker 
over  by  any  regional,  national 
or  global  bank.  There  is  nc 
control  holder  to  stop  a  hos- 
tile bid.  Its  boutique  onshore 
operations  (it  has  32  branches 
in  New  York,  for  example)  can 
be  consolidated  with  those  ol 
the  acquirer,  lowering  the 
effective  cost.  You  can  turn 
the  price/earnings  ratio  of  11 
around  to  get  a  9%  earning 
yield.  A  medium-grade  corpo- 
rate borrower  (rated  BBB,  that  is)  sports  an  aftertax  cost  ol 
money  of  4%  or  thereabouts  and  so  could  pay  a  premium  in 
the  takeover  and  still  pick  up  a  4%  spread  as  free  money.  If  the 
managers  of  Popular  don't  get  their  stock  up  soon,  someone 
else  will  do  it  for  them. 

CHC  Helicopter  (23,  FLI)  doesn't  have  quite  the  same 
takeover  appeal,  since  insiders  control  the  company.  But  it's  a 
great  energy  play,  good  enough  that  hostile  takeovers  are  ir- 
relevant. CHC's  200  choppers  are  running  flat  out  on  energy 
exploration.  The  higher  oil  goes,  the  more  money  it  coins.  If 
you  think,  as  I  do,  that  oil  should  be  very  firm  over  the  short  to 
intermediate  term,  then  you  can  look  forward  to  strong  CHC 
profits.  At  12  times  my  estimate  for  2007  earnings  and  only  1.2 
times  revenue,  it's  cheap  and  ripe.  But  be  careful  not  to  chase 
the  shares.  It's  smaller  than  my  usual  stock  pick,  with  an 
$830  million  market  cap  and  an  average  daily  trading  volume  of 
only  15,000  shares.  F 


Don't  let  quick 
market  spills 
scare  you.  Real 
bear  markets 
are  different. 
They  begin 
with  a  long, 
slow  decline. 


!  Forbes 


Kenneth  L.  Fisher  is  a  Woodside,  Calif. -based  money 
manager.  Visit  his  home  page  at  www.forbes.com/fisher. 
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V\£LP  US  CELEBRATE 
£  YEARS  OF  LOW  FARES 


FREE  $35 

southwestgiftcard 

after  your  first  purchase* 


Get  Up  To 

9  Credits! 

That's  more  than 
halfway  to  a  Free 
roundtrip  Award! 

after  your  first  purchase  and  balance 
transfers  made  within  90  days  of 
account  opening* 


e 

Rewards 
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Low  Annual  Fee  Applies 


A  S35  southwestgiftcard  will  be  mailed  to  you  6-8 
weeks  after  your  first  purchase.  Get  four  Rapid  Rewards 
credits  after  your  first  purchase  and  up  to  five  more 
credits  with  balance  transfers  made  within  the  first  90 
days  the  card  is  open.  You  will  earn  1  Reward  Dollar  for 
every  $1  you  transfer  (up  to  a  maximum  of  $6,000  or  5 
credits).  Cash  advances,  any  checks  that  access  your 
account,  unauthorized  charges,  finance  charges 
accrued  on  your  account  balances  or  fees  of  any  kind, 
including  fees  for  products  that  insure  the  balance  of  the 
cardmember's  account,  do  not  earn  Reward  Dollars 
toward  Rapid  Rewards  credits.  All  Rapid  Rewards  rules 
and  regulations  apply.  Subject  to  credit  approval.  The 
Southwest  Airlines  Rapid  Rewards  Visa  credit  card  is 
issued  by  Chase  Bank  USA,  N.A.  and  may  be  serviced  by 
its  affiliates. 

Award  travel  is  subject  to  the  U.S.  government-imposed 
September  11th  Security  Fee  of  up  to  $10  per  roundtrip. 


Get  roundtrip  Awards  faster  with 
the  Southwest  Airlines 
Rapid  Rewards  Visa®  card 


southwest.com/35visa  or  1-877-SWA-35th 

Mention  offer  code  SQ7  or  offer  code  MX1  for  Business  Card 


WE  NORMALLY  WOULDN'T 

ENCOURAGE  IT, 

BUT  NOW  YOU  CAN  HAVE  YOUR 

CAKE  AND  EAT  IT  TOO. 


Great  health  care  coverage  or  a  great  bottom  line? 

With  Kaiser  Permanente,  it's  a  choice  you  don't  have  to 
make.  We  have  the  variety  of  plans  you  need  to  find  the 
right  fit  for  all  your  employees.  You  can  choose  from  a 
deductible  plan,  a  PPO,  a  POS,  our  affordable  HMO,  or 
an  HRA.  All  priced  to  help  you  manage  costs  without 
compromising  quality.  And  your  employees?  They 
can  choose  their  personal  physician  from  one  of  our 
top-notch  doctors  or  from  a  doctor  in  their  community. 
That's  a  pretty  sweet  deal  for  everyone.  To  find  out 
more  about  your  choices,  call  your  authorized  Kaiser 
Permanente  broker,  or  log  on  to  kp.org. 


KAISER  PERMANENTE  thrive 


some  ideas  are  better  experienced  than  explained 
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MARTINLOGAN  CLARITY 

$2799.98  pair 


There's  a  difference 
between  seeing  it  on  a  shelf 
and  feeling  it  in  your  home. 
Come  in  to  Magnolia  Home 
Theater"  inside  select 
Best  Buy  ™  locations — or  visit 
our  Magnolia  Audio  Video" 
stand-alone  stores.  Meet 
with  someone  who  shares 
your  passion.  Dream 
becomes  reality  And  it's 
maybe  better  than  words. 


MAGNOLIA 

magnoliaht.com 


There's  a  special  joy  in  getting 
our  hands  dirty  when  it  helps 
keep  our  land  beautiful. 

■   One  out  of  every  three  acres  of  America's  land  -  600  million  acres  -  is  public  land,  your 
land.  Lands  to  hike,  bike,  climb,  swim,  explore,  picnic  or  just  plain  relax.  And  when  you 
get  your  hands  dirty  in  programs  like  National  Public  Lands  Day,  you  help  spruce  up 
your  beautiful  lands.  Last  year,  on  this  day,  nearly  80,000  volunteers  built  trails, 
bridges,  planted  native  trees  and  removed  trash. 

To  find  out  how  you  can  help,  go  to  www.npld.com  or  call  800-VOL-TEER  (800-865-8337).  "-tSJUJ 

HELPING      HANDS      FOR      AMERICA'S  LANDS 

©  2004  Muo.^h  Photography,  Inc. 


DAY 


PEOPLE     WHO     MAKE     GREAT     COMPANIES  WORK 


Rachael  Hackbarth  puts  the  fresh  in  Fresh  Express,  America's  top  producer  of  fresh  packaged  salads.  What  keeps  the 
salads  fresh  in  their  packages  without  additives  or  preservatives?  The  special  bag  that  controls  the  amount  of  oxygen 
that  enters  and  leaves.  As  nutritionist  and  technical  director  of  products,  Rachael  tests  and  optimizes  different  vegetable 
mixes  with  various  bag  compositions.  Toughest  vegetables  to  work  with?  "Tomatoes."  Most  popular?  "Hearts  of 
romaine  (above)  and  spinach."  PCfkl  ITiS 


Perkins  Coie:  Legal  Counsel  to  great  companies  like  Fresh  Express. 


Coie 


ANCHORAGE  •  BEIJING  •  BELLEVUE  •  BOISE  ■  CHICAGO  •  DENVER  ■  LOS  ANGELES  •  MENLO  PARK 
OLYMPIA  •  PHOENIX  •  PORTLAND  ■  SAN  FRANCISCO  •  SEATTLE  •  WASHINGTON,  DC. 
Contact.  800.586,8441  Perkins  Coie  lip  and  Affiliates 


www  rwliinscole  com 


red 


CASINO  •  RESOR 

as  Vegas 


The  perfect  combination  of  luxury  and  fun  is  now  ready  for  you  to  explore.  Offering  a  state-of-the-art  casino 
and  a  mix  of  nightlife  and  dining  options,  it's  the  perfect  destination  for  work  or  pleasure.  Select  from  nine  sumptuous 
restaurants  including  the  finest  steaks  from  T-Bones  chophouse  or  exquisite  Italian  at  Terra  Rossa.  Grab  a  cocktail 
at  Lucky  Bar  or  fake  in  the  great  live  sounds  of  Zowie  Bowie  at  Rocks  Lounge.  Call  or  visit  us  online 
to  take  advantage  of  our  special  introductory  rates. 


866.767.7773  /  1-215  at  W.  Charleston  Blvd.  /  redrocklasvegas.cor 


&ATFD  CONTEMPORARY  RESIDENCES  COMING  SOON.  VISIT  theresidencesatredrock.com  FOR  DETAILS. 


Fraud  Turk  •  Anguilla  •  Tortola  •  St.  Barts  •  St.  Thomas 


Join  me  and  a 
team  of  world 
class  speakers  for 
a  truly  fabulous 
combination  of 
fun  and  profit 
as  we  cruise 
the  Caribbean. 

— Steve  Forbes 
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November  25  -  December  5,  2006 
Round-Trip  Miami 
Crystal  Serenity 


David 
Asman 


..plus  many  more! 


Crystal  Cruises — the  #1  Cruise 
Line  in  the  World* 

*Named  "Best  Large-Ship  Line  "for  the  past  ten  consecutive 
years  in  readers'  surveys  conducted  by  Conde  Nast 
Traveler  and  Travel  +  Leisure  magazines. 


Cabin  prices  start  at  just  $6,240  per 
couple  for  a  six-star  cruise  &  seminar! 

To  receive  a  full-color  brochure  and  reserve  your  cabin 
call  800/530-0770  or  visit  www.InvestmentCruise.com 
and  mention  priority  code  005965. 

(outside  the  US  &  Canada,  please  call  941/955-0323,  9:00  am  -  5:00  pm  EST) 


Financial  Strategy  A.  Gary  Shilling 


EXIT  ENERGY 


Y  APR.  10  COLUMN  RECOMMENDED  A  WIDE 
spectrum  of  North  American  energy  invest- 
ments: natural  gas,  coal,  offshore  drilling, 
nuclear  and  Canadian  tar  sands.  Robust  global 
demand  plus  political  and  military  risks  in 
Russia,  Nigeria,  Venezuela  and  the  Mideast  have  pushed  prices  high 
enough  to  propel  the  development  of  expensive  domestic  energy. 

Since  then  crude  oil  prices  have  risen  $10  per  barrel,  and 
some  of  the  stocks  I  suggested  as  representative  of  this  invest- 
ment theme  are  up,  like  Cameco  (up  13%),  Peabody  Energy  (6%) 
and  Suncor  (5%).  Others,  such  as  Arch  Coal  (down  3%),  Todco 
(-6%)  and  Ensco  (-19%),  have  succumbed  to  the  stock  market 
slump.  Overall,  my  picks  are  down  5.5%  since  then,  while  the 
S&P  500  is  off  3.2%. 

I  still  like  North  American  energy  on  a  two-to-five-year  time 
horizon.  Nevertheless,  in  the  shorter  run,  crude  oil  prices  and  en- 
ergy stocks  are  extremely  vulnerable  beyond  the  unfolding  bear  mar- 
ket. Sell  these  now  and  buy  them  back  later  when  they  are  cheaper. 

Their  vulnerability  stems  from  the  excess  liquidity  that  has 
sloshed  around  the  globe  in  recent  years.  That  results  from  the 
appreciation  American  homeowners  have  extracted  from  their 
abodes,  from  the  huge  U.S.  current  account  deficit  and  from 
excess  corporate  cash. 

If  you  thought  the  speculative  climate  died  in  the  2000-02 
bear  market  and  2001  recession,  you  should  take  another  look.  It 
survived  on  massive  Federal  Reserve  easing,  huge  tax  cuts  and 
leaps  in  military  and  homeland  security  spending.  Speculation 
simply  jumped  from  stocks  to  real  estate,  emerging  markets  and 
commodities. 

Oil  in  particular.  Investors  became  convinced  that  growing 
global  demand  for  energy,  the  industrialization  of  China  and 
India  and  the  lack  of  spare  production  capacity  would  keep  crude 
prices  surging  ever  upward.  They  have  bought  oil  for  delivery 
many  months  hence  in  the  futures  market,  pushing  those  prices 
above  spot  levels.  Institutions  have  sunk  a  net  $80  billion  into  oil 
futures  funds  since  2004.  The  futures  price  for 
December  2006  is  now  $4  a  barrel  higher  than 
the  price  for  immediate  delivery. 


This  condition,  colorfully  called  "contango,"  isn't  how  the 
futures  market  usually  works  for  oil — and  it  won't  last.  Nor- 
mally, when  oil  prices  are  rising,  futures  contracts  for  crude  cost 
less  than  spot  prices,  a  phenomenon  called  backwardation. 
That's  because  oil  further  out  is  typically  seen  as  less  valuable 
than  oil  that's  available  today.  But  now  oil  producers  can  lock  in 
a  profit  by  selling  future  production  (or  selling  what  they  now 
hold  in  inventory)  in  the  futures  market.  They  have  become 
hoarders. 

What  we  have  now,  then,  is  the  reverse  of  backwardation. 
The  consequence  of  that  contango  has  been  a  completely  logi- 
cal, if  highly  unusual,  climb  in  crude  oil  inventories  occurring 
at  the  same  time  that  prices  skyrocketed.  The  surges  in  crude 
inventories  started  in  2004  when  the  leap  in  prices  commenced. 
Inventories  are  now  back  to  the  peak  levels  of  1998,  just  before 
oil  prices  collapsed  to  $11  a  barrel  in  December  of  that  year 

from  $18  in  December  1997. 

Abroad,  there's  talk  that 
Iran  has  chartered  20  huge 
tankers  to  store  excess  oil  that 
would  total  40  million  barrels, 
or  half  a  day's  global  demand. 
That's  a  lot.  And  you  can  bet 
that  old  tankers  on  their  way  to 
the  scrap  yard  are  getting 
reprieves  to  serve  as  floating 
storage. 

Futures  contract  holders 
are  very  vulnerable.  Prices  have 
to  rise  $4  per  barrel  between 
now  and  Nov.  1 7,  when  the  December  contract  expires,  just  for 
owners  of  December  crude  oil  futures  to  break  even,  more  for 
them  to  make  money.  It  will  take  a  lot  more  Mideast  turmoil  for 
that  to  happen. 

What's  clear  is  that  the  oil  price  spiral  will  end.  Maybe  the 
market  will  run  out  of  buyers,  leaving  nothing  but  potential 
sellers.  Maybe  energy  prices  will  get  so  high  that  demand  is 
curtailed.  If  nothing  else,  the  ongoing  collapse  in  housing  prices 
(see  my  June  19  column)  and  the  global  recession  to  follow  will 
slash  energy  demand  as  well  as  stocks. 

Speculators  will  bail  out,  and  distant  futures  prices  will  col- 
lapse. That  in  turn  will  kill  the  desire  to  hold  inventories.  The 
contango  will  revert  to  backwardation.  Producers  and  refiners  will 
dump  inventories  on  the  market.  Crude  oil  price  declines  of  $30  to 
$40  per  barrel  from  the  current  $75  can  be  expected.  True,  that 
would  carry  them  below  equilibrium  levels,  but  markets  overshoot 
on  the  downside  just  as  the  oil  market  has  done  on  the  upside. 

Oil  prices  held  up  relatively  well  in  the  mid-May  through 
mid-June  recession-anticipating  debacle  in  gold,  base  metals, 
emerging  markets  and  other  speculative  areas.  In  the  face  of  high 
inventories,  they  won't  keep  doing  that  for  much  longer.  F 


Investors 
assume  that 
petro  prices 
will  move 
upward.  Not 
once  housing 
tanks  and  with 
it  oil  demand. 


Forbes 


A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  economic  consultants 
and  investment  advisers.  Visit  his  home  page  at  www.forbes.com/shilling. 
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Fixed-Income  Watch  i  Richard  Lehmann 


BUY  CLOSED- 
END  FUNDS 


■  NCOME  INVESTORS  NEED  NOT  BE  SLAVES  TO  THE  FEDERAL 
I  Reserve  Board  You  can  get  steady  cash  from  a  portfolio  with- 
I  out  owning  Treasury  bonds.  Diversify  across  the  stock  mar- 
I  ket,  real  estate  and  oil  and  gas.  A  good  way  to  accomplish 
Hi  this  is  with  closed-end  funds. 
Two  years  ago  I  recommended  buying  closed-ends  to  get 
their  high  income,  income  that  was  derived  in  part  from  lever- 
age. The  funds  borrowed  short  term  at  low  rates  and  invested 
the  money  long  term  at  high  rates,  pocketing  the  difference, 
a  maneuver  called  "the  carry  trade."  A  year  later  I  called  for 
selling  closed-ends  because  the  Federal  Reserve's  rate-hike 
policy  was  punishing  funds  reliant  on  leverage.  Now  it's  time 
to  get  back  in. 

For  the  moment  leverage  provides  a  fund  no  advantage 
because  the  yield  curve  is  close  to  flat.  That  is,  there  is  no  spread 
to  pocket  between  short-  and  long-term  rates.  But  I  expect  the 
curve  to  steepen  over  the  next  12  months.  When  it  does,  leverage 
will  magnify  the  return  from  a  portfolio  of  bonds  and  preferred 
stocks. 

Right  now  not  a  lot  of  investors  are  foolish  enough  to  keep 
playing  the  carry  trade.  Fixed-income  funds  are  borrowing  short 
term  and  channeling  the  money  into  short-term  instruments  in  a 
sort  of  holding  pattern.  That  obviously  doesn't  make  them  much 
money.  But  they  keep  going  in  this  circle  because  they  don't  want 
the  source  of  their  short-term  money,  corporate  lenders,  to  dry 
up.  Restarting  when  the  time  is  right  would  be  a  hassle.  They 
want  to  be  ready  to  go. 

With  exchange-traded  funds  now  the  fad  on  Wall  Street,  you 
may  be  asking  why  I  still  favor  old-fashioned  closed-ends.  There 
are  three  reasons.  One  is  that  ETF  offerings  in  the  bond  sector  are 
still  somewhat  limited  (albeit  getting  better  by  the  day).  Next, 
ETFs  generally  don't  use  leverage.  Third,  you  can't  get  an  ETF  at  a 
discount  to  its  net  asset  value;  indeed,  whole  point 
of  the  ETF  structure  is  to  keep  the  shares  trading 
almost  precisely  ;\t  this  value.  Closed-ends  are  often 


available  at  a  discount.  This  discount  enhances  your  yield,  offset- 
ting the  closed-end's  expenses  (which  are  higher  than  expenses  of 
an  ETF). 

Note:  Yields  quoted  in  this  column  do  not  include  capital 
gain  distributions;  they  may  include  income  from  option  writing. 

If  you  are  buying  in  a  taxable  account,  look  for  a  preferred 
stock  fund  paying  mostly  dividend  income  that  qualifies  for  the 
15%  federal  tax  rate.  One  such  closed-end  is  Flaherty  &  Crum- 
rine  Preferred  Income  Opportunity  Fund  (11,  PFO).  It  sells  at  a 
5.8%  discount  to  its  NAV  and  yields  5.9%,  net  of  the  1.53%  annual 
expense  burden. 

For  tax-deferred  accounts,  a  fund  offering  fully  taxable  inter- 
est income  provides  a  better  yield.  Among  the  funds  I  recom- 
mended selling  in  2005  was  Nuveen  Preferred  &  Convertible 
Income  2  Fund  (12,  JQC).  It's  a  buy  now.  It  yields  7.5%  and  sells  at 
a  9%  discount  from  NAV.  Expense  ratio,  0.99%. 

If  you  want  some  exposure  to  a  rising  stock  market,  get  a 
closed-end  that  owns  convertible  stocks  and  bonds.  I  like  Advent 
Claymore  Convertible  Securities  &  Income  Fund  (25,  avk).  It  is 

31%  leveraged,  meaning  for 
every  dollar  of  your  money,  it 
buys  $1.31  of  securities.  Dis- 
count to  NAV,  1.7%;  yield,  10%; 
expense  ratio,  1.12%. 

If  on  the  other  hand  you 
don't  think  the  stock  market  is 
going  anywhere  for  now,  you 
can  enhance  your  income  by 
buying  a  fund  holding  a  stock 
portfolio  that  writes  call  options 
against  it.  For  example,  they 
buy  ExxonMobil  at  $65  and 
then  continually  write  $70  calls 
against  it.  They  pocket  a  few 
dollars  from  the  option  buyer.  If  the  stock  stays  put,  the  option  is 
never  exercised  and  the  option  premium  is  found  money.  (If.) 

A  closed-end  that  does  all  this  is  Eaton  Vance  Tax-Managed 
Buy-Write  Opportunities  Fund  (18,  ETV),  selling  at  2%  below  NAV 
and  yielding  7.7%  after  1.09%  in  fees.  This  one  is  good  for  a  tax- 
able account.  It  has  structured  its  options  in  a  way  that  makes 
60%  of  the  premium  income  taxable  as  a  long-term  gain,  mean- 
ing at  a  reduced  rate. 

In  my  Feb.  13  column  I  recommended  several  high-paying 
Canadian  oil-and-gas  trusts.  One  of  them,  Petrofund  Energy 
Trust,  has  since  merged  into  Penn  West  Energy  Trust  (39,  PWE)  to 
form  the  largest  energy  trust  in  Canada. 

Buy  it.  Size  here  is  an  advantage.  The  combined  company  has 
a  variety  of  properties,  including  oil  sands,  and  a  nine-year 
proved-reserve  life.  Its  9%  dividend  yield  represents  only  45%  of 
available  cash  flow,  so  the  company  has  ample  cash  to  develop 
properties  as  well  as  maintain  its  dividend.  F 


Some  income 
funds  enhance 
yields  by  using 
leverage  or 
option-writing 
strategies.  Here 
are  the  best  of 
the  breed. 


Forbes 


Richard  Lehmann  is  editor  of  the  ForbeslLehmann  Income  Securities 
Investor.  Visit  his  home  page  at  www.forbes.com/lehmann. 
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THE  ADVENTURER 


Rocket  Man 


i4  Tiari'iiliftijfc  "  3 


test  pilot  BRIAN  BINNIE  helped  Paul  Allen' 
and  Burt  Riitan  win  the  $10  million  Ansari 
X  Prize.  Here  he  looks  back  on  the  flight  and 
ahead  to  space  tourism  |  By  James  M.  Clash 

ON- OCT.  4,"  2004  BRIAN-  BINNIE  PILOTED  THE  BURT  RUTAN- 
built,  Paul  Allen-  financed,  $25  million  private  rocket  SpaceShipOneto 
an  altitude  of  69.6.  miles,  winning  the  $10  million  Ansari  X  Prize  and 
usheringln  the  era  of  space  tourism.  Binnies  flight  was  the  second  of  two; 
by.  X  Prize  rules,  the  winning  vehicle  had  to  make  two  flights  within  two 
•weeks,  each  teaheight  Of  at  least  100  kilometers  (62.1  miles).  Binnies  colleague  Michael 
Melvill  flew  the  first,  during  which  the  craft  surprised  designers  by  rolling  29  times, 
raising  concerns  about  stability.  Much  was  riding -on  Binnie. 

':.  -As  a  result  of  his  success  Sir  Richard  Bransomplaced  a  $100  million  order  for  five 
eight-passenger 'spacecraft  from  Rutans  Scaled  Composites  for  startup  Virgin  Galactic 
Airways.  Branson  plans  to  take  rich  tourists  suborbital  by  2009  for  $200,000  per  ticket, 
"the' feat  also  landed  Binnie,  53  and  father  Of  three,  on  the  Late  Show  with  David 
Letterman  ("I  was  more  nervous  before  Dave  than  before  my  flight"  he  says)  and 
a  congratulatory  call  from  President  George  W.  Bush. 

What  was  Binnie,  a  Gulf  war  veteran  arid  "former  Navy  test  pilot,  thinking  as  the 
'countdown  at  Mojave  reached  zero?  And  now,  on  the  ground  as  a  program. business 
manager  at  Scaled  Composites,  how  does  he  see  the  future  of  space  tourism?- Follow- 
ing are  excerpts  frorj)  a  recent  chat: 
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Brian  Binnie's  view  on 
space:  "It's  m.i<jic.  it  .ilmost 
makes  you  giggle!" 


Describe  the  hours  before  liftoff. 

The  night  before,  I  was  nervous.  The  Discov- 
ery Channel's  X  Prize  broadcast,  Black  Sky: 
The  Race  for  Space,  aired  for  the  first  time. 
During  commercials  it  would  break  to  CNN 
interviewing  Burt  Rutan.  When  asked  how 
tomorrow  would  play  out,  Burt  predicted  we 
weren't  just  going  to  hit  a  home  run  but  a 
grand  slam!  I  couldn't  listen  to  much  more 
of  that.  My  in-laws  were  visiting,  and  we  had 
given  them  our  master  bedroom,  which 
meant  I  had  to  sleep  on  the  couch — much 
to  the  confusion  of  our  golden  retriever,  as 
that  was  his  domain. 

When  the  alarm  went  off  at  2:45  a.m.,  I 
felt  like  the  last  person  on  Earth  ready  to  seize 
the  day,  let  alone  start  the  next  chapter  in 
commercial  space  flight.  During  the  drive  to 
Mojave  I  listened  to  the  unearthly  disclosures 
of  Art  Bell,  and  it  seemed  equally  alien  to  me 
that  out  in  the  pristine  darkness  of  the  desert, 
thousands  had  already  gathered  to  witness 
whatever  the  day  would  bring. 

Weight  is  a  big  factor  on  any  spaceship. 
The  saying  was,  "Wed  kill  grandma  for  a 
pound,"  since  every  pound  represents  about 
500  feet  of  altitude!  As  I  was  going  to  get  into 
SpaceShipOne,  my  mother-in-law  breaks  free 
of  the  crowd  to  wish  me  luck,  which  was  fine, 


except  she's  carrying  a  large 
McDonald's  cup  of  coffee. 
Before  I  could  figure  out  her 
game  plan,  she's  hugging  me 
and  I  feel  the  hot,  heavily 
sugared  liquid  pouring 
down  my  flight  suit.  I  got 
three-quarters  of  it — 12 
ounces — a  400-foot  altitude 
penalty.  That  was  roughly 
the  margin  by  which  Mike 
Melvill  cleared  the  100-kilo- 
meter bar  on  his  first  flight. 
Your  thoughts  as  you 
and  the  rocket  were 
carried  by  airplane  to 
a  launch  altitude  of 
48,000  feet? 

There  wasn't  much  to  do  for 
the  hour  it  took  So  my  time 
was  spent  slaying  dragons, 
personal  and  otherwise.  The 
SSI  team  had  worked  non- 
stop for  nearly  two  months. 
Everyone  was  tired.  We 
wanted  that  $  10  million  and 
then  a  good  night's  sleep — or  two  or  three. 
And  we  wanted  Branson's  future  business. 
The  former  demanded  high  performance,  the 
latter  fine  control.  We  couldn't  afford  any  sur- 
prises, even  though  every  test  had  revealed 
mischief  we  didn't  understand. 

Some  20,000  folks  had  gathered  in  Mo- 
jave to  witness  the  day's  events,  and  we  had 
news  outlets  with  satellite  dishes  beaming  the 
outcome  to  the  world.  The  upside  of  a  good 
day  would  be  rest  and  relaxation  and  the  con- 
tinuation of  our  dream,  via  SpaceShipTwo. 
The  downside  would  be  the  abyss.  I  thought 
about  these  things  and  did  my  best  to  emu- 
late Saint  George.  There's  a  popular  sports 
brand  with  the  motto  "No  Fear."  My  realiza- 
tion that  day  was  that  if  you  have  no  fear,  you 
have  no  dreams. 

What  sensation  did  you  experience  when 
you  lit  the  candle? 

When  the  rocket  motor  lights,  it's  as  though 
a  giant,  powerful  wave  descends  into  the  lit- 
tle cabin  and  is  literally  going  to  sweep  you 
away.  Right  off  the  bat,  we  had  a  near  mishap 
by  almost  hitting  the  plane  that  carried  us  to 
altitude.  The  guy  that  pulls  the  handle  releas- 
ing my  ship  saw  a  huge  flash,  heard  the  boom, 
then  yelled  on  the  radio,  "Holy  crap,  that  was 
close!"  After  that  my  flight  unfolded  with  obe- 


dient compliance.  I  felt  SpaceShipOne 
wasn't  so  much  flown  to  space  as  guided 
As  you  left  the  atmosphere  at  Mach  3.3? 

The  priorities  of  the  flight  were:  ( 1 )  Leave  the 
atmosphere  gracefully;  (2)  get  to  X  Prize- 
required  altitude;  (3)  beat  the  record  set  by 
the  X- 15  rocket  plane  back  in  the  1960s  (67 
miles);  and  (4)  make  a  pillow-soft  landing. 
"Gracefully"  was  very  much  on  my  mind, 
since  the  previous  flight,  five  days  earlier,  had 
demonstrated  dramatic  rolling.  The  percep- 
tion by  many  was  that  the  program  was  out 
of  control  from  a  safety  standpoint.  We 
wanted  to  demonstrate  we  had  control- 
which  is  tough,  because  the  end  of  the  boost 
phase  is  a  delicate  balance  between  the  un- 
predictable behavior  of  a  dying  rocket  motor 
and  a  wispy  upper  atmosphere  that  affords 
little  control  over  thrust  asymmetries.  Plus, 
Sir  Richard  Branson  was  there,  ready  to  sign 
up  for  SS2  if  we  got  it  right.  That's  what  I  call 
high  anxiety. 

What's  the  view  from  space? 

You've  seen  photos.  But  the  eye  is  more 
dynamic  than  any  camera.  When  the  motor 
shuts  down  you  are  rewarded  with  the  holy 
trinity  of  space  flight  The  vibrations  stop;  the 
shrieking  sounds  give  way  to  silence;  and  all 
tension  melts  as  your  body  experiences  the 
karma  of  weightlessness. 

Everything  you  feel  is  wonderful.  Cou- 
ple that  with  the  view.  There's  inky  blackness 
in  one  direction.  If  you  don't  like  that,  look 
out  another  window  and  there's  Mojave,  the 
Pacific  Ocean,  the  Sierra  Nevada.  Separating 
these  two  extremes  is  a  curved  blue  electric 
ribbon  of  light,  the  atmosphere.  It's  magic.  It 
almost  makes  you  giggle.  The  thing  I  wasn't 
prepared  for  is  not  being  able  to  see  stars. 
There's  too  much  reflected  light.  So  space 
black  is  just  that— black. 
When  you  watched  Neil  Armstrong  and 
Buzz  Aldrin  walk  on  the  moon,  did  you 
think  you'd  go  to  space? 
In  1969  I  was  16,  and  for  me  anything  was 
possible.  2001:  A  Space  Odyssey  was  in  the- 
aters. Man's  future  in  space  seemed  limitless, 
and  here  on  TV  to  punctuate  it  all  were  men 
walking  on  the  moon.  Only  those  that  didn't 
want  to  go  would  remain  earthbound.  My 
parents  later  bought  me  a  beautiful  painting 
of  Neil  making  that  first  step.  I  took  his  words, 
"One  small  step  for  man,  one  giant  leap  for 
mankind,"  literally  and  thought  of  myself  as 
part  of  the  masses  of  mankind  that  would 
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follow.  Ien  years  later  I  was  in  graduate  school 
helping  design  and  test  the  flight  control 
algorithms  that  would  eventually  help  bring 
the  Shuttle  back  for  a  smooth  landing.  Hut 
if  someone  had  said  back  then,  "Brian,  you'll 
fly  the  first  commercial  spaceship  in  the  21st 
century  and  for  fuel  you'll  burn  tire  rubber 
and  laughing  gas  [hydroxy-terminated 
polybutadiene  and  nitrous  oxide],"  Id  have 
told  them  they  weren't  on  the  same  planet! 
How  far  is  space  tourism  going  to  get  in 
the  next  ten  years? 

The  operative  word  is  caution.  News  [stories] 
give  the  impression  of  another  "space  race." 
But  the  reality  is  no  one  has  a  business  plan 
that  can  gracefully  recover  from  a  smoking 
hole  in  the  ground,  particularly  if  there  are 
casualties.  So  I  suspect  progress  will  be  con- 
servatively paced. 

Even  so,  five  years  after  commercial 
flights  have  commenced,  there  will  be  thou- 
sands of  new  astronauts,  and  that  number  will 
increase  tenfold  by  year  ten  as  the  price  be- 
comes more  affordable.  The  good  news 
seems  to  be  that  there  is  enough  interest  by 
the  wealthy  to  start  the  process  and  realize 
price  breaks  that  come  with  frequent  oper- 
ations. Branson,  for  example,  has  ordered 
eight-seat  ships  for  the  SS2.  [The  SSI  was  a 
three-seater.) 

Will  you  pilot  SS2,  and  will  Rutan  and 
Branson  be  passengers? 

As  I  tell  Burt,  I'm  not  hanging  around 
Mojave  because  I'm  enamored  with  the 
scenery  or  with  getting  sand  in  my  teeth. 
Let's  just  say  I'm  very  motivated  to  see  that 
SS2  supports  a  business  plan.  As  for  Burt 
and  Richard — both  have  staked  claims  on 
the  first  commercial  [not  test]  flight,  when- 
ever that  happens.  I  can't  think  of  a  better 
way  to  herald  a  new  spaceship  than  by 
having  both  owners  onboard. 
Can  the  American  public  deal  with  a 
fatal  accident? 

Well,  it's  inevitable  that  someone  will  have 
an  accident.  But  yes,  we  can  survive  an 
accident— not  a  massacre.  If  the  desert  is 
turning  red,  we're  in  trouble.  While  pres- 
ent  legislation  allows  individual  designers 
and  operators  to  control  their  destinies, 
the  I'AA  is  set  to  step  in  in  the  event  of  a 
blatant  accident.  My  guess  is  that  the  gov- 
ernment will  protect  the  industry  trom 
the  sniping  of  lawyers.  F 
For  more,  see  www.forbes.com/adventurer. 


We  all  want  the  same  thing. 

And  the  1.2  million  members  of  Rotary  around  the  world  are  making  it  happen, 
Rotary's  educational  programs  and  scholarships  are  dedicated  solely  to.  promoting  peace. 
Together  we  can  create  a  more  peaceful  world. 


Rotary.  Humanity  in  motion. 

www.rotary.org 
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Insure.com 


Life 


Health 


Home 


0  Weiv  instant  quotes  —  over  200  companies! 

0  Buy  from  the  company  of  your  choice 

0  A  quick  and  easy  way  to  shop  for  insurance 

Life  insurance  rates  drop  to  ail-time  lows 


Monthly  Rates  for  Females 

Age 

$1,000,000 

$2,500,000 

$5,000,000 

35 

$21 

$44 

$84 

40 

$30 

$66 

$125 

45 

$47 

$110 

$214 

50 

$70 

$168 

$331 

55 

$107 

$260 

$514 

60 

$158 

$388 

$771 

65 

$257 

$637 

$1,269 

70 

$419 

$1,041 

$2,078 

Monthly  Rates  for  Males 

Age 

$1,000,000 

$2,500,000 

$5,000,000 

35 

$21 

$44 

$84 

40 

$30 

$68 

$131 

45 

$47 

$110 

$214 

50 

$75 

$179 

$353 

55 

$124 

$301 

$597 

60 

$198 

$486 

$967 

65 

$414 

$1,027 

$2,050 

70 

$651 

$1,619 

$3,233 

Also  available:  15,  20,  25  and  30  year  level  plans 


"The  premier  Web  site  in  terms  of  details  and  ease  of  use, 
(best  of  all.  it's  free)"  —  Yahoo!  FINANCE 

"...we'd  recommend  you  do  your  insurance  shopping 

here..."  Burma's 

"New  source  for  best  buys  in  insurance.  One  way  to  get 
to  know  the  market."      Kiplinger's  Personal  Finance 

"...provides  rock-bottom  quotes  for  life  insurance... 
this  site  is  flush  with  useful  features."  Forbes.com 


"A  godsend  for  those  who  are  shopping  around  for  the 
best  deal  in  insurance."  —  Independent  Business 


"The  best  Web  site  I've  found..." 


The  Dallas  Morning  Whs 


"...outstanding  -  as  good  as  a  Web  site  on  insurance  can 
possibly  be.  Hats  off  and  a  gold  star  to  the  top  insurance 
site  on  the  Web."      Insurant  e  for  Dummies 

"This...  solution  has  value  for  those  who  prize 
immediacy  and  privacy."     US  Vews  &  World  Report 


^  Or  call  1-800-441-0072  for  FREE  quotes  and  advice 


Ad  Code:  FORBS  8/06 


NOTE  The  sample  10-year  term  life  Pennsylvania  rates  shown  above  are  not  specific  to  any  individual  person  or  insurer  Please  call  1-800-441-0072 
or  visit  www  insure  com  to  obtain  personal  quotes  specific  to  your  health  history  profile  Copynght  ©  1984-2006  Quotesmith  com.  Inc  8205  South  Cass 
Avenue.  Suite  102.  Danen.  Illinois,  60561.  Ail  rights  reserved.  CA  agent  #0A13858,  LA  agent  #200696  MA  agent  #333509159.  Quotesmith  com.  Inc. 
dba  Insure  com  Insurance  Services  in  CA  under  agent  #0827712,  in  LA  under  agent  #205078  Quotesmith  com  Inc  dba  insure  com  Insurance 
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"Stupendous...  the  juxtaposition 
of  text,  sound  and  picture  was 
masterful.  The  quality  of  both 
sound  and  graphics  was  first  rate. " 

The  Boston  Globe 


i 


y  SAVE 
10% 


Award-winning  software  successfully  used  by  U.S.  State  Department 
diplomats,  Fortune  500®  executives  and  millions  of  people  worldwide. 


Finally,  a  different  approach  that  has  millions  of  people  talking.  Using  the 
award-winning  Dynamic  Immersion™  method,  our  interactive  software  teaches 
without  translation,  memorization  or  grammar  drills.  Combining  thousands 
of  real-life  images  and  the  voices  of  native  speakers  in  a  step-by-step  immersion 
process,  our  programs  successfully  replicate  the  experience  of  learning  your 
first  language.  Guaranteed  to  teach  faster  and  easier  than  any  other  language 
product  or  your  money  back.  No  questions  asked. 

Rosetta  Stone  is  available  for  learning: 

Arabic  •  Chinese  •  Danish  •  Dutch  •  English  •  Farsi  •  French  •  German  •  Greek  •  Hebrew  •  Hindi 
Indonesian  •  Italian  •  Japanese  •  Korean  •  Latin  •  Pashto  •  Polish  •  Portuguese  •  Russian 
Spanish  •  Swahili  •  Swedish  •  Tagalog  •  Thai  •  Turkish  •  Vietnamese  •  Welsh 


Level  1  CD-ROM  <VSZ 

Level  2  CD-ROM  <225 
BEST  VALUE! 

Level  1  &  2  Set  <355 


Your  Price 
$175.50 
$202.50 


$296.10 

Personal  Edition.  Solutions  for  organizations  also  available. 

Call  today  or  buy  online 
for  a  10%  discount. 

RosettaStone.com/fbs086 
1-800-399-6162 

Use  promotional  code  fbs086  when  ordering. 

Rosetta  Stone 

Language  Learning  A,     -  Success 


Business  Opportunitlos 


American  Diagnostic  Centers 


Net  annual  income  of  $500,000 

Own  and  operate  a  Medical  Diagnostic 
Center  in  your  area.  Business 
Management  experience  is  a  must. 
$800,000  Cash  investment  required  .  Can 
reach  profitability  in  6  months. 

(866)  862-1222 
inl'o®  americandiagnosticcentcrs. com 
www.amcncanclia^imsticcenters.com 


Nevine  Carmelle 
EA.M.S.T 

Consult 
The  Best 

Tax  &  Estate 
Planning 

•Trusts,  LPs,  LLCs 

•  S-Corps,  C-Corps 

•  Nevada,  Offshore 

•  Private  Banking 

1-949 

-262-7291 

(^S^Boy  4  Sell  Homes 

in  Albuquerque,  NM 
and  make  lots  of  money  !! 
Call  the  experts  today,  Property 
Management  provided.  Jose  Vazquez 

cell  505-450-6249,  Fax  505-449-5337 


Why  do  You  Need 
to  Own  a 
Private  Bank? 

Free  Report 

800-733,2191 
WBC 

est.  1991  - 


THOUSANDS 


Of  Businesses  For  Sale  By  Owners 
Nationwide.  Preview  Businesses 
For  Free. 

GWBS* 

If  Interested  In  Buying  Or 
Selling  A  Business  Call 


1-800-999-SALE 

or  visit  www.gwbs.com 


Partners  Wanted 

Gold  at  $600+  per  oz.  High  grade  mines 
ready  to  produce,  potential  6  month  pay  out, 
$400  per  ounce  profit,  25  year  mine  life, 
low  capital  costs,  experienced  operator. 

Can  be  public  or  private 

480-609-8208. 


RARE  OPPORTUNITY 

Buy  into  a  magnificent  2,100  acre,  150 
/ear  old  ranch  in  beautiful  wine  country  in 
northern  California.  Enjoy  as  a  country 
club  or  try  to  buy  it  all.  Millions  could  be 

made  planting  new  vineyards  and 
subdividing  into  100  acre  mini  ranches. 

www.awesome-ranch.com/forbes 


FULL  SERVICE  MARINA 

326  wet  slips-room  to  expand,  21.7 
acres,  ship  store,  fuel,  boat  rentals, 
marine  dealership,  complete  service 
department,  mgr.  home,  employee 
housing,  $2.97M. 
918.397.0718 


Original  U.S.  Patent 
Models  1829-1880 

For  Sale  From 
Private  Collection 

Rothschild  Patent 
Model  Collection 
315-655-9367 

E-mail  alan@patentmodel.org 
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Colorado  Mountain  Properti 


Owner  Selling  700+  ACRE  Colorado  Private  Wilderness  Retreat 


Bordering  the  Roosevelt  National  Forest, 
this  incredible  mountain  property  with 
senior  water  rights  is  waiting  to  become 
your  dream  hideaway. 

Glacier  formed  granite  boulder 
outcropping  and  distance  snow  capped 
peaks  surround  lush  green  meadows  on 
this  unspoiled  private  estate. 

Large  ponderosa  pines  frame  the  views 
of  your  picture  trout  stream,  while  a 
family  of  elk  frolic  in  the  background. 

Breath  the  crisp  mountain  air  as  you 
follow  the  flight  of  the  bald  eagle  against 
a  cloudless  blue  sky. 

Just  down  the  road  from  your  ranch  gate, 
you  and  your  guests  will  be  welcome  to 
play  and  dine  at  one  of  Colorado's 
spectacular  18-hole  championship  golf 
courses. 

"Seeing  is  believing  ",  but  when  you  see 
it-  "you  won 't  believe  it ". 


Call  970-222-7418  today  to  arrange  your  private  tour  of  this  unique  paradise. 


Franchise  Opportunity 

Leading  Closet  and  Home  Organizing  Company  in  the  U.S. 


Custom  Closets,  Garage  Cabinets,  Home  Offices,  Pantries,  Laundries  and  more.. 

•  Noii>dustryexpenefxerequired 

•  23yearslndustryexpetienceand  success 

•  Proven  business  model 

•  Excellent  training  with  ongoing  support 

•  Rated  P 1  by  Entrepreneur  Magazine 


Closets 


by  Design 


Capital  A  variable     |  "jmmW[Iimeshare 


TIMESHARES 


Call  for  Information  (800)  377-5737 


Working  Capital 

P.O./  Trade  Finance/ 
Letters  of  Credit 
Domestic  and  International 
Accounts  Receivable  Factoring 
Capstone  Business  Credit,  LLC 


212-755-3636 
212-755-6833  (Fax) 


Mortgages 


Luxury  Homes  Lender 


George  Hart 

AHM  Mortgage  -  Nationwide  Lender 
1-888-531-7888 

George.  Hart@Americanhm,  com 

Lending  to  $12,000,000 
Licensed  mortgage  lender  in  all  50  states 


save  up  to... 

70% 

off  retail! 


,  BEST  RESORTS, 
PRICES  &  WEEKS 

,  GREAT  RCI  &  II 
EXCHANGES 

♦  FREE  CATALOG 


CALL  800-640-763 

HOLIDAYGROUP.eom/f 


Luxury  Real  Estate 


American  Home  Mortgage  Investment  Corp 
Georgia  Residential  Mortgagee  Licensee  2100 
Riweredge  Pkwy  Atlanta  GA  30328  License 
#14650  Licensed  or  Authorized  Mortgage 
Lender  in  the  Fifty  States  and  the  Distnct  of 
Columbia  AHM  LFt  #060503331 


Costa  Rica! 

Lake  A  renal 
Lake  view  Homes  from  $150,00 

Gated  community,  Clubhouse, 
Equestrian  Center,  Trails.Waterfall! 
Wind  &  Kite  Surfing,  Virgin  Foresi 
Vacation  Rentals. 

Free  DVD. 

Investor's  packages  available 

U.S.  Toll  free  1-866-743-936. 

\v  w  \v.co»taricalakeandbeach.cO' 
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Subscriber  Service 
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other  customer  service, 
visit  our  site  at .... 
www.forbes.com/customerservice 
or  call...800-888-9896 


Watches 


SB1 

OVER  300  PRE-OW  NEC 


ROLEX  IN  STOCK 
also  Cartier,  Breitling  &  Ta 

Largest  Selection  of 
Certified  Diamonds 

1-800- 8- WATCHES 

Visit  Our  Web  Site:  national  watch.ca 

8th  I  Cheilnul  Sltieii,  Phtlc. ,  H  **D  e  Aribfaa 
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Exercise  in  exactly  4  minutes  per  day 

Winner  of  the  1991  Popular  Science  Award  for  the 
"Best  of  What's  New"  in  Leisure  Products 


$14,615 


ROM  •  MANUFACTURED  IN  CALIFORNIA  SINCE  1990 


TIME  IS  IT.  Over  92%  of  people  who  own  exercise  equipment 
and  88%  of  people  who  own  health  club  memberships  do  not 
exercise.  A  4  minute  complete  workout  is  no  longer  hard  to 
believe  for  all  the  people  who  since  1990  have  bought  our 
excellent  Range  of  Motion  machine  (ROM).  Over  97%  of 
people  who  rent  our  ROM  for  30  days  wind  up  purchasing  it 
based  upon  the  health  benefits  experienced  during  that  tryout, 
and  the  ROM  performance  score  at  the  end  of  each  4  minute 
workout  that  tells  the  story 


highly  trained  athletes  as  well.  The  ROM  adapts  its  resistance 
every  second  during  the  workout  to  exactly  match  the  user's 
ability  to  perform  work.  It  balances  blood  sugar,  and  repairs 
bad  backs  and  shoulders.  Too  good  to  be  true?  Get  our  free 
video  and  see  for  yourself.  The  best  proof  for  us  is  that  97% 
of  rentals  become  sales.  Please  visit  our  website  at: 
www.FastExercise.com. 


of  health  and  fitness 
improvement.  At  under  20 
cents  per  use,  the  4  minute 
ROM  exercise  is  the  least 
expensive  full  body  complete 
exercise  a  person  can  do. 
How  do  we  know  that  it  is 
under  20  cents  per  use? 
Over  90%  of  ROM  machines 
go  to  private  homes,  but  we 
have  a  few  that  are  in 
commercial  use  for  over  12 
years  and  they  have  endured 
over  80.000  uses  each, 
without  need  of  repair  or 
overhaul.  The  ROM  4  minute 
workout  is  for  people  from 
10  to  over  100  years  old  and 


The  typical  ROM  purchaser  goes  through  several  stages: 

1.  Total  disbelief  that  the  ROM  can  do  all  this  in  only  4  minutes. 

2.  Rhetorical  (and  sometimes  hostile)  questioning  and  ridicule. 

3.  Reading  the  ROM  literature  and  reluctantly  understanding  it. 

4.  Taking  a  leap  of  faith  and  renting  a  ROM  for  30  days. 

5.  Being  highly  impressed  by  the  results  and  purchasing  a  ROM. 

6.  Becoming  a  ROM  enthusiast  and  trying  to  persuade  friends. 

7.  Being  ignored  and  ndiculed  by  the  friends  who  think  you've  lost  your  mind. 

8.  After  a  year  of  using  the  ROM  your  friends  adminng  your  good  shape. 

9.  You  telling  them  (again)  that  you  only  exercise  those  4  minutes  per  day. 
10.  Those  friends  reluctantly  renting  the  ROM  for  a  30  day  trial. 

Then  the  above  cycle  repeats  from  point  5  on  down. 

The  more  we  tell  people  about  the  ROM  the  less  they  believe  it. 

From  4  minutes  on  the  ROM  you  get  the  same  results  as  from  20  to  45 
minutes  aerobic  exercise  (jogging,  running,  etc.)  for  cardio  and 
respiratory  benefits,  plus  45  minutes  weight  training  for  muscle  tone  and 
strength,  plus  20  minutes  stretching  exercise  for  limbemess/flexibility. 


1  ROM  is  (he  best 
time  management 
tool  ever. " 

Anthony  Robbins 


Motivational  speaker  Anthony 
Robbins  calls  the  ROM  a  fan- 
tastic time  management  tool. 
He  owns  3  ROM  machines:  one 
at  his  home,  one  at  his  resort  in 
Fiji,  and  one  that  travels  with 
him  to  all  his  seminars. 


Order  a  FREE  DVD  or  video  from  www.FastExercise.com  or  call  (818)  787-6460 

Factory  Showroom:  ROMFAB,  8137  Lankershim  Blvd.,  North  Hollywood,  CA  91605 
Fax:  (818)  301-0319  •  Email:  sales@FastExercise.com 


KENT  A  ROM  FOR  30  DAYS.  RENTAL  APPLIES  TO  PURCHASE. 
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THOUGHTS 


On  the  Business  of  Life 


anity  Fair  is  here  to  stay.  From  1913  to  1936  no  publication  better  captured,  reflected, 
inspired  the  haut  monde  and  bons  mots  of  those  two  whirling  decades  that  ended  during  the 
Great  Depression.  As  the  current  great  Recession  is  ending  if  its  first  issue  is  a  fair  measure, 
reborn  Vanity  Fair  won't  be  long  in  once  again  reflecting  and  setting  the  tone  of  and  for  our  cultural 
tune-callers.  With  a  luminous  editor-writer  galaxy  covering  the  gamut  of  events  and  arts,  Vanity  Fair  will  give 
shining  competition  to  the  venerable  New  Yorker.  The  gone  Conde-Nast-ers  will  be  trumpeting  the 


present  ones  to  their  cloudmates. 


-MALCOLM  S.  FORBES  (1983) 


To  feel  most  beautifully  alive  means  to  be 
reading  something  beautiful,  ready  always 
to  apprehend  in  the  flow  of  language  the 
sudden  flash  of  poetry. 

—GASTON  BACHELARD 

The  world  may  be  full  of  fourth-rate 
writers,  but  it's  also  full  of  fourth-rate 
readers. 

—STAN  BARSTOW 


The  failure  to  read  good  books  both 
enfeebles  the  vision  and  strengthens  our 
most  fatal  tendency— the  belief  that  the 
here  and  now  is  all  there  is. 

—ALLAN  BLOOM 


Where  do  I  find  the  time  for  not  reading 
so  many  books? 

—KARL  KRAUS 


/  took  a  course  in  speed  reading  and  was 
able  to  read  War  and  Peace  in  20  minutes. 
It's  about  Russia. 

—WOODY  ALLEN 


/  always  read  the  last  page  of  a  book  first 
so  that  if  I  die  before  I  finish  I'll  know  how 
it  turned  out. 

—NORA  EPHRON 


Nowadays  the  illiterates  can  read  and  write. 

—ALBERTO  MORAVIA 


The  novel  can't  compete  with  cars,  the 
movies,  television,  liquor.  A  guy  who's  had 
a  good  feed  and  tanked  up  on  good  wine 
gives  his  old  lady  a  kiss  after  supper  and 
his  day  is  over.  Finished. 

—LOUIS-FERDINAND  CELINE 

I  am  a  part  of  all  that  I  have  read. 

—JOHN  KIERAN 


Reading,  to  most  people,  means  an 
ashamed  way  of  killing  time  disguised 
under  a  dignified  name. 

—ERNEST  DIMNET 


Book — what  they  make  a  movie  out 
of  for  television. 

—LEONARD  LOUIS  LEVINSON 


Some  books  are  undeservedly  forgotten; 
none  are  undeservedly  remembered. 

— W.H.  AUDEN 

The  possession  of  a  book  becomes  a 
substitute  for  reading  it. 

—ANTHONY  BURGESS 


A  good  heavy  book  holds  you  down. 

It's  an  anchor  that  keeps  you  from  getting 

up  and  having  another  gin  and  tonic. 

—ROY  BLOUNT  JR. 


On  reading  while  dining  out:  A  book  does 
not  make  bad  jokes,  drink  too  much  or  eat 
more  than  you  can  afford  to  pay  for. 

—KENNETH  TURAN 


On  editing:  /  always  begin  at  the  left  with 
the  opening  word  of  the  sentence  and  read 
toward  the  right  and  I  recommend  this 
method. 

—JAMES  THURBEP 

A  Text ...  

Let  your  speech  be  always  with  grace, 
seasoned  with  salt,  that  ye  may  know 
how  ye  ought  to  answer  every  man. 

— COLOSSIANS  4:6 

Sent  in  by  Helen  R.  Kininmonth,  Austin,  Tex. 
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Intel's  newest  Xeon  has  taken  back  the 
erformance/watt  crown.  In  one  word: 


NTEL  XEON  ROCKS! 


Johan  De  Ge/as,  AnandTech 


RODUCINC  THE  DUAL-CORE  INTEL®  XEON®  PROCESSOR  FOR  SERVERS. 

o  80%  more  performance  per  watt  than  the  competition*  20  leading  performance  benchmarks. 
:o  60%  faster  with  significantly  lower  energy  consumption  than  the  competition.  All  that 
the  best  two-way  platform  for  virtualization.  Intel*  Core™  Microarchitecture.  It's  the  future, 
n  more  at  intel.com/xeon 


mance  benchmarks  ant 
jn  inside.  Intel  , Leap  ahe 


peiMve  result' 
trademarks- or  r 


Breaking  the  Addiction  to  Oil. 

No. 3  in  a  series. 

WHERE  DID  WE  LEARN 
HOW  TO  GET  20 -  60%  MORE  MPG? 


This  feathered  falcon  is  the  epitome  of 
"lighter-yet-stronger." 

And  inspiration  for  the  most  efficient 
business  jets  in  the  world. 

We've  learned  from  nature  and  necessity. 
Because  we  also  build  supersonic  jet  fighters 


—  the  legendary  Rafale  and  Mirage  —  and 
transfer  their  advantages  to  our  Falcons. 

From  titanium  alloys  and  composite 
materials  to  computational  fluid  dynamics. 
Falcons  get  fuel  efficiency,  performance  and 
agility  like  nothing  else  in  their  class* 


Without  giving  an  inch  on  wide-body 
comfort  and  style. 

In  nature,  efficient  design  separates  the 
winners  from  the  also-rans. 

In  business,  if  s  causing  a  flight  to  quality 
and  away  from  the  addiction  to  oil. 


S  peaks  volumes  about  you 


The-  shimmering  elegance  of  stainless  steel 


Exquisitely  composed  ring  tones..  Sleek  lines 


and  liquid  curves.  Discover  the  phone  designed 


to  reflect  the  way  you  live.  The  Nokia  8801 


Available  now  at  select  T-Mobile  locations. 


It's  your  life. in  there. 


NOKIA 

Connecting  People 


Special  Advertising  Featun 

THE  BENEFITS  OF  CARING™  brought  to  you  by  CIGNA® 

A  REWIRED  BRAIN 

M  \\V  NOW  SEE  ADDICTION  AS  A  CHRONIC  BRAIN  DISEASE 
THAT  REQUIRES  NEW  APPROACHES  TO  TREATMENT. 


Robert  Malenka  only  smoked  for  a 
month  and  that  was  back  when  he  was  20 
years  old.  Yet  that  brief  experience  was 
enough  to  rewire  his  brain  so  that  if  he 
walks  into  a  Parisian  cafe  today,  he  sud- 
denly finds  himself  craving  a  cigarette.  "I 
remember  the  times  I  used  to  sit  there, 
drink  coffee  and  smoke  cigarettes,"  he  says. 

Back  then,  addiction  to  nicotine  was 
seen  as  a  bad  habit.  Today,  addiction — 
whether  to  cigarettes,  alcohol,  heroin  or 
gambling — is  recognized  as  a  negative 
form  of  memory  and  learning.  According 
to  Malenka,  a  Stanford  University 
professor  specializing  in  brain  cell  com- 
munication, this  change  in  perception  is 
opening  the  door  to  new  approaches  for 
treating  addiction. 

The  shift  has  broad  implications  in  a 
society  where  addiction  takes  a  terrible 
toll.  According  to  a  2004  article  in  the 
Journal  of  the  American  Medical  Association, 
alcohol  consumption  and  illicit  drug 
use  caused  more  than  100,000  deaths  in 
the  year  2000.  The  U.S.  Department  of 
Labor  estimates  that  lost  productivity  due 
to  alcohol  and  drug  abuse  costs  businesses 
roughly  $81  billion  a  year.  And  there's  no 
way  to  put  a  price  tag  on  the  emotional, 
physical  and  psychological  toll  that 
addiction  takes  on  individual  addicts  and 
their  families. 

What's  transforming  treatment  today  is 
a  growing  understanding  of  addiction  as  a 
brain  disease.  Researchers  now  know  that 
it  develops  when  an  addicting  substance 
or  behavior  corrupts  the  brain's  reward 
circuitry,  creating  powerful  cravings  that 
the  individual  cannot  ignore.  Cutting-edge 
imaging  technologies  can  pinpoint  the 
brain  changes  that  occur  when  cravings  are 
triggered,  whether  the  trigger  is  holding  a 
martini  glass,  hearing  music  associated  with 
an  earlier  drug  experience  or — as  in 
Malenka  s  case — visiting  a  Paris  cafe. 

It's  the  impact  of  these  powerful  triggers 
on  die  rewired  brain  that  makes  addiction 
so  tough  to  cure.  "It  is  not  hard  to  get  an 
addict  into  treatment,"  Malenka  explains. 
"'But  the  rate  of  relapse  is  very  high." 


That's  why  the  experts  increasingly 
view  addiction  as  a  chronic  disease  much 
like  diabetes,  heart  disease  or  even  cancer. 
Explored  in  an  article  published  in  the 
Journal  of  the  American  Medical  Association 
in  2000,  the  idea  of  addiction  as  a 
chronic  disease  prompted  an  outpouring 
of  criticism  from  those  who  saw  the  article 
as  an  excuse  for  addicts.  Over  the  past 
few  years,  however,  there  has  been  grow- 
ing support  for  this  approach. 

Addicts  clearly  play  a  part  in  their 
own  illness,  says  article  author  A.Thomas 
McClellan,  executive  director  of  the 
Treatment  Research  Institute  in  Phila- 
delphia. But  then  again,  so  do  those 
whose  unhealthy  behaviors  like  smoking, 
poor  diet  and  lack  of  exercise  have 
contributed  to  their  lung  cancer,  diabetes 
and  heart  disease. 

Embrace  the  idea  of  addiction  as  a 
chronic  disease,  and  new  treatment 
approaches  become  possible. "Just  imagine 
treating  diabetes  for  28  days,"  says 
McLellan,  noting  that  the  standard  treat- 
ment for  addiction  is  still  a  28-day  stint  in 
a  rehab  facility,  often  with  no  follow-up 
therapy.  Instead,  McClellan  talks  about 
the  need  for  continuing  care,  behavioral 


forms  of  intervention  and  use  of 
telephone-based  counseling. 

Genetic  research  may  one  day  allow 
doctors  to  identify  people  at  risk  for 
addiction,  providing  the  opportunity  for 
intervention  before  an  individual  ever 
tries  alcohol,  nicotine  or  cocaine.  Already 
it  is  clear  that  some  people's  genetic 
makeup  leaves  them  vulnerable  to  addic- 
tion. "About  50%  of  the  risk  for  addiction 
is  genetic,"  explains  Eric  J.  Nesder,  professor 
and  chairman  of  psychiatry  at  the 
University  of  Texas'  Southwestern 


Medical  School,  noting  that  the  percent- 
age is  about  the  same  as  for  depressions 
"But  we  don't  yet  know  which  genes 
contribute  to  that  risk." 

There  are  some  intriguing  parallels! 
with  depression.  Long  viewed  as  a  psy-i 
chological  weakness,  depression  is  now! 
also  recognized  as  a  disease  caused  by 
complex  chemical  reactions  in  the  brain. 
"What  changed  things  in  depression 
was  the  introduction  of  effective  and-' 
depressants,"  says  Mark  Bear,  a  professor  at 
MIT's  Picower  Institute  for  Learning  andl 
Memory.  People  stopped  assessing  blame 
once  the  condition  could  be  improved! 
with  a  pill,  he  says.  "With  addiction,  thet 
treatment  options  are  more  limited." 

Addiction  treatment  draws  on  a  much 
smaller  and  less  effective  medicine  chestj 
Pharmaceuticals  now  in  use  include! 
naltrexone,  which  reduces  the  "reward" 
produced  by  alcohol  use,  disulfiram, 
which  changes  the  metabolism  of  alcoholl 
so  that  drinking  produces  nausea  andl 
vomiting,  and  buprenorphine,  which 
mimics  heroin  but  is  less  likely  to  bel 
abused.  Some  of  these  drugs  are  restricted^ 
others  can  have  nasty  side  effects  and  all| 
need  to  be  used  with  care. 


"As  pharmacotherapy  gets  better,  more 
people  will  seek  help,"  predicts  Jeffrey 
Samet,  chief  of  general  internal  medicine 
at  Boston  University  School  of  Medicine. 
Some  drugs,  he  says,  are  just  now  being 
made  available  through  primary-care 
doctors.  With  more  pharmaceuticals  now 
being  developed,  he  is  hopeful  that  these 
front-line  physicians  will  increasingly  be 
involved  in  the  task  of  treating  addiction 
just  as  they  now  treat  depression.  "For  a 
lot  of  people  that  could  be  a  gateway 
to  treatment." 


Just  imagine  treating  diabetes  for  28  days,"  says 
McLellan,  noting  that  the  standard  treatment  for 
addiction  is  still  a  28-day  stint  in  a  rehab 
facility,  often  with  no  follow-up  therapy.  y  } 


Some  employees  are  more  productive  than  others.  But  for  those  abusing 
substances,  it's  as  though  they're  not  even  there  at  all.  In  fact,  according 
to  the  Center  for  Substance  Abuse  and  Prevention,  drug  abuse  costs 
corporate  America  $85  billion  annually.  That's  why  CIGNA  and  the 
Pi  rower  Institute  for  Learning  and  Memory  at  MIT  have  joined  forces  to 
investigate  the  connection  between  the  brain  and  addictive  behavior.  In 
addition,  CIGNA  is  working  with  pharmacy  plans  to  help  members  who 
may  show  signs  of  developing  narcotic  abuse.  For  those  already  battling 
addiction,  CIGNAs  Online  Coaching  Program  offers  accessible  behavioral 
support.  For  your  employees,  and  for  your  company,  CIGNA  is  here  to  help. 
#br  more  information,  visit  us  at  ww  w.eimna.com/addiction 


"CIGNA"  is  a  registered  service  mark,  licensed  for  use  by  operating  subsidiaries  of  CIGNA  Corporation. 
Products  and  services  are  provided  exclusively  by  operating  subsidiaries,  including  CIGNA  Behavioral  Health,  Inc., 
804996  05/06  and  not  by  CIGNA  Corporation. 


Some  think 
competition. 


We  think 
partnership, 


Since  1856,  we  have  focused  on  bringing  new  perspectives  to  our  clients.  Understanding 
the  past  but  shaped  by  the  future.  Always  looking  at  opportunities  and  challenges  from  a 
different  point  of  view.  Bringing  together  new  partners  to  achieve  results  that  can  make  the 
difference  for  our  clients.  Because  our  sole  ambition  is  to  turn  your  vision  into  a  reality. 
www.credit-suisse.com 

Thinking  New  Perspectives. 


Capf&t  COOK  CREDIT  SUISSE  GROUP  and/or  lis  jti*ates  M  ri^as  reserved 


Investment  Banking  •  Private  Banking  •  Asset  Management 
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selling  plasma  brand  '  is  about  to  change  your  perspective  on  television.  Our  new  plasma  HDTV;, 
e  colbr  and  contrast'  making  it  our  best  picture  ever.  So  now  all  of  your  favorite  shows,  photoc; 
^  look  better  than  ever  before.  Discover  a  whole  new  way  to  think  of  television  at  panasonic.com 


can  it  be  television 
if  it's  not  televised? 


Pictures  simulated. 'Best-selling  based  on  market  data  frorr 
the  NPD  Group  for  consumer  plasma  displays  during  the 
period  9/0^-  4/06.  'Compared  to  our  previous  models 


REAL-TIME  WEB 


The  real-time  enterprise  is  upon  us. 
It's  being  enabled  by  a  real-time 
Web,  protected  and  supported  by  an 
intelligent  infrastructure. 

The  IT  landscape  is  shifting  once  again.  This  time,  CIOs  are  being 
called  on  to  build  and  support  what's  being  called  the  real-time  enter- 
prise. This  is  a  business  environment  in  which  the  right  data  is  given 
to  the  right  manager  at  the  right  time.  The  goal  of  the  real-time  en- 
terprise is  the  transformation  of  real-time  information  into  real-time 
decisions  that  affect  business  outcomes. 

The  emergence  of  the  real-time  enterprise  is  being  driven  by  three 
global  business  needs.  First,  an  unquenchable  thirst  for  speed.  Second, 
a  need  for  faster,  more  accurate  business  forecasts.  And  third,  a  chang- 
ing power  equation  between  companies  and  consumers,  one  that  is 
putting  consumers  in  control.  Changes  like  these  will  present  enter- 
prise IT  departments  with  daunting  challenges. 

Fortunately  IT  managers  won't  have  to  face  this  real-time  future 
alone.  Help  is  on  the  way  from  the  real-time  Web.  "In  the  real-time 
Web,  you  subscribe  to  the  information  you  want— whether  it's  your 
business  or  an  individual— and  you  are  given  an  update  the  minute 
something  changes,"  explains  Stratton  Sclavos,  CEO  of  VeriSign  Inc. 

The  real-time  Web  VeriSign  envisions  will  be  protected  and  sup- 
ported by  an  intelligent  infrastructure.  Says  Sclavos:  "We're  creating 
the  scalable  global  utility  that  will  let  you  ask  questions  of  the  network 


and  get  back  real-time  answers  to  make  those  decisions.  In  es; 
we're  reducing  time  and  distance  between  people,  governments  ai 
cieties.  And  when  you  reduce  time  and  distance,  you  not  only  get 
productivity— you  transform  commerce  and  communications." 

Speed  Drives  Everything 

Speed  is  the  fuel  driving  the  real-time  enterprise  and  the  real 
Web.  For  any  business,  greater  speed  shaves  both  time  and 
When  work  is  done  faster  and  with  no  reduction  in  quality,  inveni 
shrink,  the  workforce  becomes  more  productive,  and  customer  se 
and  satisfaction  improve.  Speed  also  lowers  business  risk  by  he 
companies  respond  effectively  to  change. 

Several  factors  are  driving  this  need  for  speed,  chief  among 
the  increasingly  global  nature  of  business  and  its  growing  compl 
Corporate  managers  now  routinely  deal  with  staff  and  custome 
different  countries.  Companies  themselves  have  grown  big  and 
plex,  too— and  complexity  creates  the  need  for  real-time  data. 

Happily,  companies  able  to  operate  in  real-time  can  enjoy  enor: 
benefits.  For  example,  banks  that  adopt  real-time  data  for  check 
cessing  can  save  an  average  of  $75  million  a  year,  according  to  Veri 
The  real-time  Web  is  key  to  the  emergence  of  the  real-time  enter| 
And  VeriSign's  intelligent  infrastructure  services  provide  the  sup 
and  protection  that  real-time  enterprises  demand  and  expect. 

Prediction:  Better  Forecasts  Ahead 

Fast,  accurate  forecasts  are  a  crucial  information  need  of  the  real- 
enterprise— and  a  vital  deliverable  of  the  real-time  Web.  Unfortun; 
today's  business  forecasts  are,  in  general,  terribly  inaccurate.  Ar. 
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USING  SECTION 


lanufacturers,  for  instance,  variances  as  high  as  30  percent  on  an  in- 
ividual  SKU  are  common,  according  to  Boston  Consulting  Group. 

Adding  real-time  information  to  the  equation  can  help  make  fore- 
tsts  far  more  accurate.  Real-time  information  can  also  help  com- 
mies lower  their  inventory,  labor  and  other  related  costs.  Much  of 
lis  will  come  as  the  real-time  Web  moves  from  static  content  pages 
1  active  information.  Managers  will  essentially  subscribe  to  infor- 
ation,  then  receive  a  ping  as  soon  as  that  information  changes. 

Companies  like  VeriSign  are  working  behind  the  scenes  to  enable 
;tter  business  forecasting  with  real-time  information  services.  Veri- 
gn®  Intelligent  Supply  Chain  services  include  EPC  and  RFID  solu- 
Dns  as  well  as  services  that  include  e-pedigree  and  POS  intelligence. 

eal-Time  Consumer  Revolution 

nother  force  driving  the  real-time  enterprise  is  the  shift  in  power 
Dm  businesses  to  consumers.  Consumers  are  being  empowered  in 
ays  that  give  them  access  to  more  information  than  ever  before, 
hey 're  also  gaining  a  newfound  clout  that  allows  them  to  influence 

corporate  behavior. 

Rapid  adoption  of  Web 
logs  has  brought  the  power 
of  the  press  to  the  people. 
One  recent  estimate  puts  the 
number  of  blogs  at  more  than 
22  million  worldwide,  with  an 
estimated  100,000  new  blogs 
being  launched  every  day.  As 
Sclavos  of  VeriSign  puts  it, 
"Everybody's  a  publisher." 

Corporate  sales  and  mar- 
keting departments  can  also 
benefit  by  becoming  real-time 
iblishers.  Moving  beyond  static  Web  pages,  for  example,  many  mar- 
ters  are  beginning  to  experiment  with  real-time  Web  features  such 
RSS  feeds,  podcasts,  real-time  Web  seminars  and  corporate  blogs. 
By  moving  to  a  subscriber-centric  model  for  the  Web,  companies 
n  enjoy  numerous  benefits.  Banks,  for  example,  can  ping  custom- 
s  who  have  previously  indicated  their  desire  to  be  notified  in  the 
ent  of  a  checking  account  overdraft.  These  real-time  communica- 
>ns  can  employ  the  latest  security  techniques  to  prevent  fraud  and 
her  security  breaches. 

sal-Time  Barriers  and  Solutions 

i  enterprise  IT  managers  embrace  the  early  stages  of  the  real-time 
eb  and  start  transforming  their  companies  into  real-time  enterpris- 
,  many  barriers  must  be  overcome,  including  security  and  the  need 
demonstrate  return  on  investment  for  real-time  Web  investments. 

How  to  secure  the  real-time  Web  is  a  serious  concern  that  is  not 
ing  away  anytime  soon.  New  types  of  content  distribution  like  blogs 
d  podcasts  require  new  forms  of  authentication.  Questions  like 
(^ho's  really  writing  that  blog?"  will  need  quick,  reliable  answers. 

The  security  puzzle  will  be  solved,  in  part,  from  emerging  stan- 
rds  for  authenticating  the  sources  of  e-mails,  blogs,  news  feeds  and 
her  real-time  Web  content.  Especially  needed  is  an  underlying  se- 
rity  infrastructure  as  well  as  security  applications  for  enterprises 
d  the  Internet  as  a  whole. 

Standards-based  solutions  are  evolving.  VeriSign,  for  example, 
positioned  as  a  trusted  source  for  security  standards,  and  its  in- 
lligent  infrastructure  services  include  solutions  for  communica- 
>ns,  information  management  and  security.  The  company  also 
fers  focused  security  services,  such  as  an  anti-phishing  solution 


ISIGN  AT  A  GLANCE 


iany:  VeriSign  Inc. 

et  Position:  Operates 
]ent  infrastructure  services 
nable  and  protect  billions 
tactions  every  day  across  the 
s  voice  and  data  networks. 

nue:  S1.66  billion  (fiscal  2005) 


aimed  at  preventing  this  pernicious  form  of  identity  theft. 

The  need  to  demonstrate  a  financial  return  for  real-time  Web  in- 
vestments is  another  serious  challenge.  While  the  business  benefits 
of  the  real-time  Web  are  compelling,  demonstrating  a  hard  ROI  is 
far  from  simple.  "If  I  can't  build  the  ROI  model,  how  do  I  prove  that 
I'm  helping  the  organization,  and  not  hurting?"  asks  Sclavos  of  Veri- 
Sign rhetorically.  The  answer,  he  says,  will  come  from  new  ways  of 
looking  at  ROI:  "Time  is  the  value.  We'll  have  to  build  new  models 
to  show  how  much  time  we're  taking  out  of  the  cycle." 

Gaining  a  better  understanding  of  customer  satisfaction  also  has 
ROI  implications.  For  example,  many  real-time  publishing  projects 
aim  to  give  managers  a  better  picture  of  customers'  preferences. 
Such  insights  can  help  companies  improve  both  their  product  mix 
and  availability,  ultimately  increasing  sales  and  profits. 

Full  Speed  Ahead 

Companies  that  hope  to  stay  competitive  will  need  to  become  real- 
time enterprises.  CIOs  must  leverage  new  technology  to  speed  their 
company's  operations  while  enjoying  the  benefits  of  lower  costs,  lower 
inventories,  more  accurate  forecasts,  and  greater  customer  reach. 

VeriSign  will  be  there  to  help.  The  company  supports  the  real- 
time Web  with  an  intelligent  infrastructure  that  enables  and  pro- 
tects billions  of  interactions  across  voice  and  data  networks.  And  the 
VeriSign  infrastructure  does  this  every  day,  in  real  time.  ■ 


STRATTON  SCLAVOS 


ft 


Who's  driving  the  real-time  enterprise 
and  real-time  Web?  To  find  out,  we 
spoke  with  Stratton  Sclavos,  chairman, 
president  and  CEO  of  VeriSign  Inc. 


How  big  a  deal  is  the  real-time  Web? 

If  you  look  at  the  nineteenth  century,  the 
twentieth  century  and  now  the  twenty-first,  in  each  of  those  eras 
a  new  infrastructure  came  into  being.  The  railroads  came  in  the 
nineteenth  century.  Commercial  aviation  and  telephony  systems  came 
in  the  twentieth.  And  in  the  twenty-first  we're  looking  at  the  digital 
infrastructure. 

New  infrastructures  always  reduce  time  and  distance  between 
people  and  businesses.  In  essence,  these  new  infrastructures  transform 
commerce  and  communications. 

So  how  do  you  expect  the  Internet  transformation  to 
play  out  in  this  century? 

We're  entering  what  I  call  the  "Any  Era."  This  is  about  a  global  society 
demanding  the  ability  to  access  the  latest  information  at  any  time, 
anywhere,  on  any  device.  And  this  transition  is  affecting  mobility, 
information,  communication,  and  entertainment. 

Mobility  is  now  a  default  characteristic  of  how  we  serve  our 
customers,  how  we  drive  our  sales  forces,  and  how  we  let  our  workers 
work.  We  want  our  information  anywhere  we  are,  wherever  we  want 
it.  This  is  a  societal  shift. 

What's  Verisign's  role  going  to  be  in  all  this? 

We've  already  started  to  build  out  an  intelligent  infrastructure  that  is 
dealing  with  real-time  information,  creating  the  scalable,  global  utility 
for  the  Any  Era  that  will  let  you  ask  questions  of  the  network  and 
receive  real-time  answers  to  help  make  decisions. 

We  want  to  build  the  pipes,  and  the  intelligence  above  those  pip^s.  We 
want  to  enable  all  the  world's  interactions.  You've  got  to  build  it  before 
they  will  come. 
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Side  Lines 

Tax  My  Carbon 


AN  INCONVENIENT  TRUTH,  NOT  ADEQUATELY  ADDRESSED  B 
Al  Gore  in  his  movie,  is  that  environmentalist!!  makes  life  compL 
cated  If  SUVs  are  bad  and  wind  power  is  good,  then  we  must  levy 
tax  on  gas-guzzlers  and  hand  out  tax  credits  for  windmills.  Those  L 
the  business  of  selling  windmills  are  very  happy  with  this  arrange 
ment  (see  story  by  Naazneen  Karmali,  p.  124),  but  in  no  time  ou 
fears  of  global  warming  have  caused  our  economy  to  become  litterei 
with  subsidies,  credits,  deductions,  tax  surcharges,  earmarks  and  re 
search  boondoggles.  Here's  a 
way  to  make  life  simpler: 
Chuck  out  all  energy  legislation, 
replacing  it  with  a  one-sentence 
statute  that  levies  a  tax  on  car- 
bon emissions.  Let's  do  it  big — 
30  cents  a  pound  So  that  peo- 
ple can  adjust,  start  it  at  1  cent 
and  increment  the  tax  by  a 
penny  a  year  from  now  to  2036. 

We're  talking  a  lot  of  rev- 
enue— enough,  if  the  full  rate 
were  in  place  today  and  no 
one  responded  with  changes 
in  air-conditioning  and  driv- 
ing habits,  to  replace  the  personal  income  tax.  It  would  add  $1.65 
to  the  price  of  a  gallon  of  gasoline.  It  would  triple  your  electric  bil 
if  your  utility  were  entirely  coal  fired.  The  purpose,  though 
would  be  not  just  to  raise  revenue  but  to  change  behavior.  In  30 
years'  time,  coal  utilities  would  get  very  imaginative  about  switch- 
ing to  nuclear  or  finding  some  way  to  stuff  carbon  dioxide  down 
a  well  hole.  You  would  have  long  since  retired  your  Suburban. 

Now  think  of  the  legislative  pollution  that  could  be  removed. 
The  guzzler  tax  (up  to  $7,700)  could  be  repealed;  it  is,  after  all, 
none  of  the  government's  business  whether  I  waste  gas  by  driving 
a  big  car  or  by  making  unnecessary  trips  to  the  pharmacy.  Repeal 
mileage  regulations  (27.5  miles  per  gallon  for  cars,  21.6  for  pick- 
ups). Get  rid  of  the  hybrid  tax  credit  (up  to  $3,400).  Forget 
George  Bush's  plan  to  spend  $1.2  billion  on  hydrogen  and  $150 
million  on  grass  clippings. 

We  could  find  other  employment  for  the  lobbyists  who  tell  us 
that  ethanol  is  a  winner;  now,  for  the  very  first  time,  the  chemical 
would  succeed  or  fail  on  its  own  carbon  merits.  We  wouldn't 
need  the  $2,000  solar  credit  or  the  $150  for  qualified  water 
heaters  or  the  $50  for  advanced  circulating  fans.  We  wouldn't 
need  the  tax  forms  for  any  of  these  things. 

What  about  all  those  bureaucrats  at  the  Department  of 
Energy  working  on  renewable  energy  and  energy  conservation? 
They  work  so  very  hard,  burning  the  midnight  oil.  Think  of  the 
oil  you  could  save. 

V  EDITOR 
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The  Comandante's  Cash 


You  describe  Fidel  Castro's 
wealth  in  "Kings,  Queens  And 
Dictators"  (May  22,  p.  56),  but 
what  about  Hugo  Chavez,  the 
Venezuelan  ruler  who  controls 
his  country's  riches  at  will?  It  is 
said  Chavez  uses  the  Venezue- 
lan oil  company,  I'DVSA,  as  his 
source  of  pocket  money  to 
fund  his  personal  expenses  and 
finance  presidential  candidates 
m  other  Latin  American  coun- 
tries. As  for  Castro,  of  course 
he  denies  the  money  is  not  his. 
As  usual  with  dictators,  letat, 
e'est  moi. 

NESTOR  AVFNDANO 
Bogota,  Colombia 

The  suggestion  that  a  state- 
owned  company  or  entity  is 
somehow  owned  by  the  head  of 
state  is  absurd.  Does  President 
George  W.  Bush  own  the  U.S. 
Army  or  the  national  parks? 

MFXVIN  HOFFMAN 
New  York,  N.  Y. 


Barred  From  Success? 

I  can't  even  begin  to  express  my  disap- 
pointment over  "Stuck  in  the  Slammer" 
(May  22,  p.  195).  The  prisons  referred  to 
in  your  story  were  built  in  the  1990s — 
and  not  to  revive  our  economy.  The 
number  of  prisons  jumped  nationwide 
from  1979  to  2000;  the  Youngstown  area 
received  four  prisons  across  three  coun- 
ties in  the  1990s.  It  is  now  2006.  What 
about  the  fact  that  General  Motors  spent 
nearly  $1  billion  to  build  a  new  paint 
facility  in  l.ordstown  to  accommodate 
production  of  the  Chevrolet  Cobalt?  The 
Youngstown- Warren  area  was  proud  to 
be  one  of  the  sites  Boeing  was  consider- 
ing to  build  its  787.  Boeing  had  concerns 
about  receiving  large  parts  from  over- 
seas— no  inland  U.S.  location  was  com- 


petitive. It's  a  shame  you  have  chosen  tc 
insult  not  just  the  people  of  Youngstowr 
but  more  than  4.5  million  residents  o 
the  northeast  Ohio  region. 

THOMAS  M.  HUMPHRIES 
Chief  Executm 
Youngstown/ Warren  Regional  Chamber 
Youngstown,  Ohic 

An  "A"  From  the  Prof 

"The  Impossible  Made  Possible"  (May 
22,  p.  75)  was  fascinating,  well  written 
and  incredibly  informative.  Thank  you 
for  providing  a  ringside  seat  to  the 
thorny  development  process  behind  the 
insulin  inhaler  Hxubera. 

JOSHUA  D.  LICHTF.RMAN,  PH.D 
President 

Emergency  Management  Croup 
Grass  Valley,  Calif 
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Now  would  be  a  good  time  to  introduce  ourselves. 


You  might  not  know  us  yet,  but  you  soon  will. 

We're  II)  Hank  h'inancial  (iroup     one  of  Ninth 
America's  ten  largest  banks.  And  for  the  past  I  SO  ycais, 
we've  prided  ourselves  on  our  commitment  to  the  highest 
level  of  customer  service. 

Now  with  our  investment  in  I'D  AMHRITRADK, 

a  leading  financial  firm 
dedicated  to  helping 
independent  minded  investors,  investors  can  find  guidani  t, 
tools  and  straightforward  pricing  I"  help  them  thrive 
with  confidence. 


AMERITRADE 


i]  Bank  north 


We  also  offer  I'D  lianknorlh's  straight  talking 

and  truly  hassk  free  approach  to  banking.  And  with 
ovei  600  branches  and 
growing,  TD  Banknorth 

gives  you  easy  .n  t  eSS  tO  bettei  sei  ve  your  needs 

Add  all  tins  up  ami  TD  Hank  Financial  Group  is 
even  bettei  positioned  to  pay  serious  attention  to  what 
counts  you. 

if  you'd  like  to  find  oul  more,  ask  one  <>l  0U1 
M  million  customers.  Bettei  yet,  visit  us  online  al 
www.id.com  to  learn  more 


www.tdameritrade.com 


www.tdbanknorth.com 


|  Bank  Financial  G 


,  Inc.,  member  SIPC,  is  a  wholly  owned  subsidtory  ol  II)  AMIkllKADI  MoUIiim j  (oipoiolion.  II)  l!onl<  liiioiiiinl  Uwu\i  investment  r.  in  II)  AMIKIIKADI  Holding  (oi|ioioli»n  Investment  |irodii(ls  hold  in 
URIIRADI  brokerage  (recounts  rue  NOI IDK  INStJRf IJ/NOf  BANK  GtJARAN II ID/MAY  LOSI  VALUE,  II)  AMERITRADI  is  0  hodoiiiork  owned  |oinlly  hy  fhe  foronlo-Oominion  llnnk  mid  Amenlioile  II'  (oni|iony,  lot 
nknorth,  N  A  -  Member  IDIC.  ID  mid  the  ID  logo  ore  registered  Irodfrmurks  ol  Ihc  loronto  Dominion  Bonk 


Get  the  most  out  of 
your  EOS  30D  and 

EOS  Digital  Rebel  XT 
with  custom 
EF-S  semes  lenses. 


Canon  EF-S  lenses  are  optimized  specifically 
for  use  with  select  digital  SLRs*  The 
EF-S  17-85mm  f/4-5.6  IS  USM  is  a  powerful 
lens,  with  Image  Stabilization  delivering  both  wide- 
angle  and  telephoto  coverage  capabilities. 
For  even  greater  wide-angle  coverage,  try  the 
EF-S  10-22mm  f/3.5-4.5  USM  For  superb 
performance,  especially"  in  low  light,  the  new 
EF-S  17-55  f/2.8  IS  USM  zoom  lens  with  Image 
Stabilization  is  a  great  choice.  And  to  bring  it  in 
real  close,  try  the  EF-S  60mm  f/2.8  Macro  USM 
to  capture  details  you  never  noticea.  Not  sure 
what  you're  after?  The  EF-S  series  lens  family 
is  sure  to  stimulate  the  artist  you  never  knew 
existed.  Of  course,  you  can  also  choose  from 
over  50  compatible  Canon  EF  lenses, 


Canon  . isn't  just  any  camera, 
so  don't  use  just  any  lens. 


"EF-S  lenses  cot1  tr-e  used  on  the  EOS  30D.  ZOO,  20Da, 
Digital  rceoel  XT  and  Digitqt  rtenefony  . 


Readers  Say 


Stop  Celebrating! 

Jack  Sweesy  spent  eight  years  bilking 
investors  out  of  $140  million  (see  "Photo 
Finish,"  Follow-Through,  p.  40),  while 
Richard  Fairbank  of  Capital  One  man- 
aged to  scoop  up  $249  million  in  a  single 
year  ("The  Well-Paid  Boss,"  May  8, 
p.  138).  One  is  vilified,  the  other  cele- 
brated as  a  corporate  success.  I  cannot 
help  but  wonder  which  is  the  greater 
menace  to  society:  the  alleged  crook  who 
sells  fraudulent  oil  leases  or  the  corpo- 
rate hero  who  takes  pay  and  perks  that 
far  exceed  his  value  to  the  company  and 
its  thousands  of  shareholders.  Fairbank  is 


Making  ends  meet:  Jack  Sweesy 
and  Richard  Fairbank. 


simply  this  year's  poster  boy  for  exces- 
sive corporate  remuneration.  But  exec- 
utive compensation  is  now  so  completely 
out  of  control  that  the  only  benchmark  is 
other  executives'  compensation.  I  think 
it's  time  for  the  business  media  to  quit 
celebrating  an  insulated  imperial  corpo- 
rate elite  and  start  asking  harder  ques- 
tions about  pay  and  performance. 

JOHN  POLLOCK 
Lunenburg,  N.S. 
Canada 

Hold  the  Chips 

In  "My  Kingdom  for  a  Casino"  ( On  My 
Mind,  May  8,  p.  46),  Walter  Olson  did 
readers  a  disservice  by  lumping  together 
all  Native  nations  and  tribes  with  pending 
land  claims.  Each  claim  is  as  different  as 
the  nation  or  tribe  presenting  it.  The 
Onondaga  Nation  is  interested  neither  in 
a  casino  nor  in  evicting  its  neighbors  who 
have  settled  in  the  Nation's  historic  terri- 
tory. These  are  points  Mr.  Olson  seems 


to  have  overlooked.  The  goals  of  th« 
Onondaga  land  rights  action  are  simple 
a  declaratory  judgment  against  New  Yorl 
State  for  land  grabs  that  violated  federa 
law.  We  wish  to  use  these  rights  to  promote 
conservation,  environmental  protectior 
and  sustainable  economic  development— 
not  gambling. 

JOSEPH  J.  HEATL 
General  Counse 

Onondaga  Natior. 
Syracuse,  N.Y. 

Keep  Croutons  Local 

I  agree  with  much  of  "Field  of  Dreamers' 
(June  5,  p.  91 ).  However,  I  am  fed  up  read- 
ing about  overzealous  debates  on  the 
environmental  credentials  of  biofuels. 
Your  story  joins  a  long  list  ol 
fuel  philosophers  who 
never  tire  of  complaining 
about  the  energy  con- 
sumed in  producing  and 
shipping  biofuels.  The 
hypocrisy  of  people  who 
knock  ethanol — then  go  and 
munch  a  Caesar  salad  produced 
and  ferried  3,000  miles  to  their 
desktop  using  petroleum — beggarsi 
belief.  If  we  insist  that  every  part  of! 
a  supply  chain  must  be  instantly  carbon 
neutral  without  incremental  steps  on  the 
way  there,  we  are  putting  up  immense 
barriers  to  the  further  development  of  thet 
fledgling  biofuel  industry  and  placing; 
needless  moral  strictures  on  an  industry 
that  has  yet  to  compete  with  oil. 

TOM  BRUTONI 
Dublin,  Irelandl 

Artistic  Difference 

In  "Bronco  Bunco"  (May  22,  p.  218),  we 
misstated  the  name  and  title  of  an  execu- 
tive at  Christie's.  A  comment  we  attrib- 
uted to  Christopher  Whiding,  who  we 
said  was  Christie's  specialist  in  American 
art,  actually  came  from  Eric  Widing, 
head  of  American  paintings  for  Christie's 
Americas. 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/lerters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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fhst  was  Canon  thinking  when  they  introduced 
ie  incredible  new  Canon  EOS  30D? 


rigtfl  2006  Joe  C.  Chung 


xactly  what  I  was  thinking." 


5?iw  Joo  C.  Chung  -  Amateur  photographer  i  may  not  be  a  pro— yet  But  j 

»*™  still  want  all  the  coolest  tools — the  same  ones  the  pros  have.  And  that's  just  what  Canon 
3  me  with  the  new  EOS  300..  Like  a  big,  bright  2.5-inch  LCD  screen  with  .a  1 70"  viewing  angle, 
to  mention  a  shutter  that  can  hanOle  tons  of  shooting,  better  spot  metering,  Picture  Style 
;tion  and  a  burst 'rate  that  can  shoot  up  to  30  JPEG  images.  Actually,  what  I  want  in  a  camera 
jsically... everything.  And  Canon  heard  me  loud  and  clear. 


magcANYWARE 


MEGAPIXEL  CMOS  SENSOR  •  Di.G  C  !!  IMAGE  PROCESSOR  •  5  CR  3  FRAMES-PER-SECONO  ''S-.S-iNCH  LCD  SCREEN.' 


STYLE -FUNCTION. 


arn  more  about  how  you  can  get  the  most  out  of  your  EOS  30D,  visit  the  Canon  Digital  Learning  Center  at  www.photoworkshop.com/eanon 


i  Canon  U.S.A..  Inc.  Canon.  EOS  and  DiS'C  are  registered  trademarks  of  Canon  Inc.  in  trie  United  States  and  may  also  be  registered  trademarks  or  trademarks  in  other  countries.  IMAGEANYWARE  is  a  trademark 
an.  All  rights  reserved.  For  more  information,  visit  us  a!  www.usa.canon.com/consumer  drcall  1-800-OK-CANON. 
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Americans  spend  over  one  million  dollars 
on  energy  every  minute. 


So  who  has  the  power  to  change  that? 


Because  of  surging  economies  in  the  developing  world  and 
continued  growth  among  the  industrialized  nations,  global 
energy  use  is  climbing.  As  a  result,  supplies  are  tight.  Prices 
are  rising.  And  energy  users  are  calling  for  viable  alternatives. 

The  good  news  is  we've  got  a  huge  source  of  alternative  energy 
all  around  us.  It's  called  conservation,  and  it's  the  lowest  cost 
new  source  of  energy  we  have  at  hand.  A  reduction  of  just  5% 
of  global  energy  use  would  save  us  the  eguivalent  of  over 
10  million  barrels  of  oil  a  day.  Clearly,  saving  energy  is  like 
finding  it.  So  how  do  we  do  it? 

Incorporating  energy  efficient  technology  into  new  construction 
could  reduce  consumption  by  40%.  Governments  and 
businesses  must  reduce  their  own  energy  use  and  promote 
conservation  to  their  citizens  and  employees.  Further  improvements 
in  fuel  efficiency  will  play  a  crucial  role,  too.  And  the  average 
person  wields  incredible  power  when  it  comes  to  conserving 
energy,  from  driving  slower  to  switching  to  more  efficient 
home  appliances. 

Of  course,  not  only  does  using  less  energy  mean  there's  more 
fuel  to  go  around,  it  also  means  fewer  greenhouse  gas  emissions. 
The  fact  is,  if  everyone  began  conserving  today,  we'd  see 
results  immediately.  We've  taken  some  of  the  steps  needed  to 
get  started  but  we  need  your  help  to  get  the  rest  of  the  way. 


Conservation  Facts: 

If  everyone  reduced  their  driving 
speed  from  65  to  55mph,  we'd  save 
three  million  gallons  of  gas  a  day. 
Replacing  one  incandescent 
lightbulb  with  a  compact  fluorescent 
lamp  would  save  500  pounds  of  coal 
and  over  a  1/2  ton^of  COz  emissions. 

If  just  one  in  10  homes  used 
ENERGY  STAR*-  qualified  appliances, 
the  environmental  benefit  would 
be  like  planting  1.7  million  new 
acres  of  trees. 


:act  and  Comment 


Steve  Forbes,  Editor-in-Chief 
With  all  thy  getting  get  understanding! 


Pressuring  Iran  Before  It's  Too  Late 


ROMPT  PASSAGE  OF  TWO  BILLS  BEFORE  CONGRESS  COULD  HELP 
s  enormously  in  pressuring  Iran  to  back  off  its  headlong  pur- 
jit  of  nuclear  weapons  before  a  military  confrontation  ensues. 

One  piece  of  legislation,  introduced  by  Representatives  Mark 
irk  (R-Ill.)  and  Rob  Andrews  (D-N.J.),  calls  for  the  U.S.  and  its 
Hies  to  "quarantine"  (read:  "blockade")  Iran  from  receiving  gaso- 
ne  imports  if  Tehran  continues  to  violate  UN  Security  Council 
^solutions.  Even  though  Iran  is  a  major  oil  producer,  it  aston- 
hingly  does  not  have  the  refining  capacity  to  produce  sufficient 
asoline  for  its  domestic  market;  instead  the  country  must 
nport  about  40%  of  its  needs.  Enacting  the  bill  would  focus 
owerful  elements  in  Iran  that  are  not  enamored  of  the  fanatical 
Jamie  dictatorships  current  course. 

Another  bill,  the  Justice  for  Marine  Corps  Families-  Victims  of 
errorism  Act,  would  make  it  possi  ble  for  victims  of  terrorism  to  col- 
:ct  court-ordered  damages.  The  act  would  allow  our  government 
)  seize  Iranian  assets  in  the  U.S.  In  1983  terrorists  in  Beirut  drove 
truck  bomb  into  the  Marine  barracks  there,  killing  241  servicemen, 
[early  three  years  ago  the  U.S.  District  Court  for  the  District  of  Co- 
imbia  found  Iran  guilty  of  organizing,  funding  and  managing  the 
[tack  and  decreed  Iran  financially  liable.  The  pending  bill  would  clar- 
y  language  in  existing  laws  that  stand  in  the  way  of  families  and 
ictims  collecting  on  court-ordered  damages.  Amazingly,  because 
f  an  old-fashioned  bureaucratic  turf  war,  the  State  Department  is 
ying  to  block  this  legislation.  In  1996  Congress — without  the  State 
>epartments  blessing — passed  a  law  allowing  lawsuits  against  state 


sponsors  of  terrorism.  Ever  since,  the  State  Department  has  been  per- 
versely meddling  in  the  process,  including  trying  to  block  this  bill 

*  *  * 

In  addition  to  those  two  bills  the  U.S.  could  pursue  a  couple  of 
other  potent  approaches. 

Make  no  mistake,  for  all  their  ideological  fervor  many  of  Iran's 
ruling  mullahs  are  utterly  corrupt.  FORBES  detailed  their  criminal- 
ity in  a  July  21, 2003  cover  story.  One  way  or  another,  Iran's  mullahs 
control  between  one-third  and  one-half  of  their  nation's  economy. 
It's  no  surprise  that  the  mullahs  and  their  toadies  have  been  salting 
away  tens  of  billions  of  dollars  in  foreign  bank  accounts.  The  U.S. 
should  make  a  concerted  effort  to  effectively  block  access  to  those 
funds,  just  as  we  recently  blocked  the  Palestinian  Authority's  access 
to  its  funds.  Mideast  banks  that  have  relationships  with  US.  banks 
were  hesitant  to  release  money  to  the  Palestinian  Authority,  lest  they 
find  themselves  in  the  crosshairs  of  U.S.  antiterrorism  finance  laws. 

Radio  Farda,  a  US. -funded  Farsi-language  radio  station  a  la  Radio 
Free  Europe,  should  hammer  home  the  thievery  of  Iran's  rulers, 
thereby  helping  to  undermine  whatever  is  left  of  their  legitimacy. 

Iran  is  the  global  center  of  state-sponsored  terrorism.  We  can- 
not let  these  fascistic  fanatics  develop  nuclear  bombmaking  capa- 
bility. Passing  the  two  bills,  pursuing  the  money  of  Iran's  greedy, 
mad  and  murderous  mullahs,  and  sharpening  our  radio  broadcasts 
would  encourage  internal  opposition  that  could  bring  about  pol- 
icy changes  or,  even  better,  regime  change.  Such  approaches  are 
worth  pursuing  before  resorting  to  military  measures. 


Oversight? 


si  APRIL  THE  NEW  YORK  TIMES  RAN  A  BREATHLESS  ARTICLE  PUR- 
orting  to  show  that  the  2003  tax  cuts  on  investments  (which  last 
lonth  were  extended  to  2010) 
rere  simply  a  giveaway  to  the  rich, 
he  cuts'  impact  on  the  broad 
conomy — the  U.S.  economy  has 
een  booming  since  they  were  en- 
ded— was  completely  overlooked. 

As  for  the  story's  moralizing,  finger- wagging  thrust— if  you 
ave  a  high  income,  a  cut  in  tax  rates  by  definition  will  mean  more 


Big  Gain  for  Rich  Seen  in 
Tax  Cuts  for 


dollars  for  you  than  for  those  with  lower  incomes.  While  the  Times 
focused  on  those  making  millions  of  dollars  and  how  much  they 

benefited  from  the  2003  reduc- 
tions, it  neglected  to  mention  that 
those  folks  in  the  top  0.1  per- 
In VeStmentS  centile  earned  8%  of  the  nation's 

personal  income  and  paid  15%  of 
-New  York  Times    federal  income  tax  revenue. 
Experience  has  repeatedly  demonstrated  that  if  you  want 
more  money  from  the  rich,  cut  tax  rates. 


A  Political  Prosecution 


N  INJUSTICE  WAS  PERPETRATED  A  FEW  WEEKS  AGO  AT  THE  FED- 
ral  courthouse  in  Concord,  N.H.  James  Tobin,  a  Republican  opera- 
ve— New  England  chairman  for  President  Bush's  2004  campaign  and 
ortheast  field  representative  for  the  National  Republican  Senatorial 
k)mmittee  in  the  2002  congressional  elections— was  sentenced  to  ten 


months  in  jail  and  two  years  of  probation  for  supposedly  being  part 
of  a  conspiracy  that  for  about  two  hours  on  Election  Day  2002  blocked 
some  incoming  calls  to  Democratic  phone  banks  that  were  arranging 
transportation  for  voters.  Tobin  was  found  guilty  last  December  of 
violating  a  federal  statute  that  bars  making  harassing  phone  calls.  It's 
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Fact  and  Comment 


no  surprise  that  the  Democrats  and  much  of  the  media  have  had  a 
field  day  billing  this  as  some  sort  of  GOP  Watergate-like  perfidy. 

Tobin  had  nothing  to  do  with  this  activity.  He  did  not  oversee 
it;  he  did  not  participate  in  it.  He  didn't  even  know  about  it.  The 
prosecutors  alleged  that  even  if  Tobin  didn't  know  about  the 
scheme,  he  should  have  known  about  it. 

One  of  the  actual  perpetrators  pointed  the  finger  at  Jim  Tobin, 
saying  he  had  asked  Tobin  for  help.  Tobin  allegedly  gave  this  fel- 
low the  telephone  number  of  another  perpetrator,  who  then  made 
the  contact  to  set  up  the  jamming.  During  the  trial  the  testimony 
of  this  second  perpetrator  (who  cut  a  deal  with  the  government 
for  a  lesser  jail  sentence  if  he  pointed  the  finger  at  a  higher-up  like 
Tobin)  was  effectively  impeached.  This  man  claimed  he  had  spo- 
ken to  a  Manchester,  N.H.  detective  about  the  scheme.  The  detec- 
tive took  the  stand  and  denied  what  the  fellow  had  said,  testifying 
that  the  accuser  and  he  had  never  spoken.  Nonetheless,  the  pre- 
siding judge,  Steven  McAuliffe,  gave  instructions  to  the  jury  that 
virtually  begged  for  a  guilty  verdict  against  Tobin. 

To  compound  this  astonishing  behavior,  McAuliffe  not  only 
meted  out  a  stiff  sentence  but  also  denied  bail  while  Tobin  appealed 
his  sentence.  (He  said  Tobin  hadn't  shown  enough  "contrition."  How 
do  you  show  contrition  if  you  haven't  committed  a  crime?)  Bernie 
Ebbers  and  Martha  Stewart  were  allowed  to  stay  out  on  bail  while 
pursuing  appeals  (Martha  Stewart  eventually  decided  to  start  serv- 
ing her  sentence  while  her  appeal  was  being  considered). 


Before  this  trial  Judge  McAuliffe  had  a  reputation  for  scrupu 
lous  fairness.  Apparendy,  however,  the  Democrats'  effort  to  politi 
cize  this  case  nationally  had  an  effect.  McAuliffe's  instructions,  hi4 
sentencing  and  his  denial  of  bail  were  all  thoroughly  out  of  charac 
ter,  particularly  when  you  consider  that  another  federal  court,  in  a 
case  involving  an  activity  similar  to  that  charged  against  Tobin,  rulec 
that  it  was  not  a  violation  of  federal  telephone  harassment  laws. 

I  will  confess  a  personal  stake  in  this  matter.  As  I  wrote 
McAuliffe  in  a  letter  on  Tobin's  behalf: 

"I  first  got  to  know  Jim  in  1998  when  he  was  hired  to  be  Direc 
tor  of  Political  Operations  in  my  campaign  for  President. . . .  Not 
once  during  the  tense  months  of  the  campaign  did  I  ever  have  occa- 
sion to  question  his  honesty,  ethics  and  sound  judgment.  I  came  to 
trust  him  absolutely,  in  a  way  that  I  have  few  others. 

As  Director  of  Political  Operations,  Jim  handled  a  budget  in  excess, 
of  $10  million,  oversaw  offices  in  over  a  score  of  states,  was  responsible 
for  a  payroll  of  some  200  people  and  had  to  ride  herd  on  the  activities 
of  thousands  of  volunteers.  An  individual  with  Jims  responsibilities  faces 
constant  challenges  on  a  daily  basis— personnel  problems,  turf  battles  ana 
the  like,  not  to  mention  achieving  strategic  goals.  ...He  never  had  divided 
loyalties — so  many  times  you  see  campaign  operatives  keeping  an  eye 
cocked  toward  the  next  campaign  or  trying  to  make  sure  they  have  sefl 
themselves  up  in  case  the  current  campaign  falters.  With  Jim  there  was\ 
none  of  that.  He  was  focused  entirely  on  the  effort  at  hand  That's  how 
my  wife  and  I  came  to  trust  him  so  much — our  interests  were  his. . . 


Nice  Guys  Get  in  Trouble 


Promise  Me— by  Harlan  Coben  (Dutton,  $26.95).  Too  bad  the 
book's  hero,  Myron  Bolitar,  a  former  basketball-star-turned- 
sports-and-entertainment-agent,  can't  go  into  politics.  Myron 
vividly  learns  the  perils  of  promises:  They  can  have 
unpleasant,  unintended  consequences. 

Bolitar  overhears  two  teenage  girls  talking  about 
peers  who  drink  and  drive.  He  gets  them  to  promise 
to  call  him  rather  than  ever  get  into  a  car  if  they — or 
the  driver — have  been  drinking;  he'll  drive  them 
wherever  they  want  to  go,  no  questions  asked.  Soon 
thereafter  one  of  the  girls,  the  daughter  of  a  longtime 
friend,  does  just  that.  He  picks  her  up  in  Manhattan, 


and  she  directs  him  not  to  her  house  but  to  that  of  a  "friend."  The 
teenager  disappears.  Three  months  earlier  another  local  teenager 
had  disappeared.  Both  adolescents  had  used  the  same  ATM  inl 
Manhattan.  The  book  takes  off  in  high  gear. 

Supersuspense  maestro  Coben  has  again  giveni 
us  an  addictive  page-turner  with  plenty  of  twists, 
turns,  plots  and  subplots,  including  Bolitar  s  bud- 
ding romance  with  a  9/1 1  widow  who  has  children. 

We're  also  given  a  gloves-off  look  at  the  intense 
competition  among  high  schoolers  for  admission  to 
top-tier  colleges,  with  the  parents  sometimes  being 
even  more  frantic  about  the  process  than  the  students. 


RESTAURANTS:  GO, 


.STOP 


Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Le  Bemardin— 155  West  51st  St  (Tel:  212-554-1515).  This 
elegant,  often  haughty,  restaurant  serves  some  of  the  most  exqui- 
site seafood  in  the  city,  and  it's  worth  every  penny.  Most  delicious: 
the  thinly  pounded  yellowfin  tuna  with  shaved  chives  and  foie 
gras,  the  four  different  kinds  of  marinated  fluke,  the  warm  sea 
urchin  custard,  the  baked  snapper  with  a  spicy  sauce,  and  the  wild 
Alaskan  salmon  with  a  mushroom  pot-au-feu. 

•  Aminos  Estiatorio — 52  Vanderbilt  Ave.,  at  45th  St.  (Tel.: 
212-922-9999).  Convenient  Midtown  spot  with  a  lot  to  recom- 
mend it,  from  decor  to  service  to  the  extensive  variety  of  deli- 


cious Greek  fare.  Best  bets:  the  chickpea-and-olive  dip,  the 
grilled  Cypriot  cheese  with  a  caper-and-cilantro  vinaigrette 
and  the  grilled  fresh  fish  priced  by  the  pound. 
•  Country— Carlton  Hotel,  90  Madison  Ave.,  at  29th  St.  (Tel.: 
212-889-7100).  All  the  accoutrements  at  this  new  mecca  are 
impressive:  the  restored  Tiffany-style  glass  dome,  the  porcelain 
and  flatware,  the  perfectly  spaced  tables.  The  food  in  the  "Din- 
ing Room,"  though  beautifully  presented  and  accompanied  by 
all  kinds  of  littie  extras,  is  still  a  work  in  progress — good,  but 
not  yet  memorable  enough  to  justify  the  price.  F 
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he  endless  hustle  and  stress  of  the  modern  world  -  many  people 
:cept  it  as  part  of  the  game.  But  it  doesn't  need  to  be  that  way. 
'hen  technology  helps  life  run  more  smoothly,  the  modern  world 
in  be  unbelievably  peaceful. 

eet  LC  Electronics  and  enjoy  it  all: 

fe's  pleasures.  Life's  rewards.  Life's  Good. 


jile  lets  you  enjoy      LC  HD  Plasma  TV  lets  you       LC  Flat  Panel  Home  Theater         LC  Steam  Washer's 
orite  music,  videos,    record  your  favorite  shows     lets  you  enjoy  superior  sound      innovative  technology 
ames  anywhere.  and  stop  them  live.  and  picture  quality.  refreshes  your  day. 
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With  Sybase®  software,  Hyundai  Department  Stores  created 
a  point-of-sale  solution  that  eliminates  cash  registers  and: 

C    Processes  credit-card  transactions  from  anywhere  in  the  store, 

improving  customer  shopping  experiences  and  purchase  totals 

Reduces  total  point-of-sale  hardware  costs  by  40%,  allowing  IT 
budgets  to  be  used  for  other  priorities 

[~]   Greatly  improves  sales  tracking  across  the  13-store  network, 

enabling  management  to  efficiently  staff  personnel  as  needed 


Want  to  see  the  future  of  retail?  Where  customers  receive  personalized  shopping  experiences.  And  in  return,  show  their  loyalty  through 
more  return  visits  and  higher  purchase  totals.  It's  happening  now  at  Hyundai  Department  Stores  in  South  Korea. Thanks  to  Sybase  Adaptive 
Server®  Anywhere  and  SOL  Anywhere®  software,  this  13-store  chain  has  an  information  edge  that  enables  salespeople  to  better  assist 
customers,  check  inventories  and  capture  signatures  on  the  spot.  It's  changed  the  way  customers  view  Hyundai.  And  it's  causing  many 
companies  to  view  Sybase  software  as  something  they  can't  live  without,  www.sybase.com/infoedge10 


Copyright  ©2006  Sybase.  Inc  All  rights  reserved.  Sybase,  the  Sybase  logo,  Adaptive  Server  and  SQL  Anywhere  are  trademarks  of  Sybase,  Inc  •  indicates  registration  in  the 
United  States  of  America  All  product  and  company  names  are  trademarks  of  their  respective  owners. 
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Other  Comments  

Spoonfeeding  in  the  long  run  teaches  us  nothing  but  the  shape  of  the  spoon. 

—EM.  FORSTER 


Connecting  the  DotS  I'm  a  strong  believer  in  pri- 
vacy rights.  I  don't  see  why  Americans  are  obligated  to  give  the  gov- 
ernment their  bank  account  details  and  the  holdings  therein.  Other 
revenue  agencies  in  other  free  societies  don't  require  that  level  of 
disclosure.  But,  given  that  the  people  of  the  United  States  are  ap- 
parently entirely  cool  with  that,  it's  hard  to  see  why  lists  of  phone 
numbers  (i.e.,  your  monthly  statement)  with  no  identifying  infor- 
mation attached  is  of  such  a  vasdy  different  order  of  magnitude. 
By  definition,  "connecting  the  dots"  involves  getting  to  see  the  dots. 

Senator  Pat  Leahy  feels  differently.  "Look  at  this  headline," 
huffed  the  Senate  Judiciary  Committee's  ranking  Democrat. 
"The  secret  collection  of  phone  call  records  of  tens  of  millions 
of  Americans.  Now,  are  you  telling  me  that  tens  of  millions  of 
Americans  are  involved  with  al  Qaeda?"  No.  But  next  time  he 
flies  from  D.C.  to  Burlington,  Vt.  on  a  Friday,  he  might  look  at 
the  security  line:  Tens  of  millions  of  Americans  have  to  remove 
their  coats  and  shoes.  Are  you  telling  me  tens  of  millions  of 
ordinary  shoe- wearing  Americans  are  involved  with  al  Qaeda? 

—MARK  STEYN,  Washington  Times 

Much- Admired  Man  It  wasn't  enough  to  save  him 

from  10  months  in  federal  prison,  two  years  of  probation  and  a 
$10,000  fine,  but  James  Tobin — the  once  high-ranking  GOP  offi- 
cial convicted  for  his  role  in  jamming  Democratic  phone  banks  on 
Election  Day  2002 — attracted  legions  of  admirers  from  all  walks  of 
life.  A  series  of  character  witnesses  took  the  stand  at  Tobin's  sentenc- 
ing [and  wrote  letters]  to  share  their  esteem  for  Tobin  as  a  man  of 
seemingly  boundless  generosity.  They  spoke  of  Tobin  as  a  Sunday 
school  teacher  and  youth  mentor  who  is  often  the  first  volunteer  to 
arrive  and  the  last  to  leave  at  a  soup  kitchen  for  the  homeless  in  his 
hometown  of  Bangor,  Me.  Tobin  once  helped  save  a  suicidal  college 
student,  built  a  wheelchair  ramp  for  a  disabled  woman  at  a  moment's 
notice  and  anonymously  paid  for  the  legally  blind  daughter  of  a 


single  mother  to  make  a  youth  mission  to  Honduras.  Former  U.J 
Senator  Bill  Cohen — Tobin's  first  boss — wrote  of  the  "countless  hour 
both  on  and  off  the  clock"  that  Tobin  worked  to  facilitate  a  heai 
transplant  for  a  Medicaid  recipient,  among  other  deeds. 

While  working  in  Cohens  Bangor  office  in  the  mid-1980s, 
young  Tobin  befriended  a  widower  and  World  War  II  vetera: 
named  Roy  Gallagher.  Tobin's  kindness  to  Gallagher  and  thei 
age-bridging  friendship  became  well-known  in  Maine  Republi 
can  circles.  Tobin  later  took  Gallagher  to  medical  appointment: 
brought  him  groceries,  filled  his  prescriptions  and  regularly  drov 
him  two  hours  to  place  flowers  on  his  wife's  grave.  He  also  mad 
him  a  regular  at  Sunday  night  family  dinners.  "I  don't  kno\ 
whether  Roy  would  still  be  alive,  much  less  enjoying  life,  were  i 
not  for  Jim's  love  and  attention.  Jim  has  made  all  the  difference  ii 
the  life  of  this  elderly  man,"  U.S.  Sen.  Susan  Collins  wrote.  "I  fe€ 
he  has  extended  my  life,"  wrote  Gallagher,  who  died  six  day 
before  Tobin's  sentencing.  "Jim  is  an  honest  and  good  man." 

—ERIC  MOSKOWITZ,  Concord  (N.H.)  Monito 

A  Real  Threat  If  you  really  want  to  understand  the  deptl 
of  Iranian  hatred  for  those  who  challenge  them,  and  the  patienc 
they  show  in  carrying  out  their  revenge,  consider  the  amazinj 
information  that  was  published  by  the  London  Sunday  Times  h 
early  April:  "Iraqi  pilots  who  flew  in  Saddam  Husseins  air  force  ar< 
being  targeted  by  armed  militias  in  an  apparent  witch-hunt  agains 
veterans  who  fought  in  the  war  against  Iran  two  decades  ago."  Th' 
Times  said  that  182  former  pilots  and  416  senior  military  officer 
had  been  killed  by  the  beginning  of  2006,  and  more  than  800  sucl 
people  had  fled  Iraq.  Such  a  regime  does  not  undergo  profounc 
change.  It  just  continues  to  kill  all  who  challenge  them. 

—MICHAEL  A.  LEDEEN,  American  Enterprise  Institute 

National  Review  Onlint 

Convinced  Yet?  Lost  in  the  talk  of  malaise,  small  busi 
nesses,  innovation  and  labor  flexibility  are  driving  an  economic  jug 
gernaut  that  sailed  past  Katrina,  rate  hikes  and  high  energy  prices 
The  "wrong-path"  U.S.  proudly  led  global  relief  to  victims  of  the 
tsunami,  Pakistan's  earthquake,  Saddam  and  African  AIDS,  witl 
our  private  sector  donations  often  outweighing  the  rest  of  the  world: 
entire  contribution.  For  bold  growth  policies  to  blossom  in  Wash 
ington,  the  hesitant  self-congratulation  needs  to  turn  into  a  deep 
conviction  that  the  economy  is  sturdy  and  successful.  Inflation  anc 
dollar  weakness  are  the  biggest  risks,  not  the  slowdown  that  dom 
inates  the  news. 

—DAVID  MALPASS,  chief  economist,  Bear  Stearns 

Wall  Street  Journa 

Blindsided  A  bride  at  her  second  marriage  does  not  weai 
a  veil.  She  wants  to  see  what  she  is  getting. 

—HELEN  ROWLAND  P 
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Current  Events 


y  Lee  Kuan  Yew,  Minister  mentor  of  Singapore 


Tribulations  of  Two  Emerging  Democracies 


ONTHS  AFTER  ELECTING  A  NEW  PARLIAMENT,  IRAQ'S  REPRE- 
ntatives  have  just  formed  a  government  of  national  umiy.  Iraqis 
ive  no  experience  in  the  politics  of  compromise,  which  is  essen- 
d  to  democracy.  For  centuries  under  Ottoman  rule — as  well  as 
[lowing  World  War  I,  when  the  territory  now  called  Iraq  was  carved 
it  by  the  British — the  regions  Sunnis  dominated  its  Shiites  and 
ords.  In  December  2005,  however,  the  Shiites  had  the  strongest 
oc  in  Iraq's  parliament,  where  they  enjoy  a  majority.  For  months 
ey  refused  to  yield  on  their  candidate  for  prime  minister,  Ibrahim 
•Jaafari,  even  though  he  was  unacceptable  to  both  Sunnis  and  Kurds, 
rentually  the  three  groups  were  able  to  agree  on  Shiite  Nori  Kamel 
-Maliki.  He  will  have  to  hold  these  disparate  groups  together  if 
ere  is  to  be  any  hope  for  an  end  to  the  violence.  Iraq  is  going 
rough  a  difficult  phase  for  any  emerging  democracy:  learning  the 
t  of  compromise  in  order  to  reach  less-than-ideal  solutions. 

ower  of  the  People 

lailand,  another  emerging  democracy  in  Asia,  is  also  going 
rough  a  turbulent  period.  Prime  Minister  Thaksin  Shinawatra 
id  his  Thai  Rak  Thai  party  won  an  overwhelming  electoral 
ajority  in  early  2005.  A  year  later,  faced  with  massive  street 
monstrations  in  Bangkok,  Thaksin  called  early  elections  to 
affirm  his  mandate.  Expecting  Thaksin  to  win  because 
ingkok's  educated  middle  class  is  not  large  enough  to  outvote 
e  country's  farmers,  the  three  main  opposition  parties  boy- 
'tted  the  elections  and  mounted  even  bigger  demonstrations. 

The  Bangkok  establishment  detests  Thaksin  and  has 
inounced  him  as  a  dictator  who  ignores  human  rights,  muzzles 
e  media  and  condones  corruption.  Even  worse,  he  amended 
lai  law  in  order  to  legalize  his  family's  sale  of  its  49%  stake  in  the 
lecom  technology  company  Shin  Corp.  (often  referred  to  by 
lais  as  the  "crown  jewel")  to  Singapore's  Temasek  Holdings. 
)rn  Chatikavanij,  deputy  head  of  the  opposition  Democrat  Party, 
is  asserted  that  Thaksin  subverted  the  workings  of  government 
stitutions  and  allowed  corruption  in  his  administration,  but  he's 
needed  (see  FORBES  ASIA,  Apr.  24)  that  Thaksin's  rural  develop- 
ent,  health  care,  industrial  privatization  and  infrastructure 
ojects  have  led  to  Thailand's  healthy  macroeconomic  picture. 

On  Mar.  13,  at  a  seminar  before  a  senate  antigraft  committee, 
-uvan  Maintaka,  Thailand's  formidable  anticorruption  auditor  gen- 
al,  accused  Thaksin  and  his  colleagues  of  being  extremely  skillful 
id  clever  in  their  corruption  schemes.  She  went  on  to  say,  "The 
rrent  administration  has  made  corruption  and  political  favoritism 
*al  and  accepted  it  as  a  natural  phenomenon  that  no  one  can  do 


anything  about."  But  Jaruvan  fell  short  of  charging  Thaksin  with  cor- 
ruption, thus  denying  him  the  opportunity  to  explain  and  defend 
himself.  Democracy  would  have  been  better  served  had  Thaksin  been 
formally  charged  and  removed  from  office  by  due  process. 

On  Apr.  2  Thaksin's  TRT  party  won  57%  of  the  total  votes  cast; 
however,  Bangkok's  middle  class  and  the  opposition  parties  ignored 
the  electoral  verdict  and  continued  to  demonstrate.  As  professor  Thiti- 
nan  Pongsudhirak  of  Chulalongkorn  University  said:  "Thaksin  mo- 
nopolized Thai  politics.  That's  why  we  had  extraconstitutional  protests." 

With  tensions  ratcheting  up,  Thaksin  decided  to  seek  help  and 
requested  an  audience  with  Thailand's  revered  King  Bhumibol 
Adulyadej.  Immediately  after  his  meeting  with  the  king,  Thaksin 
stepped  aside  as  prime  minister.  People  concluded  that  the  king 
must  have  imparted  something  rather  pertinent  to  Thaksin. 

With  the  political  situation  still  unresolved  at  the  end  of 
April,  the  king  in  a  speech  to  the  Constitutional  Court  requested 
that  the  court's  judges  "fix"  the  problem.  The  elections  were  soon 
thereafter  annulled.  "People's  power"  has  again  triumphed  (in  the 
Philippines  it  toppled  President  Ferdinand  Marcos  in  1986, 
pushed  President  Joseph  Estrada  out  in  2001  and  would  have 
ousted  President  Gloria  Macapagal  Arroyo  in  2005  had  the  Vati- 
can not  advised  its  Filipino  bishops  against  involvement).  Future 
governments  have  been  put  on  notice.  Peoples  power  is  now  a 
part  of  Thailand's  democratic  process. 

However,  after  a  seven-week  "leave,"  Thaksin  resumed  office 
as  caretaker  prime  minister  on  May  23.  The  opposition  is  against 
Thaksin  and  may  well  return  to  the  streets  to  contest  his  rights  as 
a  member  of  the  Thai  parliament  and  a  citizen. 

If  Compromise  Fails 

Iraq  has  a  large  educated  middle  class.  However,  in  the  recent 
elections  insecurity  made  the  middle  class  vote  for  its  protectors, 
its  own  sectarian  militias.  Secular  parties  led  by  Ahmad  Chalabi, 
a  capable  deputy  prime  minister  of  the  interim  Iraqi  government, 
fared  poorly.  Cultivating  democracy  in  Iraq  will  be  immensely 
more  difficult  than  in  most  other  places.  If  compromise  fails, 
opposition  will  not  be  in  the  form  of  mass  demonstrations  but  of 
violence  carried  out  by  armed  Sunni  militias. 

It  may  be  in  everyone's  best  interests  to  settle  for  a  more  or  less 
stable  Iraqi  government,  even  if  it's  more  or  less  democratic.  Most 
Americans  and  Britons  expect  coalition  forces  to  be  scaled  down 
before  the  U.S.  midterm  elections  in  November.  Once  that  happens 
the  Iraqis  will  have  to  sort  out  their  tribal,  ethnic  and  religious  dif- 
ferences in  their  own  way,  at  their  own  pace.  F 
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Lee  Kuan  Yew,  minister  mentor  of  Singapore;  Paul  Johnson,  eminent  British  historian  and  author;  and  Ernesto  Zedillo,  director, 
Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico,  rotate  in  writing  this  column. 
To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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VISA  COMMERCIAL  SOLUTIONS.  When  it  comes  to  cash  flow,  timing  is  everything.  Visa  gives  you  business  payment  toe 
to  pay  or  get  paid  almost  any  way  you  want,  for  just  about  anything  you  want.  So  time  is  always  on  your  side.  Learn  more 
visa.com/commercial,  or  contact  your  commercial  banker.  Your  business  is  your  life.  Life  takes  Visa. 
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Blessed  Are  the  Hypomanic 


\ST  WEEK  OUR  PREACHER  SPOKE  ABOUT  SPIRITUAL  GIFTS.  SHE 
ientified  a  dozen  or  so.  Leadership,  evangelism,  empathy  and  faith 
ere  at  the  top  of  the  list — just  what  youd  expect  in  a  church  ser- 
lon.  She  surprisingly  also  mentioned  entrepreneurship.  She  did 
)  with  a  canny  understanding  of  the  entrepreneurial  personality, 
lome  people  are  gifted  at  starting  things,"  she  said.  "Sadly,  we 
lal-retentive  types  are  too  quick  to  come  along  and  criticize 
ltrepreneurs  for  not  finishing  their  projects.  That's  wrong.  The  en- 
epreneurial  gift  isn't  to  manage  and  administer.  It's  to  start  things'' 

Very  true.  Some  entrepreneurs  I  know  are  good  at  managing 
id  administering,  but  not  many.  Most  are  a  mix  of  visionary 
id  hustler,  with  a  dash  of  attention  deficit  disorder  thrown  in. 
hey  see  opportunities  the  rest  of  us  overlook  They  are  driven  by 
breathless  energy  to  assemble  resources  in  pursuit  of  those 
?portunities.  Then,  soon  after  their  baby  is  toddling,  they  get 
ared.  Jim  Clark,  who  started  Silicon  Graphics  and  Healtheon 
id  cofounded  Netscape,  was  an  extreme  example  of  this  type, 
fter  starting  up  his  companies  in  a  promethean  burst  of  energy, 
id  bring  in  managers  and  administrators.  But  the  honeymoon 
tver  lasted  for  long.  Within  a  year  or  two  Clark  would  start 
rotesting  about  how  badly  things  were  being  run.  He  was  so 
redictable  you  could  set  your  watch  by  his  actions. 

My  friend  George  Gilder  thinks  entrepreneurs  are  on  the  side 
:God.  I  wouldn't  go  that  far.  Morally,  entrepreneurs  are  no  bet- 
r — or  worse — than  the  rest  of  humanity.  Some  entrepreneurs, 
i  truth,  would  make  splendid  criminals  or  cult  leaders.  Professor 
[oriarty,  Sherlock  Holmes'  nemesis,  was  an  entrepreneur.  Ter- 
>rist  leaders  have  dark  entrepreneurial  talents.  Even  a  real  hero, 
eve  Jobs,  is  famous  for  his  "reality-distortion  field" — in  two 
linutes  Jobs  can  have  you  believing  the  moon  is  made  of  Brie, 
fere  there  no  free  enterprise,  a  man  of  Jobs'  mesmerizing  talents 
light  start  a  crank  religion  or  bloody  revolution. 

I've  recently  read  two  books  that  get  to  the  heart  of  the  entre- 
reneurial  personality — which,  for  reasons  that  will  be  explained, 
lows  up  more  in  the  U.S.  than  in  other  countries.  One  book  is 
he  Hypomanic  Edge:  The  Link  Between  (A  Little)  Craziness  and 
i  Lot  of)  Success  in  America.  Its  author  is  John  D.  Gartner,  an 
;sistant  professor  of  psychiatry  at  Johns  Hopkins.  Don't  let  Gart- 
sr's  academic  credentials  scare  you  off.  He's  written  a  crackling 
)od  book  that  examines  the  lives  of,  among  others,  Christopher 
olumbus,  Andrew  Carnegie  and  human-genome  entrepreneur 
raig  Venter,  and  Hollywood's  Selznick  and  Mayer  families. 

"Why  is  America  so  rich  and  powerful?"  asks  Gartner.  The 
lswer  lies  in  our  genes,  he  says.  "My  new  hypothesis  became 
lat  American  entrepreneurs  are  largely  hypomanic,"  writes 
artner.  "Hypomania  is  a  mild  form  of  mania,  often  found  in  the 
:latives  of  manic  depressives.  Hypomanics  are  brimming  with 


infectious  energy,  irrational  confidence  and  really  big  ideas.  They 
think,  talk,  move  and  make  decisions  quickly.  Anyone  who  slows 
them  down  with  questions  'just  doesn't  get  it.'  Hypomanics  are 
not  crazy,  but  normal'  is  not  the  first  word  that  comes  to  mind 
when  describing  them.  Hypomanics  live  on  the  edge,  between 
normal  and  abnormal." 

But  just  how  did  these  traits  get  in  our  genes?  "Energy,  drive, 
cockeyed  optimism,  entrepreneurial  and  religious  zeal,  Yankee 
ingenuity,  messianism  and  arrogance— these  traits  have  long 
been  attributed  to  an  American  character.'  If  a  scientist  wanted 
to  design  a  giant  petri  dish  with  all  the  right  nutrients  to  make 
hypomanic  genius  flourish,  he  would  be  hard-pressed  to  imag- 
ine a  better  natural  experiment  than  America.  A  'nation  of  immi- 
grants' represents  a  highly  skewed  and  unusual  'self-selected' 
population.  Do  men  and  women  who  risk  everything  to  leap  into 
a  new  world  differ  temperamentally  from  those  who  stay  home? 
It  would  be  surprising  if  they  didn't." 

How  do  you  identify  a  hypomanic?  Gartner  lists  these  traits: 
"He  is  filled  with  energy;  flooded  with  ideas;  driven,  restless  and 
unable  to  keep  still;  channels  his  energy  into  the  achievement  of 
wildly  grand  ambitions;  often  works  on  little  sleep;  feels  brilliant, 
special,  chosen,  perhaps  even  destined  to  change  the  world;  can 
be  euphoric;  becomes  easily  irritated  by  minor  obstacles;  is  a  risk 
taker;  overspends  in  both  his  business  and  personal  life;  acts  out 
sexually;  sometimes  acts  impulsively,  with  poor  judgment,  in 
ways  that  have  painful  consequences;  is  fast-talking;  witty  and 
gregarious;  charismatic  and  persuasive;  prone  to  making  enemies 
and  feels  he  is  persecuted  by  those  who  do  not  accept  his  vision 
and  mission."  Yep — sounds  like  an  entrepreneur  to  me. 

Another  fun  summer  read  is  Leigh  Montville's  book  on 
Babe  Ruth,  The  Big  Bam:  The  Life  and  Times  of  Babe  Ruth.  Ruth 
fit  the  hypomanic  profile  to  a  tee.  He  slept  only  four  to  five  hours 
a  day.  He  talked  loudly.  He  overspent.  He  acted  impulsively 
(always  swinging  for  the  fences  in  a  wild  uppercut).  And  sexu- 
ally the  Babe  was  like  a  dog  off  his  leash. 

'"He  was  a  peculiar  character,'  pitcher  [and  teammate]  Waite 
Hoyt  would  say  in  future  years.  'We  used  to  compare  him  to  an 
Airedale  dog  or  a  sheep  hound  or  something.  He  went  around 
visiting  girlfriends,  and  then  he  would  come  home.  He'd  been  out 
all  night  carousing,  and  then  he  would  come  home  to  a 
respectable  family,  and  the  family  would  pat  the  dog  on  the  head, 
and  the  family  would  say  what  a  nice  dog  Rover  is.'" 

Babe  Ruth,  the  entrepreneur  of  home  runs.  God  bless 
the  hypomanic!  F 
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Hazardous  Duty  Pay 

Should  we  begrudge  corporate  chieftains  their  fat  option 
packages?  Half  of  all  public  big-company  chief  executives 
worldwide  end  up  fired,  consultancy  Booz  Allen  Hamilton 
says  in  a  new  study.  During  2005  the  top  dog  at  383  of 
the  2,500  largest  firms  (by  market  cap)  got  the  boot,  tops 
in  a  decade.  Industries  with  the  highest  one-year  chief 
exec  turnover:  consumer  staples  (19%)  and  consumer  dis- 
cretionary (18%).  Most  secure:  materials  (1 1  %)  and 
health  care  (12%).  The  report  suggests  that  bosses  chosen 
from  within  tend  to  fare  the  best.         —Tatiana  Serafin 


inTorififir 


Job  safe:  Edward  J.  Zander. 


INFORMER@FORBES.COM 

Only  $695  Million  High 

Following  inquiries  by  FORBES,  pub- 
licists touting  a  new  management 
book  called  The  Winner's  Attitude 
(McGraw-Hill,  $17)  have  withdrawn 
a  written  claim  that  coauthor  Jeff 
Gee  was  a  corporate  coach  "who 
improved  profits  at  Motorola  by  17% 
after  speaking  with  their  employees." 
With  2005  profits  of  $4.6  billion,  that 
would  credit  $670  million  of  earn- 
ings single-handedly  to  Gee,  making 
him  a  terrific  candidate  to  replace— maybe  even  right  now— cur- 
rent Motorola  boss  Edward  J.  Zander.  But  after  Motorola  head- 
quarters staffers  told  us  they  never  had  heard  of  Gee  or  coauthor 
(and  wife)  Val  Gee,  the  book  flacks  said  the  pitch  contained  an 
"error."  Jeff  Gee  dealt  only  with  Motorola  dealers — not  company 
workers— and  thus  had  no  direct  impact  on  corporate  profits.  That 
17%  figure,  they  now  say,  was  an  "increase"  in  "customer  retention" 
valued  at  "over  $5  million."  — Michael  Maiello 

Welfare  for  a  Tycoon 

Golden  State  Warriors  owner  John  C.  (Christopher)  Cohan  has 
filed  lawsuits  attacking  Internal  Revenue  Service  assessments 
totaling  $482  million  in  taxes  and  penalties  from  1998,  when  he 
sold  cable  TV  holdings.  The  feds  say  Cohan  used  three  different 
abusive  tax  shelters  to  duck  taxes  on  $229  million  in  gains.  In  U.S. 
Tax  Court  filings  Cohan  says  he  and  his  wife  don't  owe  $166  mil- 
lion in  penalties  because  they  used  the  shelters  in  good  faith  and 
disclosed  them  as  part  of  an  amnesty  program.  Their  lawyer  says 
the  multiple  tax  bills  are  duplicative  and  the  actual  amount  in  dis- 
pute far  lower.  The  IRS  figures  the  San  Francisco  couple  had  tax- 
able 1998  income  of  $369  million.  They  reported  a  $14  million 
loss  and  even  claimed  a  $1,200  refundable  credit  intended  for 
lower-income  families  with  three  or  more  kids.   — Janet  Novack 


Pick  Your  Poison 


Underwriters  Laboratories,  the  112-year-old  tax-exempt  agenq 
famous  for  fire  and  electrical  safety  testing,  says  as  a  matter  oi 
policy  it  won't  certify  a  home  cigarette-making  machine  sold  b] 
Fresh  Choice  Tobacco  of  Green  Valley,  Calif.  UL  official  Augusi 
W.  Schaefer  wrote  that  ULs  "public  safety  mission,"  and  not  polit 
ical  correctness,  prompted  the  decision.  Fresh  Choice  ownei 
John  Roscoe  quickly  obtained  certification  from  a  rival  tester 
Schaefer  tells  FORBES  that  UL  also  won't  handle  firearms,  whicli 
"do  harm  to  an  animal  or  a  person."  Yet  UL  puts  its  mark  on  com* 
mercial  cookers  for  french  fries,  no  longer  seen  as  too  healthy 
Less  magnitude  of  harm,  Schaefer  says.       —William  P.  Barreti 

How  New  York  City  Is  Different 

When  billing  property  owners  for  certain  permits  requiring 
inspections,  the  New  York  City  Fire  Department  includes  this 
notice  printed  on  a  bright  pink  card:  "WARNING  . . .  You  must  nol 
pay  any  money  to,  or  offer  any  gift  to  an  inspector  at  any  time.  Ail 
inspector  may  not  demand,  make  suggestions,  or  take  anything 
from  you  ...  If  an  inspector  asks  for  a  bribe  or  gift,  you  must 
report  this."  Official  admission  of  widespread  graft?  "The  notice  is 
a  corruption-prevention  measure,"  says  city  investigations  boss 
Rose  Gill  Hearn.  "It  shows  not  that  bribery  is  pervasive." — W.P.B. 


The  Empira  Strikes  Back  _  

Empire  Relations  Group,  Jericho,  N.Y.,  is  yet  another  inventor-relations  outfit  touting  tiny,  obscure  public 
companies  its  Web  site  lists  as  "clients."  These  stocks  trade  well  below  their  highs.  Empire  President 
Kenneth  Maciora  didn't  respond  to  repeated  requests  for  comment.  — Matthew  Rand  and  W.P.B. 


RECENT     %  CHANGE     SALES    MARKET  CAP 


COMPANY/HEADQUARTERS 

STATED  PRODUCT 

PRICE 

FROM  PEAK 

(SMIL) 

(SMIL) 

Benacquista  Galleries/Goodlettsville,  Tenn. 

online  art  sales 

$0.56 

-78% 

$0 

$6 

BioMetrx/Jericho,  N.Y. 

biometrics 

2.60 

-68 

0 

Eco-RX/North  Miami  Beach,  Fla. 

air  purifiers 

0.08 

-82 

0 

j  Green  Energy  Resources/New  York,  N.Y. 

wood  fuel 

0.68 

-49 

3 

35 

Health  Discovery/Lorena,  Tex. 

drug  research 

0.09 

-82 

0 

10 

Silver  Dragon  Resources/Toronto,  Ont. 

silver  mines 

1.13 

-45 

0 

52 

T-Bay  Holdings/Eagle,  Idaho 

Chinese  cell  phones 

2.85 

-33 

19 

86 

Teleplus  Enterprises/St.  Laurent,  Que. 

telecom 

0.22 

-95 

8 

19 

Sources:  Come 


nents;  stock  price  databases. 
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A  minor  procedure.  It's  all  anyone  needs  to  know. 
With  Cisco  Self-Defending  Networks,  patient  files  and  other  sensitive 
information  always  remain  private.  Completely  secured  against  loss, 
theft  or  prying  eyes.  To  find  out  how  Cisco  can  protect  your 
company's  reputation — and  more  important,  your  customers' trust — 

isco.com/securenetworks 


Cisco  Systems 


security,  powered  by 


Follow-Through 


FEBRUARY  17,  2003 

In  It  to  Win  It 

Three  years  ago  we  called  the 
Los  Angeles  Clippers  the  Na- 
tional Basketball  Associa- 
tions most  valuable  joke. 
Owner  Donald  Sterling  had 
the  lowest  player  payroll  in 
the  league  and  profits  of 
$40  million  over  the  previous 
three  years.  But  the  teams  record 
was  an  embarrassment.  No  more. 
Shortly  after  our  story  Sterling  signed 
forwards  Elton  Brand  and  Corey 
Maggette  to  six-year  deals  worth 
$82  million  and  $42  million,  re- 
spectively. New  coach  Mike  Dun- 
leavy  got  a  lucrative  $  1 2  million 
four-year  contract.  And  last 
summer  Sterling  brought 
Cuttino  Mobley 
and  Sam  Cassell.  The 
result?  The  Clip- 
pers' best  record 
L     in  30  years, 
k   with  47  wins 
f  against  35 
losses  and  7 
playoff  victo- 
1^    ries.  Playoff  rev- 
$82  million  man:  enues  will  offset 

Elton  Brand.         the  25%  bump  in  pay- 

FLASH  BACKS 


roll  this  year,  and  operating  profit  will  top  $  10 
million  for  the  seventh  straight  season. 

—Kurt  Badenhausen 

APRIL  19,  2O04 


Hot  Red  Hat 


Two  years  ago  we  described  Red  Hat's 
struggle  to  grow  in  the  perilous  realm  of 
free,  open-source  software.  Despite  long 
odds,  Red  Hat  has  vaulted  into  the  num- 
ber one  position  in  the  hot  field  of  open 
source.  It  helps  that  large  tech  buyers, 
including  Google,  Amazon  and  the  U.S. 
Army,  have  become  open-source  fans. 
In  April  Red  Hat  bought  JBoss  for  $350 
million,  moving  the  Raleigh,  N.C.  com- 
pany beyond  operating  systems  into 
application  servers.  Red  Hat  has  logged 
strong  numbers  since  our  story,  with 
revenue  up  42%  this  year  to  $278  mil- 
lion. The  stock,  however,  has  only  risen 
modestly,  from  $23  when  our  story  ran 
to  $26. 

—  Victoria  Murphy  Barret 
APRIL  25,  2005 

Teaching  Unions  A 
Lesson 

A  FORBES  feature  about  ties  between 
teachers  unions  and  financial  firms  that 
sell  retirement  plans  has  sparked  a 


probe  by  New  York  Attorney  General 
Eliot  Spitzer.  His  office  is  investigating 
ING  Group's  relationship  with  the  New 
York  State  United  Teachers.  FORBES 
reported  that  the  Dutch  financial  serv- 
ices giant  was  paying  $3  million  a  year  to 
the  union  in  exchange  for  its  exclusive 
endorsement  of  ING  as  a  provider  of 
annuity  plans,  which  often  carry  high 
fees  and  low  returns.  In  the  wake  of  the 
probe,  Spitzer,  who  is  running  for 
governor,  canceled  plans  to  accept  an 
endorsement  from  the  union.  The  union 
claims  that  a  settlement  is  imminent  and 
that  it  still  expects  to  endorse  Spitzer.  An 
ING  spokesman  says  the  company  is 
cooperating  with  the  investigation. 

— Susan  Adams 

MAY  8,  2006 

Photo  Finish 

Our  expose  on  accused  Texas  oil  investment 
fraudster  Jack  Sweesy  led  to  the  fugitive's 
arrest  May  22  at  a  Las  Vegas  casino.  An 
investor  in  one  of  Sweesy  s  schemes  says  a 
private  investigator  for  the  Texas  Racing 
Commission  circulated  our  story,  which  in- 
cluded a  Sweesy  mug  shot,  to  casino  secu- 
rity. Texas  authorities  plan  to  charge  Sweesy 
with  passing  $200,000  in  bad  checks  at  the 
Grand  Prairie  track,  where  investigators  be- 
lieve he  gambled  away  $23  million  of  in-  j 
vestors'  money.  — Dirk  Smillie 


85  YEARS  AGO  IN  FORBES  |  JUNE  25,  1921 

Rx  for  Business  We're  all  agreed  that  business  needs  every 
legitimate  encouragement:  It  would  be  well  for  those  in  authority 
to  give  serious  consideration  to  the  following  suggestions:  Reduce 
Federal  Reserve  discount  rates.  Grant  bank  loans  to  sound 
commercial  borrowers  on  easier  terms.  Cease  exacting  such 
abnormal  terms  from  corporations- and  others  needing  new 
capital.  Let  the  Administration  apply  the  pruning  knife  to 
governmental  expenses,  regardless  of  whose  feelings  may  be  hurt. 

25  YEARS  AGO  IN  FORBES  |  MARCH  2,  1981 

HP's  Recipe  for  Success  In  the  HP  tradition,  which  is 

taken  very  seriously  at  the  42-year-old  firm  started  in  the  prover- 
bial garage  by  engineers  David  Packard  and  William  Hewlett,  the 
company  is  seldom  first  into  the  market  with  its  new  products. 
A  competitor's  new  product  comes  on  the  market  and  HP  engi- 
neers, when  making  service'calls  on  HP  equipment,  ask  their 
customers  what  they  like  or  dislike  about  the  new  product.  The 


engineers  take  the  answers  back  to  HP's  sprawling,  glass-roofed, 
greenhouse-style  headquarters  in  Palo  Alto.  Pretty  soon  HP 
salesmen  are  calling  on  customers  again  with  a  new  product 
that  answers  their  needs  and  wants. 

HP  recently  announced  a  51%  jump  in  second-quarter  profits. 
15  YEARS  AGO  IN  FORBES  |  AUGUST  19,  1991 

Class  Action  Kings  Melvyn  I.  Weiss,  founding  partner  of 
Milberg  Weiss,  argues  that  his  firm  and  others  like  it  are  helping 
keep  business  honest:  "We're  doing  the  job  that  the  SEC  doesn't 
have  the  time  or  the  resources  to  do."  But  Joseph  Grundfest, 
former  Securities  &  Exchange  Commissioner,  takes  issue. 
Grundfest  says:  "Perfectly  honest  people  are  being  forced  to 
pay  outrageous  sums,  simply  because  they  didn't  have  perfect 
foresight." 

In  May  Milberg  Weiss  was  indicted,  charged  with  conspiring  to 
send  kickbacks  to  plaintiffs  in  securities  class  action  cases. 
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Think  it's  time  for  server  optimization? 

(Or  are  you  okay  with  the  way  things  are  now?) 


2S    m  $2279 


m  Server™  2003  R2 

the  stability  and  security  of  a 

:ice  server  solutions,  identity  and 
t,  storage  setup  and  management, 
elopment  inside  and  outside  your 

rense3  $2299.99  CDW  915161 
1000VA 

protection  for  rack-mounted 
works 

Business  Edition  software 
Dmatic  Voltage  Regulation 
n 


Microsoft 


The  Right  Technology.  Right  Away.  ™ 

CDW.com  •  800.399.4CDW 

In  Canada,  call  888.898.CDWC  •  CDW.ca 


HP  ProLiant  DL385  Rack-mount  Series  Server 

•  AMD  Opteron™  Processor  Model  250  (2.40GHz) 

•  Proven  two-way  AMD  Opteron™  performance 
and  21)  density 

•  Memory:  2GB  std.,  16GB  max. 

•  6  SCSI  hot-pluggable  drive  bays 


The  Server  Solutions  You  Need  When  You  Need  Them. 

Is  managing  your  growing  number  of  servers  and  your  growing  storage  needs  getting  to  be  too 
much?  Then  server  optimization  may  be  just  the  answer.  From  server  consolidation  to  storage 
management,  networking  to  virilization,  CDW  can.  answer  your  questions  and  get  you  the 
solutions  you  need.  So  call  CDW  today.  It's  time  you  ran  your  network,  not  the  other  way  around. 


HP  Smart  Buy  instant  savings  reflected  in  price  shown;  HP  Smart  Buy  savings  based  on  a  comparison  of  the  HP  Smart  Buy  price  versus 
the  standard  list  price  of  an  identically  configured  product  if  purchased  separately;  savings  may  vary  based  on  channel  and/or  direct 
standard  pricing.  'Purchase  five  licenses  OR  one  processor  license  to  qualify  for  the  Microsoft  Open  License  Business  program;  media 
must  be  purchased  separately;  call  your  CDW  account  manager  for  details.  Offer  subject  to  CDW's  standard  terms  and  conditions  of 
sale,  available  at  CDW.com.  ©  2006  CDW  Corporation 
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On  My  Mind 


By  Frederic  Sautet,  Senior  Research  Fellow  at  the  mercatus  Center  at  George  Mason  university 


Don't  Tempt  Me 


States  and  cities  lure  businesses  with  promises  of  tax  abatements  and  other 
goodies.  They'd  do  better  with  broad-based  tax  cuts. 


THE  RECENT  SUPREME  COURT 
decision  validating  state  tax  incentives 
for  corporations  looked  like  a  triumph 
for  tax-cutting.  But  it  was  a  Pyrrhic 
victory.  Targeted  tax  cuts  aimed  at 
attracting  particular  employers  are  bad 
policy— bad  for  the  states  and  bad,  in 
the  long  run,  for  the  corporations  that 
are  the  intended  beneficiaries. 

For  decades  now  targeted  tax 
incentives  have  been  a  favorite  elixir  of 
state  and  local  politicians  in  depressed 
communities.  But  targeted  tax  incen- 
tives don't  spur  real  growth.  Quite  the 
contrary.  While  across-the-board  tax 
cuts  expand  economic  activity,  tar- 
geted tax  incentives  are  inevitably 
financed  at  the  expense  of  established 
businesses.  Today's  winner  of  a  tar- 
geted tax  break  is  tomorrow's  victim  of 
a  broad  increase  in  business  taxes. 
Assuming,  that  is,  that  this  employer 
sticks  around. 

Memphis,  Tenn.'s  Payment-in- 
Lieu-of-Tax  (Pilot)  program  is  a  case 
in  point.  For  18  years  Pilot  has  created 
property  tax  holidays  (of  up  to  15 
years)  for  businesses  adding  jobs  in  the 

city.  The  cost,  as  measured  by  local  and  state  authorities  in  the 
last  thorough  study  (for  2002),  was  7.4%  of  property  tax  revenue, 
or  $23  million  a  year. 

What  does  Memphis  get  for  its  $23  million?  According  to  a 
study  paid  for  by  the  city,  Pilot  created  65,000  jobs  between  1988 
and  2000.  But  that  claim  is  tough  to  reconcile  with  the  city's 
unemployment  rate.  In  1990  the  rate  equaled  the  national  aver- 
age. Now,  at  7%,  it's  two  points  above  the  national  level.  Mem- 
phis' poverty  rate  is  21.5%,  twice  the  national  average. 

Here  are  a  few  more  damning  numbers:  Between  1993  and 
2002, 21  companies  in  Memphis  received  Pilots  but  then  had  the 
Pilot  terminated,  usually  because  the  company  didn't  live  up  to 
the  promises  it  had  made  in  order  to  win  the  tax  breaks.  In  that 
same  time  period  another  19  companies  that  got  Pilots  and  kept 
their  promises  by  staying  a  certain  number  of  years  eventually 
left  the  city  for  greener  pastures. 


Today's  tax-break  winner 
is  tomorrow's  victim  of  a 
broad  increase  in 




One  specific  example:  SubmitOrder.com,  a  now  defunct     or  that  one. 


order-fulfillment  company  for  Intern« 
retailers.  In  2000  the  company  promise 
to  invest  $79  million  and  generate  97 
jobs  with  a  median  wage  of  $27,600. 1 
exchange,  the  city  granted  SubmitOrde 
a  15 -year  property  tax  freeze.  Submit 
Order  stayed  in  Memphis  for  just  on 
year  and  generated  only  50  jobs  durin 
that  time.  Neither  the  company  nor  cit 
officials  foresaw  the  bursting  of  the  tec 
bubble,  but  the  fact  that  their  crystal  ba 
was  on  the  fritz  illustrates  the  obviou 
problems  associated  with  extending  ta 
breaks  into  a  murky  future. 

Many  companies  that  receive* 
Pilots  did  indeed  stay  in  Memphis.  Bu 
it's  tough  to  say  that  the  Pilots  were  th 
reason.  Some  would  have  come  i 
Memphis  anyway,  and  others  lobbiei 
to  receive  extended  tax  exemptions 
Who  wouldn't?  Electrical  equipmen 
maker  Thomas  &  Betts,  for  instance 
has  become  one  of  the  most  successfu 
businesses  in  Memphis.  It  received 
15-year  tax  incentive  in  1996.  But  if 
impossible  to  know  whether  the  comi 
pany  would  have  come  to  Memphii 
without  Pilot. 

Memphis  city  leaders  know  that  the  Pilot  program  hasn't  pro 
duced  the  desired  results.  This  month  the  city  council  is  votinj 
on  a  proposal  to  move  the  power  to  award  tax  breaks  from  a  non 
partisan  development  board  to  the  council  itself.  But  such 
change  would  fix  nothing.  Rather,  it  would  simply  add  a  layer  o 
politics  and  favor-courting  to  an  ineffective  program. 

Unfortunately,  the  mere  existence  of  tax- incentive  program; 
can  hinder  deeper  reform.  In  Memphis  city  expenditures  hav« 
increased  by  27%  in  real  terms  in  the  last  ten  years,  while  reserve 
have  dwindled. 

So,  what's  a  city  to  do? 
The  answer  is  surprisingly  simple.  Keep  taxes  low  across  the 
board.  Don't  grant  favors.  Cities  and  states  that  pursue  nondis 
criminatory  reforms,  like  reining  in  taxes,  debt  and  public  spend- 
ing, will  enjoy  the  most  robust  growth.  Remove  barriers  rathei 
than  trying  to  steer  economic  growth  to  this  favored  corporatior 
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A  Bad  Spe 

Lots  of  little  changes  are  in  store  to  halt  the  swoon  ol 
this  famous  model  of  efficiency  |  By  Elizabeth  Corcoran 

KEVIN  ROLLINS  HAD  A  LOT  OF  EXPLAINING  TO  DO  ON  FRIDAY,  MAY  19. 
The  chief  executive  of  Dell  had  just  announced  the  company's  mosl 
disappointing  quarterly  revenue  growth  in  four  years,  and  its  stock 
had  hit  yet  another  52-week  low.  Rollins  went  from  a  boardroom 
where  he  briefed  senior  managers  on  plans  to  regain  momentum  to 
leading  an  hour-long  "town  hall"  meeting  called  earlier  to  field 
employees'  questions.  Over  the  course  of  the  day  he  answered  250 
e-mails,  including  this  one  from  a  once  disgruntled  customer: 
"Kevin,  Thank  you  for  your  concern  and  assistance  with  my  request.  I  was  contacted  by 
...  the  Care  Resolution  Center,  [who]  apologized  for  his  team  dropping  the  ball  on  a 
response  to  my  inquiries  and  recommended  a  satisfactory  solution  to  my  problem. 
My  confidence  in  Dell  and  product  loyalty  are  strong  again." 

Rollins  has  pulled  Dell  out  of  jams  in  the  past,  but  personally  solving  customers'  prob- 
lems one  by  one  is  an  impractical  way  to  run  a  company  with  sales  of  $56  billion.  Dell  has 
lost  $40  billion  in  market  value  since  last  July.  Until  early  May  its  executives  had  refused  to 
say  publicly  what  investors  knew  all  along:  Dude,  you've  got  a  problem. 

The  law  of  large  numbers  has  caught  up  with  Dell.  Once  worshipped  for  consistent 
performance,  Dell  has  had  seven  quarters  of  declining  revenue  growth  and  missed  its  own 
revenue  predictions  in  three  of  the  last  four  quarters.  It  finally  gave  up  giving  quarterly 
guidance  (arguing  that  its  competitors  don't  do  so,  either).  Its  competition  is  on  its  back 
HP,  now  nimbler,  is  gaining  share  in  the  U.S.  and  is  improving  its  profitability.  Lenovo 
continues  to  gain  share  in  fast  growing  China. 

In  Round  Rock,  Tex.  Rollins  impatiently  waves  off  criticism.  "We're  still  gaining  share, 
we're  still  growing  faster  than  our  competitors,  we're  still  more  profitable  by  a  long  shot,"  he 
says  in  an  interview.  "Still,  we're  human.  We  tripped.  And  we're  not  happy  about  that"  Dell 
has  grown  faster  than  HP  in  businesses  where  it  is  smaller,  such  as  services — but  lost  share 
in  its  biggest  segment,  desktop  PCs.  Although  Dell  executives  are  loath  to  be  pinned  to  a 
timetable,  neither  the  company  nor  its  founder,  Michael  Dell,  who  still  holds  9%  of  its  stock, 
is  known  for  patience.  "I  believe  the  things  we're  doing  now  will  be  successful,  and  a  year 
from  now  we'll  be  able  to  talk  about  how  they've  been  successful,"  Rollins  says. 

The  changes  being  made  are  medium-size  but  manifold.  In  a  first,  Dell  will  abandon 
its  Intel-only  policy  and  begin  offering  corporate  customers  high-end  servers  running 

Kevin  Rollins  has  to  reignite  growth  ...  before  his  boss,  Michael  Dell,  loses  patience. 
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or 


microprocessors  from  Ad- 
vanced Micro  Devices,  an  op- 
tion Hewlett-Packard  has  been 
offering  for  years.  But  more 
deals  with  AMD  could  be  down 
the  road. 

Dell  began  cutting  prices  on  PCs  and  servers  in  earnest  in  early  spring,  but  Rollins 
•ledges  he  won't  jeopardize  the  entire  business  by  setting  off  a  price  war.  In  the  last  few 
ears,  Dell  simply  got  greedy  and  tried  to  grow  profits  and  ultimately  sacrificed  revenue. 
>Jow  that's  changing.  In  its  most  recent  quarter,  Dell's  operating  (Ebitda)  margin  sank 
o  7.7%,  while  HP's  climbed  to  10.7%. 

"This  isn't  an  excuse  for  why  the  margins  are  down — it's  an  explanation,"  Rollins 
ays.  "We  are  going  to  take  [prices]  down  to  ignite  growth.  So  it  wasn't  a  mistake.  And 
re'll  stay  with  it  for  the  foreseeable  future." 

Rollins  is  accelerating  the  construction  of  a  new  assembly  plant  in  India,  due  to 
>e  operational  by  next  year.  Dell  also  struck  a  deal  with  Google,  reportedly  worth 
iundreds  of  millions  of  dollars  over  three  years  to  Dell,  to  install  the  search  giant's 
oftware  on  nearly  every  PC.  Dell  also  recently  said  it  will  open  its  first  retail  stores, 
n  Dallas  and  New  York,  where  people  can  configure  PCs  for  delivery  a  few  days  later, 
n  idea  that  the  company  says  has  worked  well  at  the  160  kiosks  Dell  now  operates 
n  shopping  malls.  Retail  stores  can  go  either  way.  They  flopped  for  Gateway  but  have 
dded  sparkle  to  Apple  Computer. 

Then  there  are  the  big  fixes,  like  improving  customer  service  for  U.S.  consumers. 
o  save  money  Dell  had  moved  toll-free  service  and  tech  support  to  India  in  2001. 
"onsumers  started  grousing,  but  executives  downplayed  the  complaints,  pointing  out  that 
orporate  clients,  who  provide  85%  of  Dell's  business,  were  happy.  (Dell  did  shift  customer 

"We  Tripped.  We're  Not  Happy  About  That." 

Rising  support  costs  and  slowing  revenue  growth  have  revealed  the  fragility  in  Dell's 
famously  consistent  growth  machine.  Operating  leverage  works  both  ways. 


Operating  income' 
Revenue 


-10 
-30 


Figures  are  year  over  year  percent  change.  'Earnings  be- 
fore interest,  taxes  and  depreciation.  Source:  Reuters 
Fundamentals  via  FactSet  Research  Systems. 
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support  for  business  clients  back  to  the  U.S. 
in  2004.)  "The  consumer  business  was  hav- 
ing some  trouble,"  says  Rollins,  "but  we 
thought  that  was  in  containment." 

He  got  a  splash  of  cold  water  to  the  face 
last  November  from  Dell's  own  employees. 
In  the  semiannual  "Tell  Dell"  survey,  work- 
ers bluntly  signaled  they  were  losing  confi- 
dence in  their  leadership.  "They  felt  we  might 
not  have  been  listening  enough  and  that  they 
didn't  think  we  were  positioning  the  com- 
pany for  success,"  Rollins  recalled.  "We  felt 
terrible.  We  thought  we  could  do  better." 

Late  last  year  Dell  hired  2,000  people  in 
its  U.S.  call  centers  and  stepped  up  its 
training  programs  for  5,000  other  reps. 
The  company  will  spend  an  additional 
$100  million  this  year  to  improve  cus- 
tomer service.  It  is  already  seeing  some 
gains,  with  call-wait  times  down  50%. 
"We  get  it,"  Rollins  says. 

Dell  has  always  been  at  its  best 
when  under  attack.  Alone  among  PC 
makers,  it  grew  through  the  industry 
slump  that  began  in  2000.  It  is  still  ex- 
tremely profitable.  Last  year  it  netted 
$3.6  billion,  to  HP's  $2.4  billion. 

And  Dell's  efficiency  remains  tough 
to  match.  It  takes  under  an  hour  to  as- 
semble a  laptop  or  desktop  PC.  This  year 
Rollins  wants  to  whittle  down  $3  billion 
in  costs  without  laying  off  employees,  in 
part  by  scraping  a  few  dollars  off  the  ma- 
terial costs  of  every  PC. 

But  Dell  no  longer  has  the  benefit 
of  an  archrival  distracted  by  merger 
drama.  HP  now  builds  laptops  in  its 
China  plant  in  under  three  hours.  It  is 
capitalizing  on  the  extensive  network 
of  partners  it  has  in  Asia,  where  it  was 
the  number  two  PC  vendor  last  year,  with 
1 1.6%  of  the  41  million  units  shipped.  Dell 
is  third  with  8.2%.  (Lenovo  holds  18%  of  the 
market  but  is  in  perilous  shape  outside  of 
China.  It  snared  Dell's  Asia  boss  William 
Amelio  as  its  new  chief  executive  late  last 
year.) 

"HP  understands  Asia,"  contends  Ann 
Livermore,  an  executive  vice  president  at  HP. 
"We've  passed  our  twentieth  year  in  China. 
We  have  4,000  partners  in  China  and  2,000 
retail  centers,"  she  says.  Those  partners  help 
introduce  HP's  newest  technology  and  pro- 
vide service.  In  India  HP  has  retail  outlets  in 


100  cities,  as  well  as  extensive  support  and 
service  centers;  200  shops  carry  only  HP's  gear. 
Equally  critical:  the  deep  expertise  in  setting 
up  and  running  computer  systems. 

HP  brought  all  those  elements  into  play 
when  the  Bank  of  India  was  looking  for  a 
partner  to  put  computers  into  900  branches. 
"We  needed  a  partner  with  experience  in 
hardware,  software,  implementation,  as  well 
as  training  in  banking  and  services — and 
competitive  pricing,"  says  D  Krishnamurthy, 
general  manager  of  information  technology 
for  the  Bank  of  India.  HP  beat  out  21  other 
bidders  and  is  now  two  years  into  the  ten- 


By  the  Numbers 


Turn  of  the  Tide 

HP  has  put  its  merger  drama  behind  it  and  is  trim- 
ming Dell's  long-held  lead  in  worldwide  PC  sales. 


DeiL 


WORLDWIDE  PC  MARKET  SHARE  IN  1Q06 

18.18%  16.52% 


(YO.39%) 


(Al.41%) 


PC  UNIT  GROWTH  IN  1Q06 
(MARKET  OVERALL  UP  13%) 


10.2% 


23% 


PC  UNITS  SHIPPED  IN  2005 

37.8  mil    32.6  mil 


PC  UNIT  GROWTH  IN  2005 


19% 


16% 


Source:  IDC  PC  Tracker. 


year  program,  which  it  is  using  to  showcase 
its  work  with  Asian  banks. 

Rollins  has  been  looking  for  such  service 
deals  to  help  fuel  Dell's  growth.  And  for  the 
past  few  years  they  have  grown:  Even  in  its 
tough  first  quarter,  Dell's  services  business 
rose  28%  to  $1.4  billion.  Dell  uses  its  afford- 
able hardware  as  its  calling  card,  then  offers 
services  along  with  storage  and  networking. 

Boeing  and  DaimlerChrysler  are  leaning 
on  Dell  to  manage  and  update  thousands  of 
their  PCs  and  printers  both  in  the  U.S.  and 
worldwide.  TRW  Automotive  standardized  all 
of  its  24,000  PCs  in  165  sites  using  Dell.  "We 


decided  that  the  PC  was  a  commodity  and 
we  could  get  the  best  price  from  Dell,"  says| 
Joseph  Drouin,  a  vice  president  at  TRW  Au^ 
tomotive.  Dell  also  put  together  a  service 
package  for  TRW  that  includes  software  upn 
dates  and  a  server  network  that  runs  cheap 
open-source  software. 

Dell  executives  say  they  find  plenty  ol 
business  without  channel  partners.  "Every 
time  we  went  into  a  new  market,  people 
would  say,  'Oh,  the  direct  model  won! 
work,'"  says  Rosendo  Parra,  who  now  heads 
Dell's  Americas  group.  "When  we  first  went 
to  Japan  [in  1 99 1  ]  we  actually  listened  to  what 
the  market  said  Our  initial  implemen- 
tation wasn't  a  pure,  direct  model.  And 
we  failed,"  he  says.  "We  actually  had  to 
hit  the  reset  button  and  began  to  apply 
the  elements  of  our  model." 

For  consumers  Dell's  "buy  direct"1 
model  means  you  have  to  place  an) 
order  over  the  phone  or  via  the  Web. 
For  businesses  Dell's  "direct"  means  you! 
get  to  hear  from  Dell's  sales  force  and 
then  order  PCs  off  a  customized  Webi 
page.  Direct  sales  are  always  the  best) 
way  to  get  to  know  customers,  pointsi 
out  Stephen  Felice,  who  now  runs  Dell'sl 
operations  in  Asia.  Even  so,  if  neces- 
sary Dell  will  deliver  its  products! 
through  another  company,  something) 
that  happens  to  about  20%  of  Dell'sl 
products  in  China,  where  Dell  has  been 
actively  selling  since  1998.  Felice  is  try- 
ing to  reduce  that  number.  "We're) 
adding  infrastructure,"  Felice  says.  "You| 
won't  see  cost-cutting  here." 

Dell  managers  concede  that  growth 
comes  hard  to  giant  firms,  which  is  onel 
reason  why  they  might  consider  split- 
ting the  company  into  autonomous  chunks. 
One  possibility  is  to  operate  its  brands  more 
independentiy,  just  as  Toyota  does  with  the! 
high-end  Lexus  and  budget-priced  Scion. 
Dell  took  a  step  in  this  direction  by  acquir- 
ing Alienware,  which  makes  expensive  PCs 
for  gamers.  Dell  will  leave  that  brand  alone. 

Rollins  is  staying  mum  about  other 
plans.  "Dell  is  a  very  dynamic  company," 
Rollins  says.  "So  if  anyone  says,  'Well,  that's 
not  what  you  said  a  month  ago,'  I'll  say, 
'You're  right.'  And  I'm  not  going  to  apolo- 
gize for  that.  We'll  change  things  the 
minute  we  have  new  data." 
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Dear  Ketel  One  DrinKer 
fire  you  a  glass  half  empty'  or 
i  glass  half  full'  Kind  of  person? 
Probably  depends  on  what's 
in  the  glass,  doesn't  it? 


Outfront 


Crime  Pays 

Congrats  to  assistant  U.S.  Attor- 
neys Sean  Berkowitz,  John 
Hueston  and  Kathryn  H.  Ruemm- 
ler:  You  nailed  the  bad  guys.  Now 
its  time  to  cash  in.  Like  some  of 
your  former  peers  at  the  Enron 
Task  Force,  you  can  exploit  fame 
and  find  fortune  by  going  into 
private  practice.  ("I'm  not  thinking 
about  it  tonight,"  Berkowitz  was 
overheard  at  Houston  restaurant 
Ibiza  the  evening  of  his  triumph. 
"But  I  know  I  can  have  any  job  I 
want")  The  convictions  are  proba- 
bly worth  up  to  $1.5  million  a  year 
on  top  of  the  typical  $600,000 
salary  for  junior  partners  at  the 
leading  firms,  says  legal  consultant  Peter  Zeughauser  of  Newport  Beach,  Calif.  High-profile  prosecutors  like  Rudy  Giu- 
liani (who  bagged  Michael  Milken  and  now  heads  Bracewell  &  Giuliani)  and  Mary  Jo  White  (who  got  mobster  John 
Gotti  and  terrorists  Ramzi  Yousef  and  Omar  Abdel  Rahman,  and  is  now  a  partner  at  Debevoise  &  Plimpton)  helped 
blaze  the  golden  trail.  Many  others  have  followed  in  their  fortunate  footsteps  (see  table).  —  Christopher  Helmar 


1  CASE/ 
OUTCOME 

.PROSECUTOR 

WHERE/ 

ESTIMATED  PAY 

Enron 

Leslie  Caldwell 

Morgan  Lewis1 
$1  million 

|  Martha  Stewart 
!  Convicted 

Karen  Seymour 

Sullivan  &  Cromwell' 
$2.4  million 

hi 

John  Rigas/Adelphia 
Convicted 

Christopher  Clark 

LeBoeut  Lamb,  Greene  &  MacRae' 
$1 .3  million 

]  Bernard  Ebbers/WorldCom 
j  Convicted 

David  Anders 

Wachtell,  Lipton,  Rosen  &  Katz 
$1  million 

'  Dennis  Kozlowski  /Tyco 
j  Convicted 

Owen  Heimer 

Marsh  &  McLennan 
N.A. 

Richard  Scrushy/HealthSouth 
Acquitted 

Alice  Martin 

U.S.  Attorney  for  the  Northern 
District  of  Alabama 
$142,000 

'  Frank  Quattrone 
!  Third  trial  pending 

Steven  Peikin 

Sullivan  &  Cromwell1 
$2.4  million 

-  to 

1  Joseph  Nacchio/Qwest 
Awaiting  trial 

William  Leone 

U.S.  Attorney  for  District 
of  Colorado 
$142,000 

'Profit  per  partner.  Sources:  American  Lawyer;  law  firms;  Department  of  Justice. 
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Tightening  Noose 

A  law  firm  is  indicted,  and  now  Mel  Weiss  and  Bill 
Lerach,  the  kings  of  securities  class  actions,  are  feeling 
the  pressure  |  By  Robert  Lenzner  and  Daniel  Fisher 


WILLIAM  LERACH  AND  MELVYN 
Weiss  have  maintained  they're 
not  the  targets  of  the  criminal 
investigation  that  has  thus  far  yielded 
indictments  of  the  Milberg  Weiss  law  firm 
and  two  of  its  name  partners.  That  may  be 
true— for  now.  But  with  each  new  court 
filing,  the  government  draws  another 
bead  of  sweat  on  the  brows  of  these  two 
kings  of  securities  class  actions. 

In  May  a  Los  Angeles  grand  jury  as- 
serted in  an  indictment  that  law  firm  Mil- 
berg Weiss  Bershad  &  Schulman,  and  part- 
ners David  Bershad  and  Steven  Schulman, 
directed  millions  of  dollars  in  illegal  kick- 
backs to  people  who  agreed  to  serve  as 


plaintiffs  in  the  firms  lu- 
crative securities  suits.  The 
three  defendants  deny  the 
charges.  Such  payments 
are  illegal  because  they 
might  induce  a  named 
plaintiff  to  sell  his  fellow 
plaintiffs  down  the  river  in 
a  settlement  that  yields  a 
large  sum  for  the  lawyers 
and  a  pittance  for  each  in- 
jured shareholder.  The 
case  is  bolstered  by  guilty 
pleas  from  mortgage  broker  Howard  Vogel, 
who  was  a  plaintiff  in  40  cases,  and  lawyer 
Richard  Purtich,  who  served  as  an  inter- 


ML 

Mel  Weiss:  in  the  crosshairs? 


mediary  in  the  alleged  scheme. 

The  indictment  refers  to  an  unname 
Partner  A  who  "knowingly  combinei 
conspired  and  agreed  to  commit"  tr| 
crimes  Bershad  and  Schulman  ai 
accused  of.  Our  sources  tell  us  that  Wei: 
is  Partner  A.  Response  from  his  lawye 
Benjamin  Brafman:  "Mel  should  really  t 
Partner  O  for  'Outstanc 
ing.'"  At  any  rate,  identify 
ing  a  conspirator  is  a  f« 
cry  from  having  proc 
that  he  committed 
crime.  Weiss  could  plaus 
bly  argue  that  he  thougl 
all  the  payments  were  pei 
fectly  legal  referral  fee 
paid  to  other  law  firms. 

The  indictment  also  lis 
a  Partner  B.  This  "senic 
partner"  supposedly  dis 
cussed  the  conspiracy  wit 
Steven  Cooperman,  a  Los  Angeles  surgeo 
who,  according  to  the  indictment,  accepte 
$6.5  million  in  payments  to  serve  as  a  fre 
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NOVATIONS  IN 


Florida  Guardian  ad  Litem  Saw  the  Future  of  Child  Advocacy. 

Citrix  Provided  Access. 


"Custody  rulings.  Foster  care.  Adoptions.  Our  founding  vision  was  to  give  every  abused 
and  neglected  child  in  Florida  a  strong  advocate  in  court.  Two  years  later,  we're  well  on 
our  way.  Today  program  staff,  attorneys  and  over  5,000  volunteers  represent  more 
than  27,000  children.  Instead  of  information  in  file  drawers  scattered  all  over  the  state, 
Citrix  software  gives  advocates  secure  access  to  our  case  management  system  from 
anywhere.  Resources  are  precious,  so  we  must  apply  them  wisely,  not  waste  time 
chasing  data.  These  kids  depend  on  us.  That's  why  we're  depending  on  Citrix  to  take 
us  the  rest  of  the  way  to  advocate  every  Florida  child  in  need. " 

JOHNNY  C.  WHITE 

CIO 

Florida  Guardian  ad  Litem  Program 


Access  your  future  today  at 
citrix.com. 


i  Citrix  Systems,  Inc.  All  rights  reserved.  Citrix"  is  a  trademark  ot  Citrix  Systems,  Inc. 
one  or  more  of  its  subsidiaries,  and  may  be  registered  in  the  United  States  Patent 
ademark  Office  and  in  other  countries  All  other  trademarks  and  registered 
arks  are  the  property  of  their  respective  owners. 
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quent  plaintiff  for  Miiberg  Weiss.  Who  is  B? 
Lerach  attorney  John  Keker  won't  comment, 
but  Purtich  has  pleaded  guilty  to  funneling 
money  to  Cooperman,  who  worked  mainly 
with  Lerach's  team  in  the  West  Coast  office. 
Lerach  split  from  the  firm  in  2004. 

"Putting  them  in  the  room  gets  you 
close  to  putting  them  in  the  conspiracy," 
says  Peter }.  Henning,  a  white-collar-crime 
professor  at  Wayne  State  University  and  ed- 
itor of  the  White  Collar  Crime  Prof  Blog. 
But  its  not  enough,  Henning  adds.  The  gov- 
ernment needs  to  show  Weiss  and  Lerach 
not  only  knew  about  the  conspiracy  but  also 
approved  of  or  participated  in  it.  The  best 
way  to  do  that  is  to  get  testimony  from 
another  conspirator.  Say,  in  return  for  a 
reduced  sentence. 

Will  lesser  conspirators  talk,  and  do  they 
have  incriminating  evidence?  Schulman 
switched  lawyers  recendy,  dropping  pugna- 
cious New  York  criminal  defense  attorney 
Edward  Hayes  and  hiring  Herbert  J.  Stern, 
a  former  judge  with  a  reputation  as  a  skilled 
negotiator  (he's  a  member  of  the  College  of 
Commercial  Arbitrators).  Stern  declines  to 
comment.  Prosecutors  applied  more  pres- 
sure by  asking  Bershad  and  Schulman  to  dis- 


gorge $36.1  million  in  fees  earned  from 
tainted  cases. 

There  is  little  surprise  here  to  readers 
of  FORBES.  We  wrote  about  Miiberg  Weiss' 
looming  legal  problems  in  2004  ("Mr. 
Class  Action,"  Feb.  16, 
2004).  We've  also  exposed 
many  of  the  schemes 
detailed  in  the  Miiberg 
Weiss  indictment,  from 
back-scratching  deals 
with  plaintiffs  ("Dirty 
Money,"  Sept.  20,  2004; 
"Bedfellows,"  Feb.  13, 
2006)  to  the  suspiciously 
lucrative  business  of  suing 
companies  that  mount 
tender  offers  ("Free  Rid- 
ers," Feb.  14,  2005). 

The  indictment  will  scarcely  put  a  lid  on 
the  class-action-business  honeypot.  In  this 
peculiar  industry,  law  firms  extract  settle- 
ments from  corporations  whose  stocks  go 
down.  A  lot  of  the  settlement  money  sticks 
to  the  lawyers'  fingers;  some  of  it  filters  down 
to  the  injured  shareholders.  But  sharehold- 
ers as  a  group  also  ultimately  pay  for  a  large 
part  of  the  settlements,  whether  direcdy  from 


corporate  coffers  or  indirecdy  via  insuranq 
premiums 

Last  year  2.4%  of  U.S.  public  compa 
nies  were  hit  with  securities  class  actions 
Virtually  all  of  those  cases  will  be  settled 
for  pennies  on  the  dol 
lar — 1.2%  of  maximum 
estimated  losses  in  2005 
according  to  economi 
consultant  Cornerstone 
m   Research.  But  loss  as  typ 


Bill  Lerach:  the  West  Coast  boss 


ically  defined  in  securii 
ties  suits  has  no  connec- 
tion to  the  economic 
reality  of  stock  investingi 
A  "fraud"  that  inflates 
share  price  helps  the 
investor  who  sells  as 
much  as  it  hurts  the  one 
who  buys.  Washington  University 
researcher  Anjan  Thakor  found  that  319^ 
of  institutional  investors  showed  a  profit 
trading  stocks  of  480  companies  that 
were  later  sued  for  fraud. 

If  Miiberg  Weiss  crashes,  other  firmsj 
will  step  forward  to  do  the  job  of  taking 
money  from  corporations  and  their 
owners.  F1 


INSTANT  FRIENDS 

Piggyback 

MySpace  has  to  fend  off  more  than  online  Lotharios.  A 
bunch  of  young  programmers  are  trying  to — gasp! — 
commercialize  the  networking  site  |  By  Allison  Fass 


SEAN  PERCIVAL,  WHO  SELLS  Cus- 
tomized European  license  plates,  ear- 
lier this  year  hit  upon  a  hot  place  to 
expand  his  marketing:  MySpace,  the  popu- 
lar networking  Web  site.  He  bought  software 
that  allowed  him  to  automate  MySpaces 
process  of  inviting  other  members  to  be 
"friends."  Percival,  26,  says  the  program,  which 
he  calls  adder  software,  helped  him  make 
4,200  car  owners  into  "friends"  on  a  MySpace  | 
profile,  where  he  writes  about  his  company 
in  his  blog.  Business  shot  up  from  $2,500  per 
month  to  $13,000,  as  more  MySpacers  stum- 
bled onto  his  profile  and  found  their  way  to 
his  retail  Web  site,  impressed,  Percival  went 
into  business  with  the  programmers  who  cre- 
ated the  adder  and  now  sells  it  himself. 

MySpace  and  its  80  million  members  are 
a  juicy  target  for  marketers  like  PercivaL  So 
a  bunch  of  small-time  programmers  with 
Web  sites  like  Eek  Records  and  Helpumar- 
ket  have  sprung  up  to  sell  these  adders,  cost- 
ing $25  to  $85,  to  instandy  invite  a  web  of 
contacts.  Customers  are  mosdy  fledgling 


50      FORBES      JUNE  19,  2006 


front 


bands  but  also  include  comedians  and  the 
animal-activist  group  Peta.  The  technol- 
ogy speeds  the  process  of  making  friends 
on  MySpace,  so  that  sending  invites  to,  say, 
350  people — which,  done  manually,  could 
take  as  long  as  two  hours— instead  might 
take  as  little  as  five  minutes. 

Which  is  just  one  reason  MySpace  is 
furious  about  this.  Rather  than  connect 
people  through  real-life  friendships  or 
shared  interests,  "It  becomes  more  about 
making  a  buck  off  them,"  says  E-marketer 
analyst  Debra  Aho  Williamson.  The  soft- 
ware also  interferes  with  MySpace's  plans 
to  prove  it  is  worth  the  $580  million  News 
Corp.  paid  for  it  last  year.  MySpace  must 
figure  out  how  to  make  money  itself  with- 
out commercializing  the  site  so  much  it 
sparks  a  mass  exodus.  For  instance,  My- 
Space charges  upwards  of  $50,000  per 
month  for  companies  to  build  and  pro- 
mote profiles.  Wendy's  has  one  for  a  car- 
toon character  and  Toyota  for  its  new  car, 
Yaris.  "If  there's  a  system  to  be  gamed, 
[News  Corp.]  wants  to  control  it,"  says 
Jupiter  Research  analyst  David  Card. 

MySpace  has  decreed  that  the  auto- 
mated programs  upset  the  company's 
"ecosystem"  and  "principles."  It  set  up  a 
technical  hurdle  called  a  captcha,  which 
requires  a  code  to  be  manually  entered  for 
batch  entries  to  MySpace  profiles.  (Sev- 
eral adder  sites  claim  they  can  bypass  this.) 
It  has  also  been  sending  cease-and-desist 
letters  to  vendors  of  adder  software. 
"Such  programs  slow  down  the  MySpace 
servers  and  interfere  with  the  ability  of  the 
Web  site  to  function,"  says  a  Mar.  31  let- 
ter addressed  to  FriendFetch.com.  My- 
Space filed  a  federal  lawsuit  in  California 
alleging  trademark  infringement  against 
Anthony  Lineberry,  who  sells  adders  on 
his  site  Myfriendbot.com  with  the  slogan 
"Need  fans?  Or  just  want  to  be  popular 
on  MySpace?"  Lineberry,  21,  says  he  is  not 
aware  of  the  suit:  "That  kind  of  freaks  me 
out,  honestly.  I'm  just  a  kid." 

Still,  MySpace  may  have  a  tough  time 
stamping  this  out  Percival,  the  license 
plate  salesman,  says  he  was  contacted  by 
none  other  than  a  News  Corp.  employee 
in  March  looking  for  adder  software  to 
market  Fox  on  MySpace.  He  says  Fox 
didn't  pursue  it  further.  F 


FIGHTING  WORDS 

Lost  In 
Translation 

Why  the  military's  use  of 
language  technology  will 
leave  you  speechless. 

By  Matthew  Swibel 

■  MAGINE  YOU'RE  A  U.S.  SOLDIER  IN 
I  Baghdad,  you  don't  speak  a  word  of 
I  Arabic  and  you  want  to  shout  a  com- 
mand to  a  pack  of  angry-looking  insur- 
gents: "Drop  your  weapons!" 

You  could  perhaps  fire  warning  shots. 
Or  you  could  take  out  a  handheld  com- 
puter from  your  belt  strap,  use  a  stylus  to 
scroll  through  a  list  of  preprogrammed 
phrases  on  a  touchscreen  and  then  flip  the 
device  around  to  show  enemy  combatants 
the  command  in  Arabic. 

As  it  happens,  that  bulky  handheld  com- 
puter is  mainly  what  the  Pentagon  has  given 
soldiers  for  translation  purposes.  Since  plac- 
ing its  first  rush  order  in  late  2001,  the 
U.S.  military  has  bought  5,000  so- 
called  Phraselators,  a  20-ounce,  /^^TT 
3  '/2-by- 7-inch  device.  Total      /  gm 
estimated  cost:  $10  million.      /       ;  A 
No  surprise  there,  but  ■  % 
lots  of  them  are  still  sitting  ■  Jjj 
in  drawers  in  Iraq  and 
Afghanistan,  says  an  official  at 
the  U.S.  Special  Operations  ^^^"K 
Command.  The  computer  can- 
not  be  used  hands-free;  it 
requires  the  user  to  look  down— not  what 
you  want  to  do  in  a  hostile  situation — and 
its  performance  has  been  spotty  at  high 
altitudes.  Even  the  manufacturer,  VoxTec 
International  of  Annapolis,  Md.,  concedes 
the  device  is  not  ideal  for  combat  zones.  It 
is  intended  for  controlled  areas. 

So  what  should  soldiers  be  using? 
Here's  one  idea:  a  hands-free  device  called 
the  Voice  Response  Translator,  which  has 
a  headset  that  the  soldier  speaks  into.  Eng- 
lish is  translated  into  Arabic  or  another 
language  and  then  broadcast  from  a  small 
speaker  tucked  into  an  ammunition 


Hands  on:  soldiers  using  a  Phraselator 
translator.  A  hands-free  device  (below). 


pouch.  It's  used  by  15  police  departments 
and  was  the  choice  for  the  U.S.  Coas) 
Guard  communicating  with  vessels  in  the 
northern  Arabian  Gulf  in  2003.  "It  has! 
proved  to  be  the  best  interpreting  tool  thai 
we  have  used  to  date,"  says  Lieutenant 
Scott  Rae  of  the  Coast  Guard.  So  far  fewer 
than  a  thousand,  costing  $3,000  each* 
have  made  it  to  the  Middle  East — 100  o\ 
them  stuffed  into  an  appropriations  bill  at) 
^  the  request  of  Senator  Pete  Vi 
^^^^J  Domenici  (R-N.M.). 
_  ,  ^  Our  Special  Ops  sourcej 

■k       ^tt    and  Domenici's  office  blame 
W        I    the      Pentagon's  not- 
t    invented-here  syndrome 

7  for  pushing  the  Phraselator 

v  ■  Wr  instead.  It  was  developed 
yd    W    mainly  by  the  Pentagon's! 

Defense  Advanced  Research 
Projects  Agency  (Darpa).  The 
Voice  Response  Translator  was  codevel- 
oped  not  by  the  military  but  by  the 
Department  of  Justice  and  Integrated! 
Wave  Technologies,  a  speech- recognition 
company  in  Fremont,  Calif.  Its  original 
purpose  was  for  use  in  law  enforcement. 

The  military  says  it's  considering  pur- 
chasing more  VRTs  this  summer.  Mean- 
while Darpa,  alongside  private  contractors 
such  as  IBM,  is  studying  the  next  advance- 
ment: accurate,  two-way,  speech-to- 
speech  translation  software.  Says  a  mili- 
tary spokesperson:  The  software  is 
"extremely  complicated."  F 
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Wow,  look  what 
happens  when  you 
put  patients  first. 


reventing 
disease. 

Thanks  to  Merck  scienti 
childhood  diseases  are  uncommon 
today.  Merck  is  one  of  the  few 
drug  companies  still  working  to 
develop  new  vaccines.  One  day, 
vaccines  may  be  able  to  prevent 
tough  diseases  like  cancer. 


Merck  has  invested  billions  to 
research  heart  disease,  asthma, 
cholesterol  and  blood  pressure. 
And  now  we're  trying  to  make 
Alzheimer's,  diabetes  and  cancer 
history  too. 


Providing 
information. 

The  Merck  Manual  is  the  world's 
best-selling  health  guide.  It's 
free  online  at  merck.com.  For 
more  information  on  Merck,  call 
1-800-9MERCK7. 


)5  Merck  &  Co.,  Inc.  Alt  rights  reserved. 


Where  patients  come  first  >4  MERCK 


Splitsville,  U.K. 


London  investment  manager  Alan  Miller  amassed  a  fortune  of 
perhaps  $60  million.  But  he  apparently  made  at  least  one  big  financial 
mistake:  He  got  divorced.  Although  Miller  had  been  married  for  just 
33  months,  a  judge  awarded  his  ex,  Melissa  Miller,  $9  million,  includ- 
ing a  $4.3  million  town  house  in  Chelsea  and  a  lump  sum  payment 
The  ruling,  upheld  in  May  by  Britain's  highest  court,  along  with  an- 
other big-money  case,  marks  a  landmark  tilt  toward  giving  more  to 
the  nonearning  spouse.  Oh  boy,  potentially  bad  news  for  Paul  Mc- 
Cartney, who  announced  in  May  he  had  separated  from  his  wife  of 
four  years,  Heather  Mills  McCartney.  His  2005  tour  grossed  $77  mil- 
lion. That's  on  top  of  four  decades  of  royalty  checks. 

For  years  Britain's  courts  favored  the  spouse  who  earned  the 
money,  typically  the  man.  After  a  short  marriage  courts  awarded  the  woman  just  enough  to  get  her  back  on  her  feet. 
As  a  result,  London  divorce  lawyers  say,  some  rich  American  and  European  men  in  shaky  marriages  would  move  to 
England  for  a  year  to  establish  residency  before  filing  for  divorce. 

But  now  women  may  find  England  more  to  their  liking.  The  House  of  Lords  ruling  goes  beyond  what  U.S.  courts 
typically  allow  for  nonearning  spouses.  Apart  from  the  money  needed  for  support,  U.S.  courts  often  split  assets  acquired 
during  the  marriage  more  or  less  down  the  middle.  The  Lords'  decision  says  a  woman  could  receive  compensation  for 
lost  wages  as  a  result  of  being  a  homemaker  as  well  as  a  share  of  her  spouse's  future  earnings.  Michael  Gouriet,  a  lawyer  at 
Withers  Worldwide,  the  London  firm  that  represented  Mrs.  Miller,  says  the  ruling  even  leaves  open  the  possibility  that  an 
ex  could  lay  claim  to  assets  acquired  by  the  spouse  before  the  marriage  began,  particularly  after  a  relatively  long  marriage. 

Sandra  Davis,  a  lawyer  at  London  law  firm  Mishcon  de  Reya,  which  represented  Princess  Diana,  says  she  has  already 
received  a  call  from  a  continental  European  woman  who  wanted  to  discuss  moving  to  England.  Will  we  also  see  a  flock 
of  unhappy,  nonearning  American  women  moving  to  England?  The  case  law  will  take  some  time  to  sort  out.  Says  Raoul 
Felder,  a  New  York  divorce  lawyer  who  has  represented  Rudy  Giuliani,  "I  wouldn't  go  off  celebrating  yet  if  I  were  a 
woman."  —Michael  Freedman 


WAKE-UP  CALL 


Suite  Dreams 

Millions  of  people  stay 
at  Starwood  Hotels 
properties.  Chief  Steven 
Heyer  thinks  marketers 
will  pay  dearly  to  get 
access  to  them. 
By  Melanie  Wells  and 
Allison  Fass 

STEVEN  J.  HEYER  HAS  A  REPUTATION 
for  being  difficult  At  Starwood  Hotels 
&  Resorts  (Westin  and  W,  among 
others),  where  he  is  chief  executive,  he  has 
butted  heads  with  company  founder  Barry 


Sleep,  drink  and  Yahoo:  a  Yahoo-branded  lounge  in  San  Diego  for  checking  e-mail  and  mingling. 


S.  Sternlicht,  who  now  heads  Starwood 
Capital,  an  unaffiliated  real  estate  investment 
company.  ("It  would  be  great  if  the  other  guys 
would  change  their  name,"  Heyer  gripes.) 
And  at  Coca-Cola,  where  Heyer  was  presi- 


dent until  two  years  ago,  he  was  passed  over 
for  the  chief  executive  spot — rumor  had  him 
too  brash  and  arrogant. 

But  now  Heyer  needs  to  be  Mr.  Nice.  He 
wants  to  upend  the  view  of  hotels  as  merely 
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places  where  people  sleep.  They  are 
instead,  in  his  scheme,  a  place  where  mar- 
keters can  reach  well-to-do  travelers.  So, 
to  that  end  he  is  cutting  deals  with  the 
likes  of  Time  Warner,  American  Express, 
Apple  Computer,  BMW  and  Yahoo- 
some  50  companies.  These  marketers, 
eager  for  new  ways  to  reach  consumers, 
are  paying  to  put  their  names  on  lounges, 
alarm  clocks  and  city  jogging  maps  at 
many  of  Starwood's  850  properties.  Says 
he:  "We  are  a  distribution  company;  our 
guests  sleep  in  showrooms." 

Currendy  Starbucks  coffee  is  featured 
in  Westin  hotels,  where  the  new  musi- 
cal artists  it  promotes  will  stay  and  per- 
form when  they  tour.  At  the  St.  Regis  in 
New  York  guests  will  soon  be  able  to  relax 
in  a  1,700-square-foot  suite  designed  by 
Bottega  Veneta  while  Sheraton  guests 
take  in  previews  of  popular  new  TV 
shows,  such  as  The  Closer.  The  Limited 
has  pushed  Victoria's  Secret  lingerie  at  a 
fashion  show  and  an  after-party  at  one 
of  the  W  hotels  in  Manhattan.  And,  when 
Starwood's  first  of  500-plus  Aloft  hotels 
opens  next  year,  Jeep,  Nokia  and  Levi 
Strauss — it  may  design  the  uniforms — 
will  be  among  12  brands  with  prominent 
product  placement  in  the  hip,  moderately 
priced  property. 

These  cozy  partnerships  will  bring  in 
revenue  ($6  billion  last  year,  including  re- 
imbursements), but  company  execs  won't 
say  how  much  they  expect  from  the  deals 
this  year.  It  helps  that  Starwood's  corpo- 
rate pals  are  willing  to  help  pay  to  set  up 
and  share  sales  from  these  ventures. 
Yahoo,  for  instance,  is  footing  half  the  cost 
to  build  Yahoo-branded  lounges  in  four 
Sheraton  hotels,  where  visitors  can  buy 
drinks  and  snacks  while  they  check  e-maiL 

Is  this  a  bit  of  a  hard  sell?  "If  we  were 
to  put  a  big  sign  in  a  Westin  room  that 
said  'Buy  one,  get  one  free  and  there  was 
a  big  picture  of  a  roast  turkey  dinner— 
I  would  run  from  that  brand  as  fast  as  I 
could,"  says  Heyer. 

Heyer  certainly  runs  from  questions 
about  his  tenure  at  Coca-Cola.  But 
revenge  can  be  sweet.  Pepsi  recently  won 
pouring  rights  at  300  Starwood  proper- 
ties in  the  U.S.  F 
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Shillipedia 

Wikipedia,  the  most 
democratic  encyclopedia, 
is  the  new  battleground 
for  corporate  spin. 

By  Evan  Hessel 

•HE  ONLINE  ENCYCLOPEDIA 
Wikipedia,  which  allows  almost  any- 
one to  write  items  for  it,  generates  360 
million  page  views  per  day.  Search  for  a  com- 
pany on  Google  and  chances  are  its  Wiki 
entry  will  be  among  the  first  hits.  So  perhaps 
it's  no  surprise  that  corporate  spinmeisters 
are  closely  guarding  their  Wiki  images. 

A  number  of  mysterious  changes  have 
popped  up  in  the  Wikipedia  article  devoted 
to  McDonald's  Corp.  One  anonymous  con- 
tributor removed  a  link  to  Eric  Schlosser  s 
Fast  Food  Nation,  a  muckraking  critique  of 
McDonalds  food  supply  and  labor  practices. 
He  or  she  replaced  it  with  a  link  to  McDon- 
ald's: Behind  the  Arches,  a  more  obscure  tome 
that  covers  the  com- 
pany's history  in  an 
unemotional  fashion. 
Schlosser  s  book  was  a 
bestseller  and  has  been 
turned  into  a  movie 
(for  release  this  fall). 

Who  made  the 
edit?  The  user's  Internet 
Protocol  address  be- 
longed to  McDonald's, 
according  to  the  Amer- 
ican Registry  for  Inter- 
net Numbers,  indicating  the  editor  was  a  com- 
pany employee.  A  similar  incident  occurred 
last  May  on  the  Wal-Mart  Wikipedia  page, 
when  an  employee,  also  identified  by  a  Wal- 
Mart  IP  address,  cut  a  line  stating  the  megare- 
tailer  paid  its  employees  20%  less  than  its 
competitors  did  Wal-Mart  employees  make 
"almost  double  the  federal  minimum  wage," 
the  gentry  spun  replacement  read  A  Wal-Mart 
spokesman  acknowledges  that  its  publicity 
arm  reads  its  Wiki  pages  but  says  that  it  has 
never  encouraged  employees  to  edit  the  page. 
McDonalds  says  it  has  no  policy  on 
Wikipedia. 


Neither  promotional  fluff  nor  libel  lasti 
long  on  these  heavily  trafficked  pagesj 
Wikipedia's  900  volunteer  administrated 
enforce  a  "neutral  point  of  view"  rule  anc 
encourage  users  to  delete  copy  displaying  cleai 
bias.  On  the  McDonald's  page  the  Fast  Fooa 
Nation  link  was  quickly  restored;  a  low- wages 
claim  on  the  Wal-Mart  page  was  reinserted 
but  was  eventually  moved  to  a  separate  Wiki 
article  devoted  to  critics  of  Wal-Mart 

Administrators  can  freeze  a  page  from 
edits  if  users  try  to  insert  nonsense  or  cut  rel- 
evant facts.  Wikipedia  editors  have  temporar- 
ily frozen  Wal-Mart's  page  three  times  to  stop 
warring  parties  from  flooding  the  page  with 
changes.  Wikipedia  tightened  policies  last  fall! 
after  a  former  aide  to  Robert  F.  Kennedy  com- 
plained that  he  was  falsely  listed  as  a  suspect 
in  his  former  boss'  assassination. 

Is  there  anything  wrong  with  corpora- 
tions putting  their  spin  on  Wiki?  Edelman 
p.r.  marketing  strategist  Steven  Rubel  argues 
that  corporate  flacks  should  feel  free  to  edit 
inaccuracies  out  of  Wikipedia  as  long  as  they 
identify  themselves.  But  furtive  attempts  to 
turn  Wikipedia  into  advertising  copy  could 


Have  it  your  way:  Who  edited  the  Wikipedia  page  on  McDonald's? 

set  off  a  backlash.  "Marketing  and  Wikipedia 
are  antonyms,"  Rubel  writes  in  his  blog. 

Not  all  pitchmen  are  getting  the  message. 
In  January  a  marketing  manager  for  online 
gambling  outfit  Bodog  Entertainment  added 
50  lines  to  the  outfit's  Wikipedia  page,  tout- 
ing itself  as  a  "revolutionary  21st-century 
media  and  digital  entertainment  giant." 
Wiki  editors  axed  this  breathless  copy, 
prompting  the  author  to  write  a  plaintive 
note  offering  to  have  one  of  Bodog's  copy- 
writers produce  a  new  article.  The  Wikipedi- 
ans  declined  Bodog's  current  article  runs  a 
spare  eight  lines.  F 
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Medical 


Drug-resistant  infections  kill  more  Americans  than 

AIDS  and  breast  cancer  combined.  I 
Biotech  is  fighting  back.  So  far,  the  superbugs  are  winning,  m 
By  Robert  Langreth  and  Matthew  Herper 


Eight-year-old  Jewaun  Smith  of  Chicago  fell  off 

his  bicycle  and  skinned  his  knee  one  Sunday  last  fall.  When  he 
complained  of  severe  pain,  his  mom,  Kansonia  Love,  took  him  to 
the  emergency  room  at  three  different  hospitals  in  four  days  but 
was  told  not  to  worry:  It  was  just  a  sprain. 

The  next  day  Jewaun  woke  up  with  yellow  eyes  and  with 
strange  spots  on  his  forehead.  He  was  rushed  to  a  fourth  hospital, 
where  doctors  said  his  lungs,  liver  and  kidneys  were  failing— and 
they  had  no  idea  why.  That  night,  his  mom  recalls,  "We  were  in 
intensive  care,  he  was  getting  worse  and  worse,  with  vomiting  and 
diarrhea.  The  doctors  were  freaking  out." 

Jewaun  was  transferred  to  the  children's  hospital  at  the 
University  of  Chicago,  where  doctors  discovered  that  a  frighteningly 
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These  six  strains  of  killer  bacteria,  built  for  destruction  and  rapid  reproduction 
and  bred  in  hospitals  nationwide,  are  among  those  that  worry  doctors  most. 
MRSA  now  inhabits  locker  rooms  and  playgrounds  as  well. 

Methicillin-resistant 
Staphylococcus  aureus  (MRSA) 

Premier  pathogen  causes  102,000  hospital 
infections  a  year.  Outside  medical  centers,  a 
virulent  new  version  hits  kids,  sports  teams 
and  healthy  adults.  Some  die  in  days. 


Clostridium  difficile 

Causes  400,000  cases  of  diarrhea  annually. 
A  new  mutation  produces  20  times  the 
toxin  of  the  old  version.  In  a  recent 
outbreak  in  Quebec,  it  infected  1,703 
patients;  33  had  to  have  colon  removed, 
117  people  died. 

Klebsiella  pneumoniae 

Hospital-borne  bug  can  infect  the  urinary 
tract,  gut  and  bloodstream.  Resistant 
cases  are  up  almost  50%  in  five  years; 
untreated,  two-thirds  of  patients  die. 
One  outbreak  in  New  York  overwhelmed 
virtually  all  drugs. 

Acinetobacter  baumannii 

Soil-borne,  infects  wounds  and  can 
penetrate  deep  into  the  skin,  bone, 
lungs  and  blood.  A  particular 
problem  for  soldiers  wounded  in  Iraq 
and  Afghanistan.  Only  a  few  drugs 
work  well  against  the  worst  strains. 

Vancomycin-resistant 
Enterococcus  faecium  (VRE) 

Especially  hardy,  infects  the  blood, 
urinary  tract  and  wounds  of  patients 
with  withering  immune  systems. 
Causes  10%  of  hospital  infections. 

Pseudomonas  aeruginosa 

Causes  deadly  lower-respiratory 
infections  in  sick  patients.  Is 
masterful  at  developing  resistance 
mechanisms.  Responsible  for  18% 
of  hospital-acquired  pneumonia. 

Sources:  CDC;  Infectious  Diseases  Society  of 
America;  American  Association  of  Family  Medicine. 


virulent  staph  infection — impervious  I 
standard  antibiotics — had  begun  at  th 
knee  and  spread  through  the  body.  Th 
last  three  children  with  similar  infectior 
they  had  treated  in  recent  months  had  a 
died;  Jewaun,  they  said,  could  go  next. 

Then  a  miracle  happened:  On  Chris 
mas  Day  2005,  after  Jewaun  had  spent  tw 
months  in  an  induced  coma  hooked  up  t 
a  ventilator  as  doctors  flooded  his  bod 
with  a  potent,  last-resort  antibiotic  combi 
he  woke  up.  Jewaun  celebrated  his  nint 
birthday  on  Jan.  31;  he  returned  home  o 
Mar.  10  and  has  recovered  almost  fully. 

Johanna  Daly  was  not  so  lucky.  Th 
Brooklyn  resident  checked  into  Nei 
York's  Hospital  for  Joint  Diseases  in  Jam 
ary  2004  for  routine  surgery  to  repair 
broken  shoulder.  Five  days  after  leavin 
the  hospital,  she  woke  up  in  excruciatin 
pain;  a  staph  infection  had  spread  fror 
her  surgical  wound  to  her  bloodstrear 
and  lungs.  She  spent  four  months  in  twj 
hospitals  and  a  rehab  center,  but  no  antib 
otic  worked  for  long.  The  infections  all 
away  her  nerves  and  paralyzed  her  fror 
the  neck  down. 

She  died  May  23,  2004  at  age  64.  "W, 
never  dreamt  she  would  end  up  bein 
killed  by  her  care,"  says  her  daughte 
Maureen  Daly.  The  hospital  says  privac 
laws  prevent  it  from  discussing  the  casi 
and  that  its  infection  rate  is  "very  low." 

Drug-resistant  bugs  are  out  of  control 
The  epicenter  of  this  epidemic  lies  insid 
the  hospital.  Each  year,  estimates  the  U! 
Centers  for  Disease  Control  &  Preventior 
100,000  Americans  die  of  hospital-bret 
infections,  a  higher  toll  than  deaths  fron 
breast  cancer  and  AIDS  combined.  Nearh 
2  million  patients  get  hospital  infection 
(of  a  total  35  million  stays),  and  two 
thirds  of  them  have  infections  that  resist  a 
least  one  drug.  This  crisis  costs  us  $30  bill 
Hon  a  year. 

Frighteningly  lethal  and  insidioush 
efficient,  these  bacteria  replicate  and 
mutate  prodigiously,  turning  out  variant! 
that  elude  most  of  the  chemical 
weapons — antibiotics — that  medicine  hai 
invented  over  the  past  century.  Even  mon 
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Medical  Technology  


alarming,  resistant  bacteria  are  breaking 
out  to  infect  healthy  people  outside  the 
hospital  ward. 

While  Johanna  Daly  likely  died  from  a 
hospital  staph  infection,  the  staph  super- 
strain  that  almost  killed  young  Jewaun  Smith 
didn't  come  from  a  hospital  visit  at  all,  doc- 
tors believe.  He  probably  picked  it  up 
beforehand,  and  it  was  even  more  virulent 
than  the  hospital  version.  This  same  staph 
bug  has  rippled  through  the  National  Foot- 
ball League,  infecting  muscular  limbs 
skinned  by  artificial  turf.  Another  resistant 
bacterium  has  tormented  hundreds  of 
wounded  soldiers  brought  home  from  Iraq. 

Some  doctors  paint  a  scary  worst-case 
scenario:  A  flu  pandemic  breaks  out  and 
beats  down  the  immune  systems  of  mil- 


lions of  people,  and  then  staphylococci— 
the  hospital  strain  and  the  nastier  vari- 
ant in  the  community — run  wild  on  a 
killing  spree. 

"We  really  are  in  a  desperate  situation. 
We  need  more  bullets, 
and  we  need  them 
yesterday,"  says  John 
Quale,  who  treats 
drug-resistant  infec- 
tions at  the  State  Uni- 
versity of  New  York 
Downstate  Medical 
Center  in  Brooklyn. 
"The  bacteria  are  win- 
ning right  now,"  adds 
Paul  Miller,  who 
directs  antibiotic 


research  at  Pfizer.  Robert  Moellering,  a 
infectious-disease  specialist  at  Harvai 
Medical  School,  issues  this  alarm:  "Mo 
and  more  bugs  are  becoming  dangerous 
close  to  untreatable." 

But  Big  Pharma,  rather  than  ridir 
to  the  rescue,  has  largely  abandont 
antibiotic  research,  a  low-ticket  busines 
for  more  lucrative  pursuits.  Only  7  ne 
antibiotics  have  won  federal  approv 
since  2000,  compared  with  30  in  tl 
decade  ending  1992.  Bristol-Mye 
Squibb,  Eli  Lilly,  Roche  and,  most  recent] 
Bayer  have  bailed  out  of  antibiot 
research.  "The  scientific  hurdles  we: 
such  that  we  had  no  confidence  we  cou 
develop  a  sustainable  pipeline,"  sa] 
Arthur  Higgins,  Bayer  HealthCare  chief 

Some  help  is  on  the  way,  not  from  tl 
drug  giants  but  from  a  coterie  of  obscu: 
biotech  boutiques.  "Small  companies  lil 
ours  realized  we  have  to  do  it  ourselve; 
says  Stuart  Levy  of  Tufts  University,  wh 
has  been  warning  about  emerging  resis 
ance  for  decades.  He  cofounded  Parate 
Pharmaceuticals  in  Boston  and  is  testir 
an  improved  version  of  tetracycline  th 
zaps  resistant  strains.  Other  small  comp< 
nies  are  testing  compounds  cast  off  t 
reluctant  giants.  Basilea  Pharmaceutica  i 
Switzerland,  spun  off  by  Roche  in  2001 
works  on  a  potent  successor  to  Rocephi: 
Roches  big  seller  for  hospitals. 

Often  the  new  firms  are  manned  t 
grayheads  from  the  old-line  drug  indu 
try.  "Much  of  the  expertise  has  retirei 
and  young  people  coming  into  the  industi 
are  attracted  to  other  targets,"  sa] 
P.  Roy  Vagelos,  the  retired  chief  executh 
of  Merck.  He  developed  two  big  antib 
otics  at  Merck  in  the  1980s  and  now 
chairman  of  biotech  Theravance  in  Soul 


1         $30  billion 

$|  cost  of  hospital/health  care  infections  annually. 

I        1.7  million 

patients  get  health  care  associated  infections. 

100,000 

annual  deaths  from  hospital  infections. 
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San  Francisco.  Its  new  technology  lets 
chemists  mash  together  fragments  of  old 
drugs  to  create  more  potent  versions.  It 
now  is  running  clinical  trials  of  a  com- 
pound that  aims  to  improve  on  van- 
comycin, an  old  drug  that  is  the  antibiotic 
of  last  resort  for  many  tough  infections. 
Results  are  expected  in  a  few  months. 

Encouraging,  but  it  remains  likely  that 
hundreds  of  thousands  more  Americans 
will  die  of  antibiotic-resistant  infections 
before  we  see  a  truly  effective  break- 
through. Only  ten  antibiotics  are  in 
final-stage  trials — and  just  two  are  truly 
novel,  says  the  Infectious  Diseases  Society 
of  America.  Meantime,  superbugs  are 
getting  harder  to  kill — and  growing  ever 
more  lethal  themselves,  fed  by  overuse 
of  antibiotics,  the  research  cutbacks  and 
spotty  practices  in  infection  control 
at  hospitals  nationwide  (see  p.  70). 

Half  a  dozen  species  have  variants  that 
resist  all  but  the  most  powerful  antibiotics. 
Standard  antibiotics  fail  to  quell  almost 
60%  of  hospital  staph  infections,  up 


from  just  2%  in  1974.  Several  bugs  once 
regarded  as  a  nuisance  have  mutated  into 
killers,  including  an  intestinal  bacterium 
called  Clostridium  difficile.  A  new  version 
circulating  in  hospitals  and  clinics  in 
North  America  produces  20  times  as 
much  toxin  and  can  destroy  the  colon  in 
less  than  a  week.  One  recent  outbreak  at 
hospitals  in  Quebec  infected  1,700 
patients  and  killed  1 17  of  them;  the  germ 
was  so  destructive  that  33  patients  had  to 
have  their  colons  removed. 

"Antibiotic  resistance  and  virulence 
have  converged,"  says  physician  Robert 
Daum,  who  treated  Jewaun  Smith  at 
Comer  Children's  Hospital  in  Chicago.  In 
1998  Daum  spotted  one  of  the  first  strains 
of  antibiotic-resistant  staphylococcus 
bacteria  outside  of  hospitals;  since  then 
staph  infections  have  emerged  as  the  most 
feared  killer  bug. 

In  some  staph  cases  the  bacteria  pene- 
trate deep  into  the  lungs  or  other  internal 
organs  and  kill  within  days.  At  the 
Virginia   Commonwealth  University 


Medical  Center  last  year  staph  spawne 
toxins  that  carved  a  hundred  holes  in  th 
brain  of  a  38-year-old  man  in  24  hours;  h 
soon  died.  In  a  case  that  terrified  doctor 
at  Harvard's  Beth  Israel  Deacones 
Medical  Center  staph  solidified  botl 
lungs  of  a  previously  healthy  28-year-old 
in  an  autopsy  they  looked  like  solid  hunk 
of  liver.  Doctors  at  Comer  have  treated 
14  children  with  severe  staph  infections 
7  have  died. 

"Staph  is  generating  resistance  td 
every  available  antibiotic,"  frets  Vance  G 
Fowler,  an  infectious-disease  expert  a 
Duke  University.  "The  problem  is  bad  anc 
getting  worse." 

Bacteria  have  been  around  foi 

3  billion  years — simple,  single-cell  organ 
isms  supremely  adapted  to  survive  in  s 
harsh  environment.  These  microbes  an 
found  just  about  everywhere — in  the  soil 
at  the  bottom  of  the  ocean,  inside  oui 
bodies.  Most  do  little  harm,  and  some  are 
helpful;  humans  carry  ten  times  as  man) 
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start  as  low  as  $9.95.  It's  why  we  offer  hundreds  of  no-load,  no-transaction -fee 
funds.  And  it's  why  at  Schwab  there's  no  such  thing  as  account  service  fees. 


money  in  you.  1-800-4SCHWAB  /  SCHWAB.COM  SCHWA 
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su  re  used  to  any  other  kind  of  investment  relationship,  your  first  meeting  with  a  Schwab  Financial  Consultant 
;ht  come  as  a  surprise.  As  a  Schwab  Private  Client,  you'll  be  assigned  your  own  single-point-of-contact 
sstment  expert — the  kind  who  listens  to  your  ideas  instead  of  politely  ignoring  them.  You'll  also  have  a 
m  of  professionals  who  you  can  call  on  whenever  for  advice,  help  or  recommendations.  Together,  you  and 
ir  consultant  will  develop  an  investment  strategy  based  on  you  and  your  goals.  And  annually  you'll  receive 
ailed  portfolio  reviews  and  comprehensive  face-to-face  consultations — without  ever  having  to  beg.  Hey, 
re's  a  first  time  for  everything.  Let  your  first  time  be  soon. 


TALK  TO 

CHUCK  I 


Ik  to  a  Schwab  Financial  Consultant  today. 
300-  4SCHWAB  /  SCHWAB.COM 


is  a  brokerage  service.  Schwab  Private  Client  provides  you  with  a  different  way  to  pay  for  Schwab's  broker-dealer  services,  and  investment  advice  offered  within  it  is 
ly  incidental  to  those  services.  The  Securities  and  Exchange  Commission  requires  all  broker-dealers  who  give  brokerage  advice  for  a  fee  to  make  the  following  disclosure: 
;ounts  enrolled  in  this  service  are  brokerage  accounts  and  not  advisory  accounts.  Our  interests  may  not  always  be  the  same  as  yours.  Please  ask  us  questions  to  make 
i  you  understand  your  rights  and  our  obligations  to  you,  including  the  extent  of  our  obligations  to  disclose  conflicts  of  interest  and  to  act  in  your  best  interest.  We  are  paid 
)  by  you  and,  sometimes,  by  people  who  compensate  us  based  on  what  you  buy.  Therefore,  our  profits,  and  our  salespersons'  compensation,  may  vary  by  product  and 
•  time'.'  Please  call  us  at  1-888-878-3892  if  you  have  questions  about  the  differences  between  a  brokerage  service  and  an  advisory  service. 
)06  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC.  (0306-5963)  ADP34278FUL-02 


acterial  cells  as  human  cells. 

The  link  between  germs  and  disease  i 
ras  first  shown  by  Louis  Pasteur  in  the 
860s.  In  1900  infectious  diseases  were  the 
lost  common  cause  of  death  in  the  U.S.;  j 
lat  year  the  death  toll  from  tuberculosis 
ras  three  times  that  of  cancer.  Mortality 
lummeted  with  the  advent  of  sewers, 
rotected  water  supplies,  vaccines  and 
enicillin.  The  scientist  Alexander  Flem- 
lg  famously  found  penicillin  in  mold 
l  1928;  it  was  commercialized  in  the 
arly  1940s. 

In  the  heyday  of  antibiotic  discovery, 
om  the  1940s  to  the  early  1960s,  drug 
rms  launched  dozens  of  powerful 
ew  microbe  fighters,  many  first  found 
l  bacteria  in  the  soil.  They  included 
reptomycin,  tetracycline  and  erythromy- 
in,  antibiotics  still  in  use  today,  though 
ley  easily  get  outflanked  by  resistant 
acterial  strains. 

Some  bacteria  had  already  become 
:sistant  to  penicillin  by  the  mid- 1 940s,  but 
wasn't  a  big  problem  because  so  many  new 
ntibiotics  were  emerging  from  the  lab. 


In  the  1950s  antibiotics  spread  to  animal  feed 
as  growth  promoters  and  for  disease  preven- 
tion. After  criticism  agricultural  use  is  down 
from  its  peak  but  is  still  at  13.5  million 
pounds  a  year,  says  a  2001  estimate  from  the 
Union  of  Concerned  Scientists. 

In  the  early  1960s  a  penicillin  sibling 
was  introduced,  methicillin.  Strains  that 
sidestepped  it  emerged  in  Europe  several 
years  later.  Around  this  time  scientists 
gained  chilling  new  insights  into  how 
killer  bugs  work — and  how  they  shrewdly 
pass  on  their  most  lethally  effective  traits 
to  one  another  and  even  to  bugs  of  other 
species.  An  early  infection  holds  thou- 
sands of  bacteria,  and  in  the  body  each 
one  divides  into  two  daughter  cells  every 
few  hours.  Each  split  provides  a  shot  at  a 
random  mutation  that  defies  drug  attack, 
and  all  bugs  possess  sly  mechanisms 
for  trading  DNA  among  differing  species, 
letting  them  perpetuate  and  multiply 
resistant  techniques.  They  may  even  use 
harmless  bacteria  as  a  transport  link  to 
arm  other  harmful  bugs  that  pass  by. 

Thus  bacteria  have  developed  molec- 


ular pumps  to  expel  antibiotics  and  the 
ability  to  produce  enzymes  that  chew 
them  up.  "They  have  the  sheer  power  of 
simple  mutations,"  says  Francis  Tally,  chief 
scientist  at  Cubist  Pharmaceuticals  in  Lex- 
ington, Mass. 

By  the  1970s  antibiotics  were  routinely 
prescribed  even  for  nonbacterial  infections. 
The  rampant  overuse  bred  ever  stronger 
resistance  by  wiping  out  weaker  strains  that 
otherwise  might  compete  with  the  drug- 
resistant  variants,  leaving  only  the  balkiest 
bugs  to  take  hold.  Researchers  began  find- 
ing bacteria  that  defied  assaults  by  a  num- 
ber of  antibiotic  drugs. 

In  1977  a  28-year-old  doctor  in  South 
Africa,  Michael  Jacobs,  found  a  strep 
pneumoniae  bacterium  that  resisted  every 
drug  then  available;  it  was  only  the  second 
time  a  strep  multidrug  resistor  had  been 
cornered.  Today  such  strains  show  up 
in  the  U.S.,  and  current  pneumococcal 
vaccines  may  not  stop  them,  says  Jacobs, 
now  an  infectious-disease  specialist  at 
Case  Western  Reserve  University. 

In  1981  Stuart  Levy,  the  Tufts  professor, 
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new  antibiotics  hitting  the  market  has  declined,  a  trend  that  has  infectious 
are  some  of  the  more  prominent  examples. 

|  Pfizer 

April  2000 

At  the  time,  first  new  antibiotic  class  in  35  years; 
hits  hospital  infections  hard 

$780  million 

j  Cubist  Pharmaceuticals 

Sept.  2003 

Second  new  class;  abandoned  Eli  Lilly  drug; 
fastest  antibiotic  launch  ever 

$200  million 

|  Sanofi-aventis 

April  2004 

Touted  as  new  class;  many  experts  disagree 

Not  available 

|Wyeth 

June  2005 

Shelved  for  years;  now  useful  against  broad  range  of  bugs 

$90  million 

Sources:  Prudential  Securities;  Sanford  C.  Bernstein;  Lazard;  FDA;  company  statements. 

. . .  New  Weapons 

Biotech  firms  are  now  behind  many  new  antibiotics  in  tes 


Theravance 

Super-vancomycin  developed  by  former  Merck  exec 

Late-stage  trials 

Genzyme 

Polymer  used  to  absorb  toxins  from  C.  difficile 

Late-stage  trials 

Basilea  Pharmaceutica; 
Johnson  &  Johnson 

A  super  version  of  Roche  bestseller  Rocephin 
is  being  developed  by  a  Roche  spinoff 

Late-stage  trials 

Biosynexus 

Enzyme  cuts  through  staph  cell  walls 

Preclinical  trials 

Paratek  Pharmaceuticals; 
Merck 

Uses  new  chemistry  to  improve  upon  tetracycline 

Early-stage  trials 

Pfizer 

Another  vancomycin-style  drug 

Awaiting  approval 

|    Source:  Companies. 

along  with  200  other  scientists  and  public 
health  officials  in  numerous  countries, 
issued  one  of  the  first  dire  public  warnings 
about  the  misuse  of  antibiotics  and  the 
risks  of  killer  bugs  resistant  to  them.  The 
warning  made  good  headlines  but  had  lit- 
tle impact  on  the  medical  establishment. 
"There  were  deaf  ears  for  a  long  time,"  he 
says.  Levy  later  wrote  a  book  on  the  prob- 
lem, The  Antibiotic  Paradox. 

By  the  late  1980s  enterococcus  bacte- 
ria started  becoming  resistant  to  even  the 
last  line  of  defense,  vancomycin.  In  the 
early  1990s  forms  of  tuberculosis  immune 
to  an  array  of  antibiotics  emerged  in  New 
York  and  also  became  a  persistent  prob- 
lem in  eastern  Europe  and  Asia. 

Yet  despite  this  worsening  picture, 
doctors  continued  using  antibiotics  in  a 
willy-nilly  style.  In  1997  a  study  in  the 
Journal  of  the  American  Medical  Associa- 
tion found  that  half  of  patients  with  a 
common  cold  were  given  antibiotics,  even 


though  antibiotics  work  only  against  bac- 
teria and  a  cold  is  caused  by  a  virus.  Today 
more  than  60%  of  all  antibiotic  use  is 
unnecessary,  New  York  University  infec- 
tious-disease specialist  Dr.  Philip  M. 
Tierno  estimates. 


EDI 
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Most  Common  Types 
of  Infections 

Urinary  tract:  34% 

Surgical:  17% 
Bloodstream:  14% 
Pneumonia:  13% 


In  the  mid-1990s  drug  firms  touted 
gene  sequencing  as  the  solution  to 
the  resistance  problem.  By  decoding 
microbial  DNA,  drug  researchers  hoped 
to  pinpoint  key  proteins  that  could 
be  gummed  up  with  novel  druglike 
chemicals.  In  1996  SmithKline  Beecham 
vowed  to  discover  two  new  antibiotic 
classes  by  2003.  But  when  SmithKline 
researchers  screened  their  compound 
collection  against  the  novel  proteins  from 
staph  and  strep  bacteria,  they  found 
few  good  leads. 

"It  was  incredibly  disappointing," 
laments  retired  SmithKline  executive 
Martin  Rosenberg,  who  led  the  effort. 
Bacteria  genome  efforts  elsewhere  also 
have  yielded  little.  "We  found  the 
easy  stuff  in  the  '40s,  '50s  and 
'60s,"  says  Wyeth  Vice  President 
Steven  Projan.  "What  happened 
with  genomics  was  a  degree 
l  of  irrational  exuberance. 
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we  tnougnt  about  letting  the 
S&P  500  win  for  a  change. 

(But  then  we  thought,  nah.) 


Hi  "\ 
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Beating  the  S&P  500®  is  tough.  Beating  it  consistently 
for  nearly  10  years?  Now,  that  takes  discipline.  Which 
fortunately  is  something  the  Schwab  Core  Equity  Fund™ 
management  team  has  in  abundance.  That,  plus  the  addition 
of  Schwab  Equity  Ratings —our  uniquely  objective  stock 
evaluation  system,  designed  to  help  identify  the  kind  of 
benchmark-beating  opportunities  you  wont  find  in  any 
analyst  report.  It's  almost  enough  to  make  you  feel  sorry  for 
the  S&P  500!  Almost. 


Performance  data  quoted  is  past  performance  and  is  no 
guarantee  of  future  results.  Current  performance  may  be 
lower  or  higher.  Visit  www.schwab.com  for  more  recent 
month-end  performance  information. 


TALK  TO 

CHUCK 


iking  for  ways  to  help  you  beat  the  market? 
100-4SCHWAB  /  SCHWAB.COM 
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istors  should  consider  carefully  information  contained  in  the  prospectus,  including  investment  objectives, 
s,  charges  and  expenses.  You  can  request  a  prospectus  by  calling  800-435-4000.  Please  read  the  prospectus 
sfully  before  investing. 

istment  value  will  fluctuate,  and  shares,  when  redeemed,  may  be  worth  more  or  less  than  original  cost. 

S&P  500  Index  is  a  capitalization-weighted  index  of  the  500  largest  companies  from  leading  industries  and  treats  dividends  as  reinvested.  Indexes  are 

;naged,  do  not  incur  management  expenses  and  cannot  be  invested  in  directly. 
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How  Bacteria  Fight  Back 


Antibiotics  kill  bacteria  by  blocking  necessary  enzymes  (see  1,  above).  But  bacteria  ply  sly  mechanisms  for  evading  attack.  They  spew  out 
enzymes  to  slice  apart  the  antibiotic  (2).  They  close  off  the  cell  wall  to  prevent  penetration  (3).  They  pump  out  the  antibiotic  before  it  can  kill 
(4)  or  change  the  targeted  enzyme  to  disable  the  drug  (5).  And  they  easily  pass  on  the  best  tools  to  still  other  bugs. 


It  didn't  work." 

Big  drugmakers  started  pulling  back 
on  antibiotic  research  in  the  late  1990s. 
Wyeth  has  cut  its  antibiotic  research  staff 
from  80  in  2003  to  15  currently.  Other  ! 
efforts  to  devise  new  ways  of  killing  the 


killer  bugs  fizzled.  In  1999  Pfizer  had  to 
severely  limit  use  of  Trovan,  a  potent 
antibiotic  aimed  at  many  bugs,  after  it  was 
linked  to  a  dozen  cases  of  liver  failure. 
This  year  Bristol-Myers  Squibb  vowed  to 
stop  selling  another  antibiotic,  Tequin, 


which  has  been  linked  to  dangerousb 
high  blood-sugar  levels.  More  recentl; 
two  vaccines  against  staph  infection,  mad< 
by  Nabi  Biopharmaceuticals  and  Inhibi 
tex,  failed  in  big  trials. 

"Its  very  discouraging.  They  work  ii 


m 
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the  rabbit,  but  they  don't  work  in  people,"  j 
says  Duke  University  staph  expert  Dr.  G. 
Ralph  Corey. 

Companies  still  in  pursuit  are  turning 
back  to  old-fashioned  chemical  tinkering 
and  screening  natural  products  to  unearth 
new  antibiotics.  In  May  Merck  published 
details  of  a  new  antibiotic  gleaned  from  a 
soil  sample  from  South  Africa  after 
screening  250,000  natural  extracts.  This 
very  early  work,  however,  may  fail  to  yield 
a  drug. 


Pfizer  is  further  along.  One  of  the  few 
giants  that  have  kept  at  it  in  antibiotics,  it 
has  one  fast-growing  resistance  fighter, 
Zyvox,  with  expected  sales  of  $780'million 
this  year.  It  has  deployed  150  scientists 
and  hopes.to  have  six  new  antibiotics  in 
three  chemical  classes  in  human  trials  by 
year's  end.  GlaxoSmithkline  is  also  testing 
several  new  bug  bashers. 

But  much  of  the  new  effort  comes 
from  small  biotech  firms  and  Big  Pharma 
defectors.  At  Theravance,  Merck  alum 


Roy  Vagelos  lured  former  Merck  chemist 
Burton  Christensen,  co-inventor  of  three 
antibiotics  at  Merck,  to  come  out  of  retire- 
ment in  1998  to  help  create  new  antibi- 
otics. He  has  designed  a  drug,  telavancin, 
that  may  work  three  times  as  fast  as  van- 
comycin, which  can  take  nine  days  or 
more  to  quell  a  staph  infection. 

Theravance's  drug  grips  the  bacterial 
membrane  more  tightly  than  vancomcyin,, 
enabling  it  to  kill  faster.  In  a  middle-stage 
trial  of  195  patients  with  staph  skin  infec- 
tions, it  cured  96%  of  the  patients;  van- 
comycin had  a  90%  cure  rate.  Two  final- 
stage  trials,  each  covering  a  thousand 
patients  with  staph  skin  infections,  aim  to 
clinch  a  more  definitive  difference,  with 
|  results  due  this  summer.  Two  other  trials 
target  pneumonia  in  hospitals. 

"We  think  we  can  score,"  says  Vagelos. 
"These  are  lifesaving  drugs." 

At  Cubist  Pharmaceuticals  outside 
Boston,  Wyeth  veteran  Francis  Tally 
rescued  a  novel  antibiotic  abandoned  by 
Eli  Lilly.  His  company  acquired  it  for 
$1  million  plus  royalties  in  1997.  The  drug 
had  caused  muscle  toxicity  in  earlier  tests,; 
but  Tally's  team  changed  the  dosage  and 
minimized  the  problem.  The  drug, 
Cubicin,  hit  the  market  in  2003  and 
is  only  the  second  totally  new  antibiotic 
class  in  40  years;  sales  will  hit  $200  million 
this  year.  A  downside  is  that  it  doesn't 
work  for  pneumonia;  the  firm  is  crafting  a 
second  version  that  does.  Meanwhile, 
Roche  spinoff  Basilea,  developing  a 
successor  to  Rocephin,  touts  its  new  drug, 
ceftobiprole,  against  drug-resistant  staph 
infections. 

Other  outfits  sidestep  antibiotics  alto- 
gether, hoping  to  treat  infections  without 
breeding  more  resistance.  The  new  killer 
bug  C.  difficile  has  flourished  because 
older  antibiotics  killed  off  the  healthy  bac- 
teria that  normally  live  in  the  intestine, 
clearing  the  way  for  toxic  C.  difficile  to 
take  over.  New  strains  are  far  more  deadly 
than  old  ones. 

"Ironically,  you  have  an  antibiotic- 
induced  disease  being  treated  with  more 
antibiotics,"  says  David  Davidson,  medical 
director  at  Genzyme.  Ditching  that 
approach,  his  firm  is  testing  an  indigestible 
polymer  called  tolevamer  that  binds  the 
bacterial  toxins  causing  C.  difficile's  symp- 
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toms;  it  aims  to  resolve  the  disease  without 
killing  the  bacteria  directly.  A  midstage 
study  of  289  patients  found  it  comparable 
in  power  to  vancomycin;  a  final-stage  trial 
could  yield  results  next  year. 

Meanwhile,  ViroPharma  in  Exton,  Pa. 
hopes  to  launch  clinical  trials  of  a  more 
radical  approach:  preventing  outbreaks  by 
infecting  high-risk  patients  with  innocu- 
ous strains  to  prevent  toxic  strains  from 
taking  hold.  This  concept  comes  from 
infection  specialist  Dale  N.  Gerding  at  the 
Hines  VA  Hospital  in  Chicago.  He  showed 
in  2002  that  feeding  hamsters  nontoxic 
bacteria  was  90%  effective  at  holding  off 
the  bad  C.  difficile  strains. 

One  doctor  group,  the  Infectious  Dis- 
eases Society  of  America,  calls  for  new 
incentives  to  lure  big  pharmaceutical 
companies  back  into  the  field.  A  patent 
"wild  card"  would  let  a  drugmaker  add  six 
months  to  any  drug  patent  if  it  introduces 
a  new  antibiotic;  or  makers  could  get 
longer  exclusivity  for  antibiotics  them- 
selves. Congress  is  considering  extra  tax 
credits.  None  of  this,  however,  will  quell 
killer  bugs  for  now.  Give  your  kids 
kneepads.  F 


War  Wounds 

While  working  as  an  infectious-disease  doctor  on  the  hospital 
ship  U.S.N.S.  Comfort  in  the  Persian  Gulf  in  2003,  Lieutenant 
Commander  Kyle  Petersen  faced  an  unexpected  enemy:  a  killer 
bug  called  Acinetobacter  bau- 
mannii.  It  first  showed  up  in  an 
Iraqi  patient  who  died  onboard 
because  of  a  mysterious  blood- 
stream infection.  Postmortem  tests 
revealed  the  culprit,  a  highly  re- 
sistant acinetobacter  never  before 
seen.  Dr.  Petersen  saw  the  same 
drug-resistant  infection  show  up 
in  U.S.  soldiers,  especially  those  in- 
jured by  improvised  roadside 
bombs. 

Three-hundred  soldiers  and 
marines  have  come  down  with 

the  infection,  which  overtakes  wounds  and  nearby  bones  and 
can  lead  to  amputation  and  pneumonia,  ft  has  killed  five  non- 
combatant  patients  at  Walter  Reed  Army  Medical  Center  who 
apparently  got  it  from  returning  soldiers. 

The  origins  of  this  battlefield  bug  remain  a  mystery.  Sol- 
diers may  be  getting  it  from  soil  or  from  field  hospitals  in  Iraq 


or  even  the  big  U.S.  base  in  Landstuhl,  Germany.  Acinetobac- 
ter was  last  prominently  seen  in  soldiers  in  Vietnam;  it  also 
turned  up  after  the  terrorist  bombings  in  Bali  and  after  earth- 
quakes in  Turkey.  The  Iraq  strain 
has  proved  particularly  resistant  to 
current  drugs,  forcing  docs  to  turn 
to  a  medicine  called  colistin,  which 
is  so  toxic  to  the  kidneys  that  it  is 
used  only  rarely. 

At  National  Naval  Medical  Cen- 
ter in  Bethesda,  Md.,  the  acineto- 
bacter bug  has  infected  10%  of 
seriously  wounded  soldiers, 
Petersen  says.  Now  it  and  other 
military  hospitals  must  halt  its 
spread.  Some  have  taken  to  swab- 
bing the  armpits  and  groins  of  all 
wounded  patients  to  see  if  they  are  colonized  or  infected  by 
the  bacteria.  All  injured  Iraq  troops  are  put  in  isolation  when 
they  first  arrive  at  stateside  military  hospitals,  until  they  are 
shown  to  be  infection-free.  That  seems  to  be  helping;  Petersen 
says  the  number  of  wounded  soldiers  coming  to  him  from  Iraq 
with  infections  is  down.  — M.H. 
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Stephen  Manes 


PandQ 

YOU  CAN  ALWAYS  SPOT  THE  GEEK:  HE'S  GOT  THE 
biggest  phone  on  the  block.  It's  unimaginably  handy 
to  cram  an  organizer,  Web  browser,  e-mail,  instant 
messenger,  music-and-video  player  and  passel  of 
games  into  a  phone.  But  when  you  add  a  readable 
screen,  long-life  battery  and  keyboard,  you  typically  end  up  with 
something  as  svelte  and  attractive  as  the  kind  of  Swiss  Army 
knife  that  includes  a  hoof  cleaner  and  shackle  opener.  Exhibit  A: 
Palm's  Treo  700p,  which  adds  a  bunch  of  new  touches  to  the 
familiar  bar-of-soap  case. 

Motorola's  new  do-it-all  Moto  Q  device  aims  to  change  all 
that.  It's  the  slimmest  phone  ever  with  a  QWERTY  keyboard- 
even  skinnier  than  Moto's  runaway  hit  Razr— and  no  photo 
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I've  seen  fully  conveys  its  sexy  look  and  feel.  Like  BlackBerrys, 
it  has  a  screen  that's  not  touch-sensitive  but  gives  your  right 
thumb  a  handy  scroll  wheel.  The  240x320-pixel  screen  makes 
photos  and  video  look  good,  and  the  horizontal  orientation 
plays  well  with  Web  pages.  The  Q  weighs  just  two-thirds  as 
much  as  the  new  Treo;  yet  at  $200  with  a  two-year  contract 
from  Verizon  it  costs  half  as  much. 

But  the  elegant  exterior  is  betrayed  by  the  glitchy  Microsoft 
Windows  Mobile  software  inside.  True,  this  version,  designed 
from  the  ground  up  for  phones,  is  a  lot  better  than  the  touch- 
screen edition  derived  from  miniature  PCs.  True,  it  lets  you 
do  more  than  one  important  thing  at  a  time  in  ways  Palm 
devices  can't,  like  surfing  the  Web  while  your  e-mail  arrives  in 
the  background.  But  like  most  Microsoft  stuff,  its  fit  and 
finish  hark  back  to  the  Yugo. 

Unless  your  phone  links  up  with  a  corporate  server,  a  pro- 
gram called  ActiveSync  is  supposed  to  transfer  your  calendar, 
contacts,  mail  and  such  to  and  from  your  PC.  But  when 
ActiveSync  encountered  a  minor  oddity  in  a  Microsoft 
Outlook  file  that  gave  the  Treo's  synch  software  no  trouble 
whatsoever,  it  refused  to  work  at  all. 

After  a  day's  worth  of  reboots  and  conferences  with 
Microsoft  personnel  generally  unavailable  to  the  public,  a 
developer  finally  uncovered  the  culprit:  a  stupid  programmer 
trick.  And  there  are  plenty  of  similar  gaffes  built  into  the  phone 
itself.  The  Web  browser  sometimes  announces:  "Script  Warn- 
ing. A  script  is  causing  the  device  to  run  slowly.  If  it  continues 
to  run,  your  device  may  become  ...  " — what?  Radioactive?  A 
banana?  You'll  never  know,  because  buttons  labeled  Abort  and 
Continue  obscure  the  final  word. 

Worse,  there's  no  way  to  scroll  up  or  down  one  screen  at  a 
time  or  jump  to  the  top  or  bottom  of  a  page  or  list.  That  makes 
long  in-boxes  and  Web  pages  hard  to  use — and  on  little  screens 
they're  all  long.  The  mail  software  requires  lots  of  extra  clicks 
to  get  things  done  and  can  be  so  slow  at  delivering  your  mes- 
sages it  reminds  you  of  some  Third  World  postal  service. 

Unlike  many  phones  that  cost  nothing,  the  Q  isn't  smart 
enough  to  pick  up  the  time  from  the  phone  system;  setting 
the  clock  is  up  to  you.  But  if  you  change  the  phone's  time  zone, 
all  its  appointment  times  switch,  too.  Unless  you're  the  sort  of 
person  who  schedules  out-of-town  meetings  by  saying,  "Let's 
meet  in  Chicago  at  1  p.m.  PST  and  10  a.m.  EST,"  you  have  to  be 
sure  to  change  the  phone's  time  but  not  the  zone  when  on  the 
road  or  you'll  arrive  consistently  early  or  late  to  your  dates. 

No  such  bad  behavior  on  the  Treo  700p,  an  incremental 
upgrade  from  the  650.  It  uses  the  same  case  as  the  unpleasant 
Windows  Mobile  700w  (FORBES,  Jan.  30),  but  a  better  320x320- 
pixel  screen  instead  of  the  700w's  240x240.  The  camera  moves 
into  the  megapixel  class,  matching  the  one  on  the  Q  and  mak- 
ing it  marginally  useful.  Video  you  capture  with  a  Treo  is  small 
and  jerky,  but  compared  with  the  Q's,  it's  Cinemascope. 

A  new  feature  lets  you  ignore  an  incoming  call  but  send  a 
text  excuse  ("Mouth  full!")  to  the  caller.  Sounds  cute,  but  land- 
line  users  won't  get  the  message.  A  better  idea:  Virtually  the 
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entire  manual  lives  in  the  phone  so  you  can  consult  it  when- 
ever you  need  to.  Too  bad  every  time  you  use  it,  it  returns  to 
page  one  instead  of  letting  you  flip  back  and  forth  between 
the  problem  and  the  solution. 

That  manual,  like  most  Palm  applications,  displays  largely  in 
a  chunky  font  that  doesn't  take  advantage  of  the  screens  resolu- 
tion the  way  the  Q's  more  elegant  typefaces  do.  And  the  Web 
browser  can  be  somewhat  confusing:  It  can  handle  normal  Web 
pages,  but  with  sites  like  Google  and  Yahoo  it  tends  to  snag  the 
mobile  "lite"  versions. 

That's  not  always  a  bad  thing:  When  all  you  want  is  a  baseball 
score,  ESPN's  bare-bones  mobile  edition  works  a  whole  lot  faster 
than  waiting  for  the  graphic-laden  standard  home  page  to  load. 
But  USA  Todays  mobile  page  is  skimpy,  and  I  couldn't  find  a  way 
to  make  the  Treo  load  the  big  one.  The  Q  goes  only  to  real  sites 
and  its  display  is  often  significantly  better,  but  I  found  it  choked 
more  often  than  the  Treo  on  complex  pages. 

One  of  the  Q's  selling  points  is  that  it  can  store  and  play 
Windows  Media  music  you  purchase  or  subscribe  to  from  serv- 
ices like  Napster  and  Urge.  The  Treo  can  do  that,  too,  but  it  takes 
a  $25  upgrade  to  the  Pocket  Tunes  software  that  comes  with  it.  If 
you  love  music  but  hate  wires,  take  note:  The  Q  is  the  first  phone 
I've  tried  that  can  connect  with  stereo  Bluetooth  headsets. 

Video  and  photos  often  look  richer  on  the  Q  than  on  the 
Treo,  but  on  the  Q  every  video  I  streamed  from  Microsoft's 
sites  displayed  as  a  tiny  image  surrounded  by  huge  black  bor- 
ders, even  in  "full-screen"  mode;  the  Treo  generally  did  better. 
Verizon  doesn't  offer  its  Vcast  video  services  for  these  phones, 
but  for  a  monthly  fee  of  $15  to  $25,  Sprint's  Treo  can  serve  up 
increasingly  broad  channel  packages  and,  for  extra  fees,  a  la 
carte  channels.  But  since  these  devices  get  content  from  the 
Web,  you  can  probably  find  something  to  watch  without  pay- 
ing an  extra  cent. 

Or  not.  Neither  device  can  play  the  increasingly  popular  Flash 
streaming  video  found  on  sites  like  YouTube.  And  Verizon's  "un- 
limited" contract,  but  not  Sprint's,  explicitly  says  you  can't  use  the 
service  to  stream  movies,  music  or  games.  Party  poopers. 

The  Q  will  let  you  view  Word,  Excel,  PowerPoint  and  PDF 
files,  but  it  does  so  with  less  fidelity  to  the  original  than  Treo's 
newly  baked-into-hardware  version  of  the  Documents  to  Go 
program,  which  also  lets  you  modify  Office  documents  instead 
of  just  looking  at  them.  It's  another  example  of  Palm's  han- 
dling Microsoft's  formats  better  than  Microsoft  does. 

The  main  reason  a  current  Treo  owner  might  want  to 
upgrade  to  the  700p  would  be  to  get  a  bandwidth  boost  by 
accessing  a  3G  network.  But  neither  of  these  phones  feels  par- 
ticularly fast  at  grabbing  e-mail  and  Web  pages  despite  their 
connections  to  networks  the  carriers  call  broadband. 

You  can  use  the  Treo  as  a  modem  for  your  PC  via  the  USB 


Smart  gets  slimmer 
Moto  Q,  Treo  700p. 


synch  cable  or  wirelessly  via  "^Mftooth.  Doing  that  requires ; 
data  plan  that  costs  $40  a  month  from  Sprint  or  $15  added  t« 
a  voice-data  combo  plan  from  Verizon.  Verizon  will  offer 
similar  service  at  the  same  price  for  the  Q  later  this  year. 

But  data  speeds  on  the  Sprint  TreoT  tried  as  a  modem 
ranged  bizarrely:  sometimes  as  zippy  as  503  kilobits  per  second 
downstream  and  95  up,  sometimes  as  lethargic  as  126  and  63) 
That  seems  a  lot  less  consistent  than  data  cards  that  yoi 
insert  into  a  PC.  Palm  says  it's  because  the  cards  are  optimize*) 
for  data,  while  the  phone  has  lots  of  other  tasks 
worry  about. 

In  my  tests  the  Q  never  crashed,  though  it  did  go  througl 
some  long  periods  when  it  appeared  to  be  dead  to  the  world 
but  it  eventually  sprang  back  to  life.  The  Treo  froze  severa 
times,  forcing  me  to  pull  out  the  stylus  and  open  the  batter] 
compartment  to  push  the  reset  button.  But  only  the  Treo  haj 
a  handy  ring-and-alarm  silencing  switch  that  you  can  adjust  b) 
touch  in  your  pocket.  And  only  the  Treo's  speakerphone  let! 
both  conversationalists  talk  at  once  without  cutting  out. 

Bowing  to  the  Treo's  general  superiority,  the  geek  will  prob 
ably  continue  carrying  the  biggest  phone  on  the  block) 
Fashionistas  and  rabid  fans  of  Microsoft  quality:  The  C\ 
might  B  4  U. 
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HAT  BETTER  PLACE  TO 
t  up  an  oil  services  firm  than  Russia?  The 
ntry  is  the  seventh  largest  in  the  world  in 
ns  of  its  petroleum  reserves,  but  its  oil- 
ds  are  full  of  rusting  equipment 
1  ex-Communist  inefficiencies, 
jugh  assignment  even  for  expe- 
iced  hands  like  John  Fitzgib- 
is,  36,  and  Felix  Lubashevsky, 
but  potentially  a  lucrative  one. 
In  2005,  its  first  full  year  of 
ration,  their  Integra  Group  net- 
$4  million  on  revenue  of  $200  million. 
:ir  venture  is,  in  essence,  a  roll-up — an 
lomeration  of  small  vendors  of  drilling 
aces  and  gear.  In  18  months  of  operation 
:gra  has  made  1 1  acquisitions. 
To  this  affair  the  two  founders  have 
light  complementary 
Is.  Fitzgibbons  got  a 
..    in  government 
dies  from  Harvard, 
□ted  off  to  Russia  to 
ise  the  Yeltsin  gov- 
ment  on  privatiza- 
l   and   ended  up 
nding  a  small  oil 
lpany;  he  can  spot  a 
mising  deal  a  time 

e  away.  Lubashevsky,  who  has  a  degree  in 
emetic  economics  from  Moscow  State 
versity,  ran  the  oil  services  division  at  TNK 
w  TNK-BP,  Russia's  second-largest  oil  com- 
y);  he  came  with  a  network  of  customers 
acquisition  targets  and  an  insiders  view 
be  dicey  oil  business. 

Soon  after  incorporating  the  venture  in 
Cayman  Islands  in  March  2004,  Fitzgib- 
is  pursued  Burovaya  Kompaniya  Sever,  a 
time  subsidiary  of  TNK.  "It  was  one  of  the 
drilling  operations  in  oil-rich  western 
eria,"  he  recalls,  "but  [onel  with  weak 
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wont  disclose  how  much  of  that  went  into 
his  own  pocket. 

At  Integra  Fitzgibbons  wants  to  main- 
tain control,  along  with  Lubashevsky.  (The 
two  own  "more  than  50%  of  the  business," 
he  says.)  Aside  from  several  million  dol- 
lars in  equity  from  former  KMOC  share- 
holders and  various  investment  funds  to 
start  and  a  $40  million  private  offering  to 
a  dozen  hedge  funds,  including  Farallon 
Capital  Management  of  San  Francisco  and 
Thames  River  Capital  in  London,  last 
October,  that  has  meant  relying  on  debt. 
To  finance  the  BK  Sever  deal,  Fitzgibbons 
floated  a  junk  bond  of  less  than  $5  million 


brash  Georgian  mogul  and  politician.  The 
Uralmash  break-off,  bought  for  an  undis- 
closed price,  should  add  hundreds  of  mil- 
lions of  dollars  in  sales  to  Integra.  But, 
given  that  the  Putin  government  has 
become  much  less  hospitable  to  foreign 
investors  in  resources,  would  the  deal 
bring  unwanted  attention  from  the 
authorities? 

At  such  times  Lubashevsky,  an  intense, 
energetic  Moscow  native,  more  than 
proves  his  worth.  In  1997,  at  23,  he  owned 
a  company  that  bought  shares  in  large, 
recently  privatized  enterprises  like 
Gazprom  and  resold  them  to  investors  in 


holders  their  best  and,  perhaps,  last 
TNK,  he  insisted,  could  find  anothe 
to  gain  control — and  by  then  their 
might  be  worthless.  He  prevailed.  1 
be  tough  during  a  conflict,"  he  says 
it's  better  to  compromise." 

TNK  rewarded  Lubashevsky  by  rr) 
him  its  youngest  vice  president.  Too 
takes  credit  for  restructuring  TNJ 
services  business,  claiming  he  discd 
50,000  workers  who  were  underutiliz^ 
axed  nearly  half  of  them — not  an  eas 
in  Russia,  where  governors  pressure  cd 
nies  to  retain  employees.  Lubashevski 
off  pieces  of  the  business  and  establi^ 


$5  billion 

The  value  of  Russia's 
oil  services  market. 


The  increase  in  Russia's 
average  daily  oil 
production  since  2000. 


The  depth  an  Integra 
drill  rig  can  reach. 


eet 


$10,0 


The  daily  fee  for  an 
rig  in  Russia,  versus 
$35,000  in  the  U.S. 


Sources:  Energy  Information  Administration;  Hart's 
with  a  yield  in  the  mid-20s.  "It  looked  like 
loan  sharks,"  he  laughs  now.  Things  have 
improved  slightly  in  a  subsequent  offering 
of  $90  million  in  bonds  (yielding  14%) 
and  then  one  for  $70  million  (10.5%). 
Integra  is  carrying  total  debt  of  $214  mil- 
lion. Debt  service  will  nearly  triple  this 
year  to  $22  million,  reports  Troika  Dialog 
of  Moscow.  Fitzgibbons  insists  he  can 
handle  the  payments. 

Can  he  handle  the  heat?  Integra  made 
headlines  in  Russia  last  year  when  it 
bought  the  drill-manufacturing  opera- 
tions of  Uralmash  (a  company  on  the 
order  of  John  Deere  or  Caterpillar  here), 
once  controlled  by  Kakha  Bendukidze,  a 


E&P,  Integra;  Renaissance  Capital;  Troika  Dialog. 
Moscow.  At  one  point  people  from  TNK 
approached  him  to  persuade  shareholders 
in  a  small  Siberian  city  to  sell  their  stake 
in  an  oil  company  called  Nizhnevartovsk- 
neftegas.  While  TNK  was  no  pushover 
(investors  in  takeover  targets  have  com- 
plained about  its  strong-arm  tactics),  the 
town  of  Nizhnevartovsk  was  a  rough 
place,  where  a  couple  of  TNK  employees 
had  been  shot.  "I  saw  the  danger,"  says 
Lubashevsky.  "But  I  also  saw  the  opportu- 
nity to  make  money."  So  he  arrived  "with  a 
lot  of  money  and  a  lot  of  security."  In 
interviews  with  the  town's  press  and  in 
meetings  with  residents  he  pounded 
home  the  point  that  he  was  offering  share- 


more  open  bidding  system  for  issuirj 
vices  contracts  to  reduce  corruption. 

Cronyism  and  kickbacks  are 
problem  in  Russia,  of  course,  and  I 
services  sector  has  long  been  vulnera 
that  sort  of  predation.  But  Integra 
name  was  deliberately  chosen  to  sj 
both  integration  and  integrity — has) 
things  to  worry  about.  Of  course,  1 
competition  from  the  likes  of  giant! 
liburton  and  Schlumberger,  am 
steady  imperative  to  bring  in  more 
ness.  The  company  is  flying  high  ni 
plunge  in  oil  prices,  though,  might  p 
high  debt  service  beyond  the  reach  i 
young  comrades  in  oil. 
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GRAPE  FOR  THE  MASSES 

Not-So-Fine  Wine 

Vintners  are  figuring  out  how  to  sell  to  beach 
volleyball  and  Nascar  fans  By  Helen  Coster 


WHEN  THE  AVP  PRO 
Beach  Volleyball  Tour 
rolls  into  Seaside  Heights, 
N.J.  this  month,  the  play- 
ers will  serve  and  spike 
alongside  banners  hawking  sports  drinks, 
apparel  and  a  new,  unexpected  sponsor: 


Barefoot  Cellars,  an  E.&J.  Gallo  brand.  The 
winemaker  doesn't  care  that  pro  volleyball 
players  prefer  Gatorade  to  chardonnay  be- 
tween sets.  Its  affiliation  with  the  young  men 
and  women  players  is  supposed  to  make  its 
wine  seem  as  playful  as  a  beach  sport.  "We 
want  to  make  wine  fun — less  intimidating," 


says  Stephanie  Gallo,  director  of  marketinj 
for  the  privately  held  company  and  grand 
daughter  of  company  cofounder  Ernest. 

Cotes  du  Rhone  fanciers,  make  wa] 
for  drinkers  with  surfboards.  Winemaker 
are  cranking  out  inexpensive,  whimsica 
labels  with  catchy  names,  colorful  graph 
ics  and  unorthodox  packaging  in  a  scram 
ble  to  attract  thirsty  young  adults.  Recen 
offerings  include  Smashed  Grapes  anc 
Monkey  Bay  from  Constellation  Wine: 
U.S.,  a  division  of  publicly  held  Constella 
tion  Brands.  There's  also  Screw  Kapp. 
Nappa  and  Smoking  Loon  from  Napa 
Valley's  Don  Sebastiani  &  Sons.  Mac 
Housewife  is  offered  by  Rainier  Wine  o 
Bellevue,  Wash.  Dog  House  is  marketec 
by  Kendall -Jackson.  Goats  do  Roam,  supt 
posedly  a  bargain  at  $10,  is  owned  b] 
Fairview  Winery  of  South  Africa.  User' 
friendly  wine  brands,  including  a  couple 
of  these,  represented  nine  of  the  ten  top- 
selling  new  table  wines  introduced  las 
year,  says  Information  Resources  Inc. 

The  pitches  for  these  irreverent  brands 
many  aimed  at  young  men,  are  as  unusua 
as  the  names  and  packaging.  Click  Wine 
Group,  importer  of  $  1 1  -a-botde  Fat  Bastard 
encourages  fans  to  submit  photos  of  "party- 
goers  in  any  lively  (and  legal!)  scenario"  tc 
its  Web  site.  Ray's  Station  Vineyards  ir 
Sonoma  County  hawks  its  cabernet  sau- 
vignon  and  merlot,  which  retail  for  $15,  as 
"hearty  red  wines  for  men,"  while  suggesting 
that  the  pinot  noir  promoted  in  the  film  Side- 
ways is  for  wimps.  Constellation  Wines  re- 
cently tapped  two  3 1  -year-old  Australian  guys 
to  pitch  the  company's  year-old  Twin  Fin,  the 
top-selling  new  wine  in  the  U.S.  last  year  (2005 
sales:  $5.3  million),  at  surf  festivals  and  arl 
galleries.  The  label  features  a  surfboard 
hanging  out  of  a  vintage  convertible. 

"Buying  wine  to  these  people  is  like 
going  out  and  buying  a  CD  or  a  book  or  a 
pair  of  jeans,"  says  Benjamin  Dollard: 
president  of  Pacific  Wine  Partners,  a  unil 
of  Constellation  Wines.  "It's  dictated  by 
fashion  and  image." 

And  they're  drinking  it  up.  U.S.  wine 
sales  in  food  and  drug  stores,  outlets  mak- 
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ing  wine  more  accessible  to  the  masses, 
climbed  10%  last  year  to  $4.5  billion.  At 
Costco  alone,  the  nation's  largest  retailer  of 
wine,  sales  hit  $700  million,  an  8%  increase. 
A  Gallup  survey  last  year  had  39%  of  adults 
declaring  wine  as  their  first  choice  in  alco- 
holic beverages,  compared  with  36%  for  beer. 
It  was  the  first  year  since  1992,  when 
Gallup  started  tracking  these  preferences, 
that  wine  was  more  popular.  In  gallons,  beer 
is  still  ahead  (514  million  cases  sold  in  the 
U.S.,  to  76  million  for  wine,  says  IRI). 

Casella  Wines,  the  privately  held  New 
South  Wales  vintner,  started  the  breezy- 
branding  fad  five  years  ago  with  Yellow 
Tail,  the  sweet,  fruity  $7  wine  with  a  wal- 
laby on  the  label  and  an  advertising 
budget  that's  big  by  wine-industry  stan- 
dards (they  spent  $9  million  in  the  U.S. 
last  year,  says  TNS  Media  Intelligence). 
Casella  netted  $77  million  on  $255  mil- 
lion in  revenue  for  the  fiscal  year  that 
ended  last  June  30.  Following  in  the  wal- 
laby's paw  prints:  Gallo's  Black  Swan  and 
Constellation  Wines'  Four  Emus  and  3 
Blind  Moose.  Unofficial  name  for  this 


Careening  into  beer  territory:  winemakers  Bennett  Lane  and  Ravenswood  sponsor  Nascar. 


beverage  category:  "critter  wines." 

Then  there  are  the  packaging  gim- 
micks. Foster's  Group's  the  Little  Penguin 
brand,  which  includes  five  varietals  from 
Australia,  offers  a  four-pack  of  pint-size 
bottles.  Francis  Coppola's  winery  markets 
the  Sofia  Mini,  a  sparkling  wine  sold  in  a 
metallic  pink  can.  A  straw  is  included. 

Their  eyes  rolling,  some  old-school 


Buyer's  Guide 

■  f  you  want  something  fruity  and  cheap  (and 
I  simple  to  pronounce),  check  out  these  vin- 
I  tages.  ForbesLife  Senior  Editor  Richard  Nalley 
sampled  and  evaluated  these  wines,  listed  from 
"best"  to  "worst,"  in  a  blind  taste  test.  — H.C 


3  BUND  MOOSE  CABERNET  SAUVIGNON 

Constellation  $10 

"This  wine  is  all  about  texture.  It's  velvety, 
pillowy  soft.  It's  a  wine  you  wouldn't  be  ashamed 
to  bring  home  to  mama." 

THE  LITTLE  PENGUIN  SHIRAZ  Foster's  Group  $8 
"A  very  pleasant  wine  with  a  lot  of  fruit 
character.  It's  not  a  wine  with  great  ambition,  but 
it  does  what  it's  supposed  to  do  very  nicely." 

SMOKING  LOON  CABERNET  SAUVIGNON 

Don  Sebastsani  &  Sons  $9 
"A  perfect  barbeque  wine  with  a  big,  fruity, 
blackberry,  raspberry  taste  to  it.  It's  a  fruit 
bomb — you  really  get  it  in  the  nose.  If  you  have 
a  European  palette,  you're  not  going  to  like  it." 

BAREFOOT  CELLARS  ?fNOT  GKK30  E.&J.  Gallo  $6 

"A  soft,  easy-drinking  wine  with  a  touch  of 


melon  and  jalapeho  pepper.  It  would  be  good 
with  any  kind  of  spicy  food,  like  Chinese  or 
Mexican,  but  it's  a  little  soft  and  flabby  in  the 
finish." 

RED  BICYCLETTE  CHAR  DON  NAY  E.&J.  Gallo  $11 
"Juicy  and  easygoing.  A  nice  wine  you'll  want 
to  drink  cold.  It's  got  a  dry  finish." 

TWIN  FIN  SHIRAZ  Constellation  $10 
"It's  got  a  deep,  black-cherry  flavor  to  it  that 
comes  across  almost  like  cough  medicine.  I 
wouldn't  pair  it  with  any  food  that  has  a 
subtle  flavor." 


winemakers  are  finding  creative  ways  t< 
make  traditional  brands  more  appealin 
to  the  unschooled  masses.  Robert  Mon 
davi,  a  unit  of  Constellation,  last  montl 
tapped  Ted  Allen,  a  star  of  the  TV  sho\ 
Queer  Eye  for  the  Straight  Guy,  to  hos 
wine  tastings  at  restaurants  in  Manhattar 
Bennett  Lane,  an  independent  Californi 
winemaker,  and  Ravenswood  Winery  ar 
sponsoring  Nascar  teams.  Th 
unusual   exposure   in  bee 
country,  along  with  tastings  a 
rock  concerts  and  BBQ  events 
and  a  new  motto — "No  wimp 
wines!" — helped  boost  sales  o 
Ravenswood's  signature  Zinfan 
del  11.5%  last  year.  "Win 
belongs  on  the  table,  not  on 
pedestal  or  in  an  ivory  tower 
says  Joel  Peterson,  general  man 
ager  of  Ravenswood  Winer) 
part  of  Constellation  Wines. 

A  few  winemakers  are  tryin 
to  serve  it  both  ways.  Gallo  got  it 
start  when  founders  Ernest  an« 
his  brother  Julio  started  peddlin 
dirt-cheap  blends  after  Prohibii 
tion  was  repealed  in  1933.  Galli 
is  still  strong  in  plonk  ($2.50-a 
botde  Boone's  Farm,  for  example' 
But  since  1993  it  has  also  beei 
selling  $45  chardonnays  and  $8» 
cabernets.  Stephanie  Gallo  say 
her  family's  firm  can  profitabl 
mine  both  ends  of  the  price  scale 
"Household  penetration  of  win' 
is  still  lowT  she  says.  "We  still  hav 
a  long  way  to  go."  I 


88 


JUNE  19,  2006 


BE 

STAR  STRUCK. 


7000+  EASY 


MUTUAL  FUNDS 
TO  CHOOSE  FROM 


TO  USE 
MUTUAL  FUND 
SCREENER&  TOOLS 


NEW  FREE 

POWERFUL 

RESEARCH 

5  INDEPENDENT  SOURCES 


Challenge  the  ordinary. 

Be  Ef  traordinary* 


SIGN  UP  TODAY  AND  GET  A  12 -MONTH  MORNINGSTAR.COM 

SUBSCRIPTION  AT  NO  COST  ($135  VALUE)1 


1-800-731-5223  etrade.com/superstore 


Ef  TRADE 

FINANCIAL 


i  should  consider  the  investment  objectives,  risks,  charges  and  expenses  of  a  mutual  fund  carefully  before  investing. 

1  fund's  prospectus  contains  this  and  other  important  information.  For  a  current  mutual  fund  prospectus,  please  visit 
ade.com/mutualfunds.  Read  the  prospectus  carefully  before  investing. 

fer  ends  December  31,  2006.  To  qualify  for  this  offer,  a  new  E*TRADE  Complete™  Investment  Account  must  be  opened  by  December  31,  2006  and  when  you  transfer  $20,000  or 
within  30  days  of  opening  the  account.  Other  important  terms  and  conditions  apply.  Visit  etrade.com/switchtoday  for  program  details.  This  $135  subscription  is  being  provided 
u  for  educational  purposes  only.  The  content  has  been  written  by  a  third  party  not  affiliated  with  E*TRADE  FINANCIAL  Corp.  or  any  of  its  affiliates.  No  information  contained  on  the 
ingstar  website  has  been  endorsed  or  approved  by  E*TRADE  Securities,  and  E*TRADE  Securities  is  not  responsible  for  the  content.  The  subscription  will  terminate  at  the  end  of 

2  month  trial.  Morningstar  is  a  registered  trademark  of  Morningstar,  Inc.  E*TRADE  FINANCIAL  and  Morningstar,  Inc.  are  separate  and  non-affiliated  companies, 
rities  products  and  services  are  offered  by  E*TRADE  Securities  LLC,  Member  NASD/SIPC. 

06  E*TRADE  FINANCIAL  Corp.  All  rights  reserved. 


Your  potential.  Uur  passion. 

Microsoft 


MB  RACE  THE 


"Real-time  numbers 
mean  real-time  insight" 


DYNAMIC. 


iere  are  infinite  dynamics  in  business.  Master  them  all.  With  Microsoft  Dynamics! 

esenting  Microsoft  Dynamics:  a  line  of  people-ready  business  management  solutions  for  financial  management, 
stomer  relationship  management,  and  supply  chain  management.  It's  easy  to  learn  and  easy  to  use,  because  it 
Dks  and  feels  like  the  Microsoft"  software  your  people  use  every  day.  And  that  makes  it  easy  for  them  to  put  the 
tst  dynamics  to  work  in  your  business.  To  learn  more,  visit  microsoft.com/microsoftdynamics 


Financial  Management 
»  M>  £j_  rv  *  Customer  Relationship  Management 

MicrosoTT  Dynamics    Supply  Chain  Management 


92      FORBES      JUNE  19,  2006 


  REAL  ESTATE 

Gambling 

-  .On** 

New  Orleans 

Buying  real  estate  in  the  storm-ravaged  city  takes  guts, 
but  it  could  be  a  very  smart  move  By  Ashiea  Ebeling 


EW  ORLEANS  REALTOR  LIZ  ASHE 
knows  natures  full  apocalyptic  fury 
firsthand.  When  Hurricane  Katrina's 
mighty  winds  and  waters  slammed 
into  the  Big  Easy  last  August,  Ashe 
jumped  off  a  third-floor  balcony  of 
her  elegant  home  into  a  tree  and 
clung  to  its  swaying  branches.  She  watched  helplessly  as 
her  husband  drifted  off  clasping  the  plastic  cover  of 
their  Jacuzzi. 

They  both  survived  unharmed.  Their  home  was 
destroyed,  and  they  now  live  in  a  Winnebago  parked  on 
the  lot.  But  what  about  her  real  estate  business? 

That's  doing  okay.  Ashe  is  putting  together  a  batch 
of  50  houses,  all  under  five  years  old,  in  St.  Bernard 
Parish,  a  suburb  that  was  decimated,  for  a  Las  Vegas 
woman  who  wants  to  invest  $2  million.  That's  $40,000  a 
pop;  before  the  storm,  the  homes  ranged  in  value  from 
$125,000  to  $300,000,  but,  of  course,  they  weren't  all  for 
sale.  These  homes  are  gutted  and  awaiting  renovation. 

For  buyers,  opportunity  beckons  from  the  ruins. 
Out-of-state  investors  are  buying  property  in  New 
Orleans,  hoping  to  renovate  or  to  get  cheap  building 
lots.  On  the  plus  side:  low  prices,  tax  breaks  and  other 
disaster- relief  giveaways.  On  the  minus:  high  and  rising 
insurance  costs,  and  costly  financing.  "It  takes  nerve  and 
guts,  and  hopefully  at  the  end,  there's  glory,"  says  Ashe. 

New  Orleans  real  estate  seems  as  risky  as  a  spin  of 
the  roulette  wheel  at  one  of  the  Gulf  Coast's  casinos.  A 
new  hurricane  season  is  underway,  and  the  levees  may 
yet  fail  again.  The  undiversified  economy  (mainly 
tourism,  oil,  shipping)  is  fragile.  Many  Katrina  refugees 
are  not  returning— the  area's  population  has  dropped  by 


a  third — and  whole  sections  of  the  city  may  be  aban- 
doned. A  stunning  71%  of  its  buildings  were  flooded. 

The  best  strategy  to  follow,  while  hoping  that  New 
Orleans  will  bounce  back,  is  to  purchase  the  low-cost 
real  estate  and  rent  it  out.  The  city  has  always  tilted 
toward  tenant  occupancy,  and  rental  demand  is  soaring 
amid  the  scarce  livable  housing  stock.  So  rents  are 
higher  than  pre-Katrina. 

People  are  returning  to  many  of  the  once-flooded 
areas.  A  lot  of  action  is  in  Lakeview,  an  old-money 
neighborhood.  Also  check  out  areas  on  the  upswing 
before  the  storm,  like  Irish  Channel. 

One  investor  is  Paul  Yanez,  a  loan  officer  at  mort- 
gage lender  Countrywide  Financial,  who  lives  in  Valen- 
cia, Calif.  He  bought  four  flood-ravaged  properties  in 
February  and  March  from  Ashe.  His  first  tenants  are 
expected  to  move  into  a  duplex  soon.  The  house  cost 
him  $1 10,000  to  buy  and  $40,000  to  rehab.  He  charges 
$2,400  in  monthly  rent,  33%  more  than  the  property 
was  getting  before  Katrina.  After  insurance,  taxes  and 
property  management  fees,  and  a  modest  budget  for 
maintenance,  he  expects  $21,000  annually  from  the 
property.  That's  a  handsome  cash-on-cash  return  of 
14%.  The  calculation  presumes  that  neither  the  weather 
nor  a  bad  tenant  trashes  the  place. 

For  daring  souls,  here's  how  to  buy  in  New  Orleans: 
DEDUCT  IT 

The  GO  Zone,  short  for  "Gulf  Opportunity,"  which 
includes  most  of  the  city,  gives  owners  of  residential 
rental  property  an  extra  50%  federal  income  tax  deduc- 
tion on  improvements  they  put  into  a  property.  That 
echoes  the  Sept.  1 1  tax  relief  package  for  Lower  Man- 
hattan. You  have  to  start  renting  by  Dec.  31,  2008. 
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!UY  HISTORIC 

An  enormous  amount  of  New  Orleans 
5  considered  historic.  That  means  the 
uildings  are  at  least  50  years  old  and  in 
tie  National  Register  of  Historic  Places.  If 
our  rental  building  qualifies,  you  get  a 
;deral  tax  credit  of  26%  of  the  renovation 
osts  (up  from  20%  elsewhere  as  a  Katrina 
ecovery  measure).  You  forfeit  a  prorated 
ortion  of  the  federal  credit  if  you  sell 
rithin  five  years. 

There  is  also  a  possible  35%  state  tax 
redit,  which  is  useful  to  out-of-state  land- 
jrds,  since  they  must  pay  Louisiana  tax 
n  the  rental  income.  And  if  you  re  doing 

mixed  use  commercial/residential  proj- 
ct,  almost  all  of  New  Orleans  qualifies  for 
he  federal  New  Markets  program:  You 
ould  get  a  $127,000  equity  investment  on 

$500,000  project,  or  a  low-interest  loan 
wo  or  three  percentage  points  below 
larket. 

The  Louisiana  Division  of  Historic 
'reservations  Web  site  has  details  on  the 
redits.  Go  to  the  Historic  District  Land- 
larks  Commission  for  information  on 
ermits  and  rules  for  renovating. 
[ESEARCH  IT 

On  the  City  of  New  Orleans'  Web  site, 


you  can  track  permits  issued  for  building 
demolition  and  refurbishing.  You  can 
even  view  information  on  assessed  dam- 
age by  individual  property.  If  you  buy  in 
one  of  the  most  flood-prone  neighbor- 
hoods, you  might  have  to  raise  your  house 
on  stanchions,  an  extra  cost. 
INSURE  IT 

For  the  few  insurers  still  covering 
New  Orleans,  premiums  are  high.  Hap- 
pily, an  insurer  of  last  resort  exists:  the 
Louisiana  Citizens  Plan.  Yanez  expects  to 
pay  $3,000  yearly  for  his  duplex,  far  more 
than  the  national  average  of  $667  for 
homeowners.  And  you  need  federal  flood 
insurance:  It's  $1,285  per  year  but  covers 
only  up  to  $250,000. 

If  another  disaster  strikes,  don't  expect 
quick  claims  payments.  Gregory  App 
bought  three  homes  in  the  Faubourg- 
Treme  section  pre-Katrina  and  still  is 
waiting  to  be  paid  in  full. 
FINANCE  IT 

Many  big  banks  have  bailed  out.  Yet 
smaller  lenders  are  around  to  fill  the  gap, 
like  First  American  Bank  out  of  Vacherie, 
La.,  figuring  they  will  die  if  their  region 
does.  But  they  do  charge:  9%  on  a  fixed- 
rate  loan  to  an  absentee  owner.  F 


Bargains  by  the  Bayou 


Here  are  some  homes  slammed  by  the  hurricane.  Cheap  to  buy,  such  houses  are  costly  to 
finance  and  to  insure.  But  rental  demand  for  them  is  strong,  so  rents  are  rising. 


Houses  like  this  in  the  Bywater  area  got  5 
feet  of  water.  Estimated  price:  $30,000. 


Flooding  was  minimal  in  this  raised  house 
in  the  7th  Ward.  Projected  price:  $125,000. 


In  the  Uptown  section,  this  home,  hit  by 
5%  feet  of  water,  would  cost  $50,000. 


Floodwaters  crested  at  6  feet  in  this 
Gentilly  home,  worth  $50,000. 
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STOCK  FOCUS 


Tech  Time 

Conventional  wisdom  says  technology  stocks  have  hit  a  wall 
Their  cash  piles  say  different  By  Elizabeth  MacDonald 


■  T  HAS  BEEN  SIX  YEARS  SINCE  THE 
§  bubble  burst,  and  tech  is  still  mud  on 
I  Wall   Street.   The   Nasdaq  has 
|  dropped  to  its  lowest  level  since  Jan- 
I  uary,  the  only  big  U.S.  index  in  the 
red  thus  far  this  year.  Dell,  Microsoft  and 
even  tech  hotties  like  Google  and  Apple 
Computer  are  down  for  the  year. 

Bears  point  out  that  an  overabun- 
dance of  technology  gear,  from  storage 
equipment  to  disk  drives,  is  pushing 
prices  down.  Another  deadweight  is  a  new 
accounting  rule  forcing  Silicon  Valley's 
beloved  stock  options  to  be  deducted 
from  earnings.  But  that's  like  reading  the 
history  of  software  giant  Microsoft  and 
stopping  at  the  chapter  about  its  mid- 
1990s  challenge  from  Netscape. 


Here  is  the  bullish  story:  Technology 
companies  are  doing  what  all  companies 
are  supposed  to  do,  which  is  to  create 
cash  for  their  owners.  The  cash  balances 
at  the  115  tech  companies  in  Goldman 
Sachs'  Tech  Index,  an  in-house  roster  of 
tech  stocks  covered  by  its  analysts, 
totaled  $250  billion  at  the  end  of  last  year, 
says  Laura  Conigliaro,  a  Goldman  ana- 
lyst. That's  up  from  $180  billion  three 
years  earlier. 

Charles  Mulford,  a  professor  at  Geor- 
gia Tech  and  director  of  its  Financial 
Analysis  Lab,  which  specializes  in  cash 
flow  research,  has  a  slightly  different  way 
of  looking  at  the  cash  picture.  He  creates  a 
composite  of  70  technology  firms  in  the 
S&P  500,  a  listing  that  ranges,  in  stock 


market  capitalization,  from 
Microsoft  down  to  BMq 
Software.  This  group  has 
seen  a  43%  gain  in  cash  flow 
from  operations  over  thej 
past  five  years.  (Mulford 
uses  a  composite  rather  than 
a  raw  total  to  adjust  for  th^ 
effect  of  companies  entering 
and  leaving  the  list.)  Thaq 
boost  in  cash  profitability 
comfortably  exceeds  the) 
32%  increase  in  revenue. 

Maybe  technology  man^ 
agers  have  matured  a  bit 
since  the  crash.  Instead  oi 
counting  eyeballs  or  worJ 
shipping  the  top  line,  they  are 
measuring  success  by  how 
much  folding  green  they  put 
into  their  owners'  pockets. 

Cash  flow  from  opera- 
tions differs  from  the  bot- 
tom line  you  see  on  a 
profit-and-loss  statement. 
It  is  defined  (roughly 
speaking)  as  net  income 
with  an  add-back  of  non- 
cash charges  like  deprecia- 
tion and  with  a  further 
adjustment  for  certain 
working  capital  changes. 
Cash-draining  increases  in 
inventories  and  receivables! 
count  against  the  cash- 
from-ops  total;  cash-spar- 
ing behavior  like  running 
up  accounts  payable  works  in  favor. 
Cash  from  ops  is  the  money  that  would! 
be  available  to  pay  down  debt  or  pay  div- 
idends if  the  company  spent  nothing  on 
capital  goods. 

To  be  sure,  it  is  possible  for  a  company 
to  become  too  fixated  on  cash  and  not 
enough  on  its  future,  professor  Mulfordl 
warns.  One  way  to  build  up  the  cash  bal- 
ance (albeit  not  the  cash-from-ops  figure) 
is  to  be  niggardly  with  capital  expendi- 
tures. The  average  tech  company's  cap-ex 
has  fallen  from  13%  of  revenues  in  2000  to 
6%  in  2005,  says  Mulford.  To  inflate  both 
the  balance-sheet  item  and  the  income- 
statement  item,  just  cut  out  research  and 
development.  That  would  be  a  mixed 
blessing  for  long-term  holders.  Another' 
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rhe  four  corners  of  the  world. 

Working  in  sync.  Your  company  has  great  thinkers  all  over  the  globe.  But  how  do  you  tap  into  that 
knowledge  and  get  them  to  collaborate  more  effectively  behind  a  shared  vision?  A  customized  document 
nanagement  solution  from  Ricoh  can  help.  Our  seamless  global  network  enables  us  to  assess,  design  and 
mplement  equipment  and  systems,  as  well  as  provide  ongoing  management  and  support  to  optimize 
'our  document  workflow.  So  your  entire  enterprise,  no  matter  how  far-reaching,  can  be  on  the  same  page. 

Create,  share  and  think  as  one. 


b  learn  more  about  Ricoh,  go  to  ricoh.com/thinkasone 


RICOH 


way:  Pay  bills  late. 

Still,  cash  from  ops  is  a  useful  perspec- 
tive on  a  sector  that  usually  gets  more 
attention  for  its  net  income  or  its  growth. 
To  find  cash-rich  tech  bargains,  we  looked 
at  873  tech  companies  with  market  caps 
above  $500  million  and  with  positive 
sales-per-share  growth.  We  confined  our 
attention  to  companies  with  a  positive  net 
cash  balance— that  being  cash  and  equiva- 
lents minus  interest-bearing  debt.  We  also 
wanted  stocks  that  are  cheap.  The  list  (see 
below)  shows  companies  trading  at  15  or 
less  times  cash  from  ops.  By  way  of  com- 
parison: FactSet,  the  Wall  Street  data  ven- 
dor, calculates  that  the  172  tech  stocks  in 
its  universe  trade  at  an  average  32  times 
cash  from  operations. 

Cash-Rich  Techies  


One  reborn  technology  company  is 
MicroStrategy,  an  outfit  in  McLean,  Va. 
that  sells  business  operations  software. 
This  former  glamour  stock  was  the  sub- 
ject of  an  unflattering  FORBES  portrait  in 
March  2000,  when  it  was  trading  near  its 
split-adjusted  high  of  $3,130.  Micro- 
Strategy  had  to  revise  two  years'  worth  of 
financial  results,  slashing  a  1999  profit  to  a 
loss.  Humbled,  it  seems  to  be  paying  more 
attention  to  how  much  money  it  is  adding 
to  its  checking  account.  At  a  low  enough 
price,  even  a  discredited  highflier  is  a  bar- 
gain. MicroStrategy  is  now  trading  at  a 
mere  12  times  trailing  cash  from  ops. 
MicroStrategy  did  not  comment  on  the 
likelihood  of  paying  dividends. 

Besides  investing  in  the  future  or  pay- 


ing dividends,  corporations  can  use  theii 
cash  hoards  to  buy  in  shares.  Conigliarq 
counts  31  on  her  list  of  1 15  that  have  done 
so  since  the  beginning  of  2005,  spending 
cumulative  $60  billion.  One  stock  on  oul 
list,  Seagate  Technology,  a  Cayman 
Islands-domiciled  company  that  makes 
disk  drives  for  Microsoft's  Xbox  360  gam- 
ing console,  is  up  53%  since  it  launched  its 
$400  million  buyback  in  October. 

Another  use  for  cash:  Pay  severance. 
Since  the  middle  of  last  year  Hewlett- 
Packard  has  sliced  its  workforce  by 
15,300.  In  the  April-ending  quarter  it 
delivered  $1.5  billion  in  net  income,  up 
51%  from  the  year-earlier  period.  Its 
stock  is  up  30%  since  the  restructuring 
got  under  way.  F 


These  23  tech  companies  are  trading  at  low  multiples  of  their  operating  cash  flow.  They  are  ranked  by  that  measure. 


SALES 
PER  SHARE 


poire/ 

MARK  FT 

3-VFAR 

RECENT 

OPERATING 

PRICE/ 

NET  CASH 

VALUE 

ANNUALIZED 

COMPANY/BUSINESS 

PRICE 

CASH  FLOW 

EARNINGS 

PER  SHARE1 

(SBIL) 

GROWTH 

KOMAG/computer  peripherals 

$44.40 

5 

11 

$0.83 

$1.4 

20% 

UNITED  ONLINE/lnternet  services 

11.65 

6 

16 

0.35 

0.7 

42 

SEAGATE  TECHNOLOGY/computer  peripherals 

24.91 

7 

11 

1.29 

12.3 

1 

LEXMARK  INTERNATIONAL/printers 

51.05 

8 

19 

0.54 

5.4 

9 

INTEL/microprocessors 

18.01 

8 

14 

0.29 

104.6 

16 

INFOSPACE/lnternet  services 

23.98 

8 

12 

5.04 

0.7 

45 

HEWLETT-PACKARD/  imputer 

32.18 

9 

29 

3.21 

90.4 

10 

SYBASesoftware 

20.77 

11 

22 

0.51 

1.9 

2 

NCR/data  processing 

38.49 

11 

13 

2.41 

7.0 

5 

DELL/computers 

24.38 

12 

17 

2.81 

56.0 

20 

NATIONAL  SEMICONDUCTOR/semiconductors 

26.33 

12 

21 

2.46 

8.9 

10 

MICROSTRATEGY/software 

93.77 

12 

21 

3.21 

1.2 

14 

SILICON  IMAGE/semiconductors 

9.40 

13 

23 

0.87 

0.8 

31 

PROGRESS  SOFTWARE/software 

23.07 

13 

21 

1.69 

0.9 

11 

TEXAS  INSTRUMENTS/semiconductors 

31.62 

13 

22 

0.26 

49.3 

20 

'  HYPERION  SOLUTIONS/software 

29.18 

13 

27 

2.57 

1.7 

6 

INTER-TEL/lnternet  services 

20.84 

13 

29 

.4.37 

0.6 

3 

EMC/data  storage 

12.72 

13 

27 

0.61 

30.1 

18 

IMATION/data  storage 

39.51 

14 

20 

14.99 

1.4 

7 

INTERNET  SECURITY  SYSTEMS/software 

20.83 

14 

26 

5.07 

0.9 

14 

|  AVOCENT/computer  peripherals 

22.63 

14 

19 

1.71 

1.1 

9 

INTUIT/software 

53.11 

14 

26 

1.47 

9.1 

22 

ADTRAN/network  products 

24.34 

15 

19 

0.78 

1.9 

14 

Prices  as  of  May  22.  'Cash  minus  debt.  Source:  Reuters  Fundamentals  via  FactSet  Research  Systems. 
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fundamental  strength  of  XL  Capital  Ltd  companies  enables  your  growing 
ness  to  explore  new  markets  for  your  products  and  services.  Our  compa- 
•  provide  commercial  property/casualty/specialty  insurance,  reinsurance 
icial  r.sk  and  credit  products.  We  are  strong  partners,  www.xlcapital  com 
URANCE  I  REINSURANCE  I  FINANCIAL  Experience  our  strength. 

The  XL  Capital  group  is  rated  A+  by  AM  Best. 
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OU  TAKE  A  BUMPY  RIDE  ON  A  POTHOLED  GRAVEL  ROAD 
through  a  ramshackle  fishing  village  to  a  grassy  riverbank  to  get  to  the  most 
important  new  shipping  terminal  in  North  America.  There's  nothing  here  yet, 
except  birds  and  the  blue  Pacific.  One  mile  to  the  south  you  can  see  the  old 
terminal,  where  three  cranes  idly  wait  for  a  few  cargo  ships  to  pull  in.  It's  so 
quiet  you  can  hear  the  tilapia  jumping  out  of  the  water. 

But  when  Michael  Haverty  stands  here,  at  the  port  of  Lazaro 
Cardenas  in  the  Mexican  state  of  Michoacan,  he  hears  the  whisde  of  a 
dozen  freight  trains  and  the  throaty  chorus  of  oceangoing  container  ships. 
He  sees  wharves  and  gantry  cranes  dotting  1 1  miles  of  undeveloped 
waterfront,  and  thousands  of  acres  given  over  to  railcars 
and  trucks  stacked  high  with  goods  from  Asia. 

Haverty,  head  of  the  Kansas  City  Southern 
railway,  has  dreamed  for  four  years  of  fl 
turning  the  dusty  town  of  Lazaro 
Cardenas  (pop.  80,000)  into  ,^ 
one  of  the  busiest  shipping 
terminals  on  the 
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Michael  Hpverty  believes  the  future  of  international 
trade  hangs  on  a  dusty  Mexican  port  town. 
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Kansas  City  Southern 

West  Coast.  He  has  spent  $1.5  billion  of  KCS 
money  to  buy  up  control  of  a  2,600-mile 
artery  linking  the  tiny  port  to  400  million 
North  American  consumers. 

Now  the  dream  is  taking  shape.  In  one 
month  Hutchison  Whampoa,  the  giant  port 
operator  controlled  by  Hong  Kong  billion- 
aire Li  Ka-shing,  will  break  ground  on  a 
$200  million  terminal  that  will  eventually 
handle  2.5  million  containers  per  year,  more 
than  the  ports  of  Oakland  or  Seattle.  Expan- 
sion could  increase  that  to  6  million  con- 
tainers by  2030,  putting  Lazaro  on  par  with 
Los  Angeles.  Maersk  Sealand,  the  worlds 
biggest  shipper,  has  already  signed  on  to  serve 
the  port,  and  other  ship  owners  are  in  nego- 
tiations. Wal-Mart  is  said  to  be  considering 
building  a  warehouse  near  the  port. 

Haverty  bore  the  brunt  of  industry  scorn 
for  his  Mexican  investment.  It  trashed  KCS' 
balance  sheet  and  subjected  the  company  to 
four  years  in  the  byzantine  Mexican  legal  sys- 
tem. The  Mexican  government  still  owns  the 
land  under  KCS'  rails  south  of  the  border  and 
can  revoke  its  concession  at  any  time.  "There 
were  times  when  I  had  doubts,  and  I  spent 
many  sleepless  nights,"  he  says.  "However,  we 
are  determined  and  we  persevere." 

It's  likely  that  little  Lazaro  Cardenas  will 
reshape  trade  in  the  Pacific,  and  KCS  has  the 
monopoly  on  rail  freight  in  and  out  of  it.  The 
trip  to  Houston  is  400  miles  shorter  than  the 
trip  from  the  congested  port  of  Long  Beach, 
Calif.;  the  trips  from  Lazaro  Cardenas  to 
Chicago  and  Kansas  City  are  only  200  miles 
longer  than  from  Los  Angeles  but  likely  a  day 
or  so  quicker.  Lazaro,  blessed  by  nature  with 
a  deepwater  channel,  will  be  able  to  unload 
the  worlds  largest  container  ships  at  30%  of 
the  cost  of  California  dock  operations. 

Havertys  Mexico  bet  has  made  what  was 
once  a  second-tier  railway  a  valuable  acqui- 
sition morsel  for  Burlington  Northern  and 
Union  Pacific.  Its  revenue  ($1.5  billion)  and 
profit  ($100  million)  are  one-tenth  those  of 
the  bigger  railroads,  but  KCS  sports  a  higher 
multiple  on  its  earnings. 

Imports  from  Asia  are  growing  18%  a 
year,  and  Los  Angeles  and  Long  Beach,  which 
handle  80%  of  the  trade,  are  maxed  out  Ships 
can  spend  as  many  as  eight  days  in  San  Pedro 
Bay  waiting  to  unload.  Each  day  delayed  costs 
retailers  importing  goods  from  Asia  an  extra 
half  percent  of  a  products  costs,  estimates 
Boston  Consulting  Groups  George  Stalk  Jr. 


Port  of  Call 

The  undeveloped  port  of  Lazaro 
Cardenas  anchors  Kansas  City 
Southern's  unbroken  rail  chain 
from  the  Pacific  Ocean  to  the 
American  heartland.  Optimists 
predict  it  could  be  as  busy  a  port 
as  Seattle  in  20  years. 


The  2002  dock  strike  dragged  on  for  ten  days. 

Port  builders  have  scouted  the  Port  of 
Prince  Rupert  in  British  Columbia  and  Punta 
Colonet  on  the  Baja  Peninsula.  But  the  Cana- 
dian port  is  slated  to  handle  only  2  million 
containers  a  year,  and  Punta  Colonet  is  still 
in  the  study  phase.  "The  light  is  finally  com- 
ing to  Lazaro  Cardenas,"  says  Gonzalo  Ortiz, 
general  manager  of  Hutchison's  Lazaro  Car- 
denas operation.  "We  can't  screw  this  up." 

The  port  project  would  have  impressed 
Arthur  Stilwell,  who  founded  KCS  in  1887  as 
a  belt  rail  around  Kansas  City.  He  often  spoke 
of  taking  the  line  all  the  way  to  the  Pacific 
Ocean  in  Mexico.  But  his  vision  didn't  begin 
to  become  a  reality  until  Haverty  took  over 
as  chief  executive  in  1995. 

Haverty,  62,  grew  up  in  Atchison,  Kans. 
dreaming  of  running  a  railroad.  Both  his  fa- 
ther and  grandfather  were  conductors  on  the 
Missouri  Pacific,  and  Haverty  started  there 
working  summers  as  a  brakeman  after  high 
school,  climbing  the  ranks  at  the  Missouri. 
In  1970  he  went  to  work  for  the  Atchison, 
Topeka  &  Santa  Fe,  rising  as  high  as  presi- 
dent. When  he  was  later  offered  the  chief 
executive  job  at  the  smaller  KCS,  he  took  it. 

Haverty  arrived  eager  to  play  the  massive 


southward  shift  in  manufacturing  activity. 
Mexico  privatized  its  rail  lines  in  1997. 
Haverty  jumped  at  the  chance  to  bid  for  one 
of  the  three  major  concessions.  He  spent  $300 
million  for  36%  of  the  equity  in  a  rail  line 
running  south  from  Laredo,  Tex.  to  Lazaro 
Cardenas.  His  partner,  a  Mexican  logistics 
company  called  Grupo  TMM,  put  up  $300 
million  for  38%  of  the  equity.  The  Mexican 
government  owned  the  rest.  The  port  was 
an  afterthought. 

As  part  of  the  deals  Haverty  got  an  ad- 
ditional 1 57-mile  line  from  Laredo  to  Cor- 
pus Christi,  Tex.  and  the  rail  bridge  at  the 
Mexican  border  that  carries  60%  of  trains 
crossing  between  Mexico  and  the  U.S.  His 
company  could  now  collect  $1 1  per  loaded 
car.  Haverty  helped  secure  use  of  400  miles 
of  Union  Pacific's  track,  giving  the  company 
a  straight  shot  from  Lazaro  Cardenas  to 
Kansas  City.  Today  KCS  runs  2,300  carloads 
a  day  in  Mexico  of  everything  from  steel  to 
beer.  In  2005  those  goods  accounted  for 
more  than  $540  million  in  revenue. 

But  when  it  first  bought  the  company, 
most  of  the  track  in  Mexico  was  outdated  and 
in  bad  shape,  despite  heavily  staffed  repair 
crews;  trains  were  featherbedded  with 


102      FORBES      JUNE  19,  2006 


Kansas  Csty  Southern 


LA       Long    Oakland  Seattle  Vancouver 
Beach 

'Twenty-foot-equivalent  units. 

Sources:  Port  statistics;  Moffatt  &  Nichol. 


manned  cabooses.  KCS  and  TMM  replaced  the 
cabooses  with  wayside  detectors  to  spot  over- 
heated trains  and  began  increasing  spending 
on  Mexican  tracks  from  $45  million  a  year 
to  a  projected  $100  million  this  year,  doing 
things  like  relaying  ties  and  mending  cracked 
rail.  KCS  struggled  to  trim  the  bloated  pay- 
roll. The  first  time  Haverty  went  down  with 
his  chief  operating  officer,  Arthur  Shoener, 
to  meet  with  national  union  boss  Victor 
Flores  (usually  referred  to  as  Don  Victor), 
Flores  did  not  take  kindly  to  their  straight - 
talking  ways.  KCS  fell  victim  to  union  grum- 
bling and  a  work  slowdown. 

After  many  long  meals  (and  discussions 
about  American  basketball  with  Flores) 
Haverty  and  Shoener  won  the  unions  to  their 
side.  KCS  was  able  to  cut  workers  per  train 
from  eight  to  three.  "We  realized  we  had  to 
build  a  relationship  with  the  union,  the  peo- 
ple down  there,  a  little  more  so  than  we 
thought  originally'  says  Shoener. 

But  it  was  labor  unrest  in  the  U.S. — the 
walk-off  in  2002  by  West  Coast  longshore- 
man—that reshaped  KCS'  plans.  Shortly 
before  that  dock  strike,  Hutchison  Port 
Holdings  had  bought  the  Lazaro  Cardenas 
concession.  Haverty  had  worked  with  Hutchi- 
son in  Panama,  where  KCS  co-owns  a  rail  line 


that  runs  along  the  canal.  Haverty  figured  he 
could  work  with  Hutchison  to  pitch  shippers 
on  an  American-run,  unbroken  rail  line  from 
Lazaro  Cardenas  to  the  U.S. 

But  first  Haverty  had  to  gain  full  control 
of  the  railroad.  And  that  meant  dealing  with 
a  country  emerging  from  decades  of  corrupt 
leftist  politics.  When  KCS  won  the  original  rail 
concession  in  the  1997  privatization,  it  was 
expected  the  Mexican  government  would 
refund  $200  million  in  value-added  taxes 
paid.  After  several  requests  for  the  refund  were 
denied,  the  government  said,  You  know,  we 
never  meant  to  give  that  back.  So  KCS  sued 
the  finance  ministry  in  Mexican  fiscal  court 
in  1997  and  won  five  years  later — but  the 
government  appealed  the  decision. 

After  two  years  of  negotiations  KCS 
reached  an  agreement  in  2004  with  TMM  to 
buy  out  the  joint  venture  for  $200  million  in 
cash  and  $305  million  in  KCS  stock  (22%  of 
its  float).  A  few  months  later  TMM  mysteri- 
ously tried  to  back  out;  it  was  suspected  they 
were  shopping  for  a  better  deal.  Haverty  took 
TMM  to  arbitration  in  New  York  and  was  able 
to  force  it  back  to  the  table. 

But  the  Mexican  government,  which 
still  owned  part  of  the  joint  venture,  contin- 
ued to  hold  out  on  that  tax  credit,  with 
accrued  interest  now  valued  at  $  1  billion. 
Last  September  the  parties 
settled  the  suit,  with  the  gov- 
ernment handing  over  to 
KCS  its  20%  of  shares  of  the 
railroad  in  lieu  of  the  tax 
credit.  Haverty  finally  had 
total  control  of  the  railroad. 

But  Haverty  was  edging 
his  balance  to  the  limit.  Cap- 
ital spending  went  from  $  1 1 7 
million  in  2004  to  $276  mil- 
lion in  2005,  and  debt  to  total 
capital  rose  from  40%  to  57% 
during  that  period.  Then  KCS 
missed  the  March  2006  filing 
deadline  for  its  10K,  because  of  problems  with 
2002  deferred  taxes  in  Mexico  that  were  found 
by  KCS'  auditors. 

A  $40  million  one-time  charge  for  per- 
sonal injury  claims  pushed  the  company  over 
the  edge  and  caused  KCS  to  miss  its  May  15 
dividend  payment.  S&P  declared  the  move 
a  default  and  downgraded  its  rating  on  KCS' 
preferred  stock  to  a  D.  The  rating  agency  may 
downgrade  the  rest  of  the  company's  credit, 


Kansas  City  Southern 
founder  Arthur  Stilwell 
always  dreamed  of  a  rail 
line  to  the  Mexican  Pacific 


which  is  already  speculative  grade.  The  trou 
bles  have  taken  their  toll  on  Haverty,  whol 
said  in  an  analyst  meeting  earlier  this  yean 
"I  think  the  fact  that  the  company  has  notj 
faced  a  meltdown  is  a  tribute."  Amazingly) 
the  company's  stock  has  remained  strong. 
KCS  is  trading  at  $26.25,  38%  above  its  52- 
week  low  of  $19.  Rick  Paterson,  an  analyst 
at  UBS,  says  the  worst  of  the  merger  costs  are 
over  and  further  consolidation  of  the  Mex 
ican  and  American  halves  will  wring  out: 
more  efficiencies. 

Haverty  has  gotten  smarter  about  doing; 
business  in  Mexico,  especially  the  need  to 
schmooze  often — and  at  the  very  highest  lev- 
els. He  was  one  of  five  U.S.  businessmen  to 
meet  in  March  with  Presidents  Bush  and 
Vicente  Fox  of  Mexico  and  Stephen  Harper 
prime  minister  of  Canada,  at  their  Cancun 
summit.  KCS  recently  named  as  its  highest 
ranking  Mexican  executive  a  former  federal 
antitrust  attorney  who  breakfasts  often 
with  Don  Victor.  And  Haverty  has  been 
personally  courting  Michoacan  Governor 
Lazaro  Cardenas  Batel,  the  grandson  of  the 
former  Mexican  president  (and  ports  name- 
sake), to  help  him  develop  a  450-acre  rail  yard 
and  secured  customs  zone  near  the  new  port 
KCS  is  already  enhancing  the  value  of  its 
new  north-south  link,  but  now  mostly  with 
other  peoples  money.  Center- 
Point  Properties  of  Chicago 
is  converting  the  closed 
Richards-Gebaur  Air  Force 
Base  in  Kansas  City,  Mo.  into 
a  428-acre  freight  hub  for 
truck  and  raiL  KCS  has  the  only 
track  going  in  and  wants  to 
put  a  track  down  the  old  run 
way.  Another  such  facility  is 
planned  for  Houston. 

Haverty  also  believes  he 
can  double  the  traffic  over  the 
rickety  bridge  at  Laredo.  In 
December  he  started  impos- 
ing a  $250  charge  to  shippers  that  neglect 
to  file  customs  documents  in  advance  with 
border  agents. 

He'd  like  to  get  customs  officers  to 
inspect  trains  at  a  less  congested  rail  yard  a 
few  miles  away,  but  the  11 -mile  route 
between  that  yard  and  the  border  would 
need  an  estimated  $14  million  corridor 
secured  with  concrete  walls,  razor  wire  and 
a  platoon  of  military  guards.  F 
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aryland's  strategic  location  has  brought  visionary  leaders  together 
nee  its  earliest  days.  Thomas  Jefferson,  George  Washington,  John  Hancock 
id  the  Second  Continental  Congress  convened  in  the  state  230  years  ago. 
oday,  the  leaders  and  shapers  of  thriving  intercontinental  organizations 
*e  choosing  the  state  for  its  abundant  strategic  and  competitive  advantages, 
•eating  new  wealth  and  making  some  history  of  their  own. 


j.W.  MARRIOTT,  JR. 

President  and  CEO 
Marriott  International,  Inc. 


Headquartered  in  Montgomery 
County,  Md.,  and  one  of  the  world's 
largest  lodging  companies,  Marriott 
International  is  led  by  J.W. 
Marriott,  Jr.,  chairman  and  chief 
executive  officer. 

Bill  Marriott's  leadership  of  the 
company  spans  nearly  50  years, 
taking  Marriott  from  a  family  restau- 
rant business  to  a  global  enterprise 
with  nearly  2,800  hotels  and  resorts 
in  67  countries.  Since  1998, 
Marriott  has  more  than  doubled  its 
hotels  in  Maryland,  which  have 
employed  1,500  new  associates. 

Known  as  a  hands-on  manager 
and  innovator,  Bill  Marriott  has 
built  a  highly  regarded  culture  that 
emphasizes  the  importance  of 
Marriott's  143,000  associates  and 
recognizes  the  value  they  bring  in 
serving  guests.  His  strategic  direc- 
tion has  driven  Marriott's  growth  — 
now  comprising  18  distinct  lodging 
brands  -  -  from  moderate-tier  to 
luxury. 

Marriott  has  long  been  an  active 
contributor  to  the  community.  In 
2005,  the  company  gave  more 
than  $2  million  in  cash  and  in 
kind  contributions  to  organizations 
serving  Montgomery  County  and 
Maryland,  and  its  associates  volun- 
teered over  18,000  hours  of  service. 

www.  marriott.  com 
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44  Maryland's  economy  is 
red  hot.  We  know  it's 
all  about  the  bottom 
line.  We  have  a  'let's  do 
business'  attitude  and  a 
climate  of  innovation. 
Companies  are  coming 
to  expand  in  Maryland, 
and  they  have  discov- 
ered that  our  strategic 
location,  exceptional 
workforce  and  quality 
of  life  supply  the 
competitive  advantage 
they  seek. 55 

—  Governor 

Robert  L.  Ehrlich,  Jr. 

General  Washington  is  said  to  have  given  "The  Old  Line  State"  il 
nickname,  a  reference  to  courageous  Maryland  Line  soldiers  durir 
the  Revolutionary  War.  Today,  the  state  offers  traditional  strengtl 
in  the  areas  of  federal  government  contracting,  financial  services,  shippir 
and  manufacturing.  It  also  supplies  a  strong  new  lineup  of  assets  for  emerj 
ing  photonics  and  biotechnology  firms.  As  a  leading  technology  center,  tb 
state  continues  to  build  its  presence  in  the  fields  of  telecommunications,  infol 
mation  technology  and  aerospace. 

Maryland  is  home  to  an  impressive  roster  of  recognizable  business  name 
including  Northrop  Grumman,  Black  &  Decker,  Marriott  Internationa 
Lockheed  Martin,  T.  Rowe  Price,  Perdue,  Hunter  Douglas,  Bayliner  Marini 
Procter  &  Gamble,  Medlmmune  and  Human  Genome  Sciences. 

Based  in  Bethesda,  advanced  technology  innovator  Lockheed  Martin  ha 
had  a  Maryland  presence  since  aviation  pioneer  and  founder  Glenn  L.  Marti 
moved  his  aircraft  factory  from  Ohio  to  Middle  River,  Md.,  in  1929.  "LocN 
heed  Martin  has  enjoyed  a  very  proud  partnership  and  storied  history  with  th 
state,"  says  Bob  Stevens,  chairman,  president  and  chief  executive  office 
"Martin's  reasons  for  moving  the  company  here  —  which  included  access  tj 
major  transportation  systems,  a  skilled  and  talented  workforce  and  proximit 
to  customers  —  hold  just  as  true  today  as  they  did  more  than  75  years  ago." 

THE  ACCESS  FACTOR  I 

"Maryland's  proximity  to  Washington,  D.C.,  and  other  urban  busines 
centers  provides  a  strong  network  of  legal  and  commercial  resources,"  say] 
Governor  Robert  L.  Ehrlich,  Jr.  Access  to  federal  agencies,  facilities  and  ke; 
government  decision  makers  is  a  major  advantage  for  Maryland-based  firms 
The  state  has  more  than  50  federal  agencies  and  research  facilities  within  itl 


DR.  RONALD  D.  SUGAR 

Chairman,  President  and  CEO 
Northrop  Grumman  Corporation 


Dr.  Ronald  D.  Sugar  is  chairman, 
president  and  chief  executive  officer 
of  Northrop  Grumman  Corporation, 
one  of  the  world's  top  defense  com- 
panies and  a  leader  in  the  applica- 
tion of  high  technology  to  military 
transformation. 

Sugar  joined  the  company  follow- 
ing its  2001  acquisition  of  Litton 
industries  Inc.  He  previously 
served  as  Litton's  president  and 
chief  operating  officer  and  as  a 
member  of  its  board  of  directors. 
Prior  to  joining  Litton,  Sugar  was 
president  and  chief  operating 
officer  of  TRW  Aerospace  and 
Information  Systems. 

Dr.  Sugar  graduated  summa  cum 
laude  from  the  University  of 
California  in  1968,  with  a  degree 
in  electrical  engineering.  He  also 
received  a  master's  degree  and  a 
doctorate  in  the  same  field.  He 
subsequently  completed  executive 
education  programs  at  Stanford 
University,  the  Wharton  School  of 
the  University  of  Pennsylvania 
and  Harvard  University.  In  1996, 
he  was  honored  by  UCLA  as 
Engineering  Alumnus  of  the  Year. 
In  2003,  he  received  the  Marine 
Corps  Foundation's  Semper  Fidelis 
Award. 

www.  northropgrumman.  com 
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borders,  including  the  Department  of  Homeland  Security,  the  Natiot 
Security  Agency,  the  National  Institutes  of  Health,  the  Food  and  Dr 
Administration  and  the  National  Institute  for  Standards  and  Technoloj 
Collaboration  between  these  agencies  and  private  industry  multiplies  t 
market  opportunities  in  every  sector  of  the  economy. 

BAE  Systems,  one  of  the  world's  largest  defense  and  aerospace  compani 
is  a  prime  example  of  the  competitive  advantages  found  in  a  Maryland  loc 
tion.  The  $10  billion  company  is  the  seventh-largest  contractor  to  the  U 
Department  of  Defense.  "BAE  Systems  chose  to  locate  its  U.S.  corpora 
headquarters  in  Rockville  due  to  its  close  proximity  to  our  primary  custom 
the  U.S.  government,  along 
with  Maryland's  great  busi- 
ness environment,  highly  edu- 
cated and  skilled  workforce, 
proximity  to  international 
transportation  hubs  and 
access  to  world-class  educa- 
tional and  research  facilities," 
says  Robert  Hastings,  vice 
president. 

A  global  transportation  hub, 
Maryland  helps  companies 
stay  far  ahead  of  competitors 
in  less-accessible  areas.  Located 
halfway  between  Atlanta  and 
Boston,  Los  Angeles  and 
London,  Maryland  has  devel- 
oped an  efficient  intermodal 
transportation  infrastructure. 
Its  six  interstate  highways  link 
the  state  to  every  major  U.S. 
market  and  provide  overnight 
trucking  access  to  one-third  of 
the  U.S.  population. 

Maryland  is  served  by 
three  international  airports 
within  an  hour's  drive.  Balti- 
more/Washington International 
Thurgood  Marshall  Airport 
(BWI)  alone  handles  passenger  volumes  of  more  than  19  million  am 
550  million  pounds  of  cargo  annually.  Two  Class  1  railroads  and  fiv 
short  lines  operate  in  the  state,  with  Amtrak  service  throughout  th 
Northeast  Corridor,  including  New  York,  Boston  and  Philadelphia.  Th< 
deepwater  inland  Port  of  Baltimore  handles  more  than  40  million  tonj 
of  cargo  every  year. 

Canam  Steel  Corporation  uses  its  Maryland  location  to  strategic  advan 
tage.  The  company  has  its  U.S.  corporate  headquarters  and  one  of  its  fou 
U.S.  plants  in  Point  of  Rocks  in  the  Capital  Region.  Canam  Steel  is  thi 


NORTHROP  GRUMMAN 


We  encourage  cultiuation 
as  well  as  innouation. 


You'll  find  us  in  every  state  in  America,  and  in  more  than  25  other'  countries.  Our 
reputation  as  a  leader  in  defense  technology  is  unsurpassed.  But  it's  just  as  important 
for  Northrop  Grumman  to  take  part  in  the  communities  where  we  are  present.  That's 
why  we  maintain  a  strong  commitment  to  programs  that  improve  education,  human 
services,  culture  and  diversity.  We're  proud  of  our  reputation  as  a  premier  defense 
contractor.  Yet  we're  equally  committed  to  strengthening  the  fabric  of  our  communities. 

www.northropgrumman.com 
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nation's  third-largest  supplier  of 
steel  joist,  deck  and  other  con- 
struction components.  Interna- 
tional in  scope,  Canam  employs 
nearly  3,000  people  in  the  U.S., 
Canada,  Mexico,  Romania  and 
India.  "The  highway  system  that 
connects  us  to  suburban  Wash- 
ington, D.C.,  Baltimore  and 
Philadelphia  makes  it  quick  and 
easy  for  us  to  deliver  our  prod- 
uct to  job  sites  in  this  area, 
which  has  been  in  a  develop- 
ment boom  for  the  past 
decade,"  says  General  Manager  Robert 
Richard.  "That  keeps  the  entire  construe-  ft 
tion  industry  in  this  region  busy  when  the 
economy  is  good." 

Another  company  benefiting  from  stream- 
lined access  to  transportation,  government 
decision  makers  and  growth  markets  is 
Correct  Rx  Pharmacy  Services,  Inc.  The 
Linthicum-based  company  was  recently 
awarded  the  pharmaceutical  contract  for  the 
Maryland  Department  of  Public  Safety  and 
Corrections.  It  now  provides  comprehensive 
pharmaceutical  services  to  more  than  110 
correctional  and  juvenile  facilities  from  its 
central  pharmacy  located  next  to  BWI  Airport. 

"This  strategic  location  was  intentionally  selected 
to  facilitate  a  quick  response  time  for  all  new  and  refill 
orders,"  says  Dr.  Ellen  H.  Yankellow,  president  and 
chief  executive  officer.  "Our  proximity  to  the  airport 
gives  us  a  competitive  advantage  for  both  transmission 
and  delivery  of  orders  to  our  customers.  Maryland's 
network  of  highways  is  another  advantage,  as  it  allows 
us  to  offer  same-day  deliveries  to  clients  throughout 
the  state." 

EXPANDING  INTERNATIONAL 
COMMERCE 

The  international  aspect  of  Maryland's  economy  may 
surprise  those  who  haven't  seen  its  trade  numbers  lately. 
In  2005,  $7.1  billion  in  Maryland  goods  were  shipped 
around  the  world,  a  43%  increase  from  2001  and  well 
above  the  national  24%  growth  rate  over  the  same 
period.  Of  that  total,  $1.8  billion  was  to  Asian  countries, 
a  55%  increase  since  2001. 


The  impressive  expoij 
numbers  are  actually 
conservative  estimate,  a| 
trade  in  services  —  wheri 
Maryland  is  especial 
strong  compared  to  othej 
states  —  is  not  ful 
captured  by  U.S.  Depart) 
ment  of  Commerc 
figures.  The  tuition  d 
the  thousands  of  Asiaj 
students  in  Maryland 
universities  is  nq 
accounted  for,  nor  arj 
service  contracts  —  such  as  the  tens  of  millions  of  dot 
lars  Baltimore  design  firm  RTKL  has  won  in  China 
that  are  closely  tracked  on  a  national  level. 

Five  of  the  Maryland  Department  of  Business  and  Ecoj 
nomic  Development's  (DBED)  11  foreign  trade  promotioi 
and  investment  development  offices  are  in  Asia.  Th< 
department's  office  in  Shanghai,  the  Maryland  Cente 
China,  is  the  largest  and  oldest  representative  office  in  anj 
of  the  50  U.S.  states.  It  provides  extensive  China-rela'ceo 
business  development  services  to  many  of  Maryland'! 
largest  companies  —  Northrop  Grumman,  McCormid 
Spices,  Black  &  Decker  and  others  —  and  nearly  100  oi 
its  medium-  and  small-sized  firms.  A  DBED  office  wai 
established  in  Bangalore,  India,  earlier  this  year,  making 
Maryland  one  of  only  a  handful  of  U.S.  states  with  a  presi 
ence  in  the  rapidly  growing,  tech-savvy  country. 

As  recently  as  2003,  the  year  for  which  most  recent 
data  is  available,  foreign-owned  companies  employee, 
more  than  100,000  workers  in  Maryland.  This  figure  is 
likely  even  higher  today,  a  result,  in  large  part,  of  the 


i  Governor  Bob  Ehrlich.  Some  people  might  say  I'm  a  little  intense.  They're  right.  As  CEO  of 
5  State  of  Maryland,  I  never  stop  promoting  positive  changes  to  make  my  state  grow.  Maybe 
at's  why  Maryland  continues  to  outperform  most  other  states  in  job  growth.  And  Maryland's 
onomy  outpaces  the  national  economy  year  after  year.  We'll  work  just  as  hard  to  make  your 
siness  grow.  To  see  how,  call  our  Department  of  Business  and  Economic  Development  at 
388-CHOOSE-MD  or  visit  www.choosemaryland.org. 
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BALTIMORE/ 
WASHINGTON 
INTERNATIONAL 
THURGOOD  MARSHALL 
AIRPORT 


Maryland's  Baltimore/Washington 
International  Thurgood  Marshall 
Airport  (BWI)  serves  a  strong 
region  that  is  the  fourth-largest, 
the  third-fastest-growing  and  the 
second-wealthiest  market  in  the 
United  States.  BWI's  "easy  come, 
easy  go"  brand  signifies  that  travel- 
ers can  expect  their  trip  through 
BWI  to  be  travel  made  easy.  A 
major  travel  center  with  an  on- 
airport  rail  station,  BWI  is  just  min- 
utes from  both  the  Baltimore  and 
Washington  metropolitan  regions 
and  points  beyond. 

BWI  Airport  is  committed  to 
customer  service  and  passenger 
convenience.  The  single-terminal 
design  means  quick  connections 
and  airlines  that  are  easily  accessi- 
ble. As  North  America's  26th- 
largest  airport,  BWI  sees  more  than 
20  million  passengers  a  year 
boarding  flights  served  by  the  legacy 
carriers  as  well  as  Southwest, 
AirTran,  Frontier,  British  Airways, 
Icelandair  and  Mexicana.  With  over 
700  daily  flights,  BWI  Airport 
serves  70  cities,  including  major 
business  destinations,  with  fre- 
quency and  competitive  fares. 

www.bwiairport.com 


BALTIMORE/WASHINGTON 
INTERNATIONAL 

A    iyR  PORT 
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Ehrlich  Adminis- 
tration's focused 
efforts  on  raising 
Maryland's  profile 
internationally 
through  successful 
trade  missions  and 
a  renewed  com- 
mitment to  international  business. 

One  illustration  of  Maryland's  attractiveness  to  expanding  internation. 
firms  is  the  story  of  Taiwan-based  Transcend  Information.  The  compute 
memory  devices  firm,  with  annual  global  sales  exceeding  $300  millioi 
established  operations  in  Maryland  in  December  2005.  The  compan 
worked  closely  with  DBED  in  its  site-selection  decision  making.  The  firm 
executive  leadership  settled  on  Maryland  due  largely  to  the  state's  hig 
percentage  of  technicians  and  computer  engineers  in  the  workforce,  and  i 
proximity  to  the  federal  government  procurement  decision  makers  locate 
nearby  in  the  nation's  capital. 

Another  recent  success  that  points  to  Maryland's  heightened  interns 
tional  profile  is  the  substantial  investment  of  Shin  Nippon  Biomedic: 
Laboratories,  Japan's  largest  biomedical  and  pharmaceutical  contrao 
research  organization.  In  October  2005,  Shin  Nippon  invested  $20  millio 
and  established  a  clinical  trial  management  subsidiary,  SNBL  Clinics 
Pharmacology,  as  the  anchor  tenant  of  the  University  of  Maryland  £ 
Baltimore's  new  BioPark.  The  company's  decision  was  driven  by  th 
existence  of  long-standing  relationships  with  various  university  and  stal 
government  officials,  as  well  as  Baltimore's  proximity  to  both  the  U.! 
Food  and  Drug  Administration  in  Rockville,  Md.,  and  the  plethora  C 
pharmaceutical  giants  headquartered  in  nearby  Delaware,  Pennsylvanis 
New  Jersey  and  New  York. 

Maryland's  international  links  extend  to  educational  partnership 
as  well.  As  a  result  of  high-level  discussions  generated  during  a  200 
Maryland  trade  mission  to  China  led  by  Governor  Ehrlich,  the  highll 

regarded  Universit 
of  Maryland  Smit 
School  of  Busines 
established  an  execi 
tive  M.B.A.  prograr 
in  Beijing  in  200' 
A  second  prograr 
is  set  to  launch  i 
Shanghai  later  thi 
year.  To  date,  mor 
than  100  mid-  an 
high-level  Chines 
professionals  hav 
participated  in  th 
program. 


BALTIMORE/WASHINGTON 
INTERNATIONAL 

A    I    R    P    O    R  T 


www.bwiairport.com 


Baltimore/Washington  International  Thurgood  Marshall  Airport  is  located  in  Maryland 
at  the  crossroads  of  the  Mid-Atlantic  with  easy  access  to  all  regions  in  Maryland.  New 
Concourse  A/B  allows  a  comfortable  and  convenient  travel  experience  with  the  right 
combination  of  affordable  flights  to  key  cities  and  airport  amenities  that  travelers  enjoy. 
BWI's  international  concourse  offers  a  quick  and  easy  travel  experience  through 
customs  and  immigration. 

20  airlines,  70  cities,  700  daily  flights. 
For  business  or  pleasure,  Fly  BWI  and  Travel  Easy! 
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A  GLOBAL  LEADER 
IN  BIOSCIENCE 

According  to  the  latest  U.S.  Department  of  Commerce 
survey,  Maryland  ranks  third  in  the  U.S.  for  number  of 
biotechnology  firms  and  biotech-related  employment. 
The  mapping  of  the  human  genome  and  new  lifesaving 
medicines  are  among  the  developments  of  world  signifi- 
cance emerging  from  Maryland-based  laboratories. 

Maryland  has  more  than  350  diverse  life  sciences  compa- 
nies and  research  centers.  There  are  now  20  publicly  traded 
bioscience  firms  based  in  the  state,  along  with  more  than  20 
companies  conducting  clinical  trials  for  new  biotherapeutics. 

In  addition  to  hosting  a  growing  number  of  private  com- 
panies focused  on  vaccine  research  for  infectious  diseases 
and  biodefense,  the  state  is  also  home  to  the  University  of 
Maryland  at  Baltimore  Center  for  Vaccine  Development,  the 
only  university  vaccine  center  in  the  world  engaged  in  the 
full  range  of  vaccinology;  the  National  Institutes  of  Health 
Vaccine  Research  Center;  the  University  of  Maryland 
Biotechnology  Institute;  the  Johns  Hopkins  Institute 
for  Vaccine  Safety  and  the  U.S.  Army  laboratory  at  Fort 
Detrick,  a  leading  facility  for  biodefense  vaccine  research. 

One  strong  example  of  Maryland's  global  leadership 
in  life  sciences  and  vaccine  research  is  its  participation 
last  year  in  the  BioVision  and  Biosquare  forums  in  Lyon, 
France.  A  contingent  of  the  state's  bioscience  business 
executives  and  economic  development  officials  met  with 
top-level  decision  makers  and  scientists  from  the  world's 
largest  life  sciences  firms  to  discuss  foreign  investment 
projects  and  transatlantic  partnerships. 

"Maryland  has  one  of  the  most  supportive  environ- 
ments in  the  world  for  life  sciences,  biotechnology 
and  vaccine  research  firms,"  says  DBED  Secretary  Aris 
Melissaratos.  "We  have  the  nation's  highest  percentage 
of  professional  and  technical  workers  and  are  recognized 
as  a  leading  technology  research  state.  With  an  excep- 
tional confluence  of  federal  agencies,  facilities,  higher 
education  institutions  and  businesses,  Maryland  is  well 
equipped  to  provide  these  types  of  companies  with  the 
resources  and  workforce  they  need  to  succeed." 

C£  Maryland  has  one  of  the  most  sup- 
portive environments  in  the  world 
for  life  sciences,  biotechnology  and 
vaccine  research  firms. 5  5 

—  DBED  Secretary  Aris  Melissaratos 


Maryland  was  ranked  second  nationally  in  the  Milke 
Institute's  2004  State  Biopharmaceutical  Innovatio 
Pipeline  Index.  The  index  measures  research,  financial  an 
human  capital  infrastructure,  reflecting  a  state's  compel 
tive  advantage  and  ability  to  sustain  long-term  growth  i 
the  biopharmaceutical  industry.  Maryland  is  number  tw 
in  the  nation  in  R&D  contracts  for  the  National  Institute 
of  Health,  with  contracts  worth  $410  million  in  2004. 

Gaithersburg  firm  Medlmmune  is  now  working  wit 
the  National  Institute  of  Allergy  and  Infectious  Disease 
part  of  the  National  Institutes  of  Health,  to  develop  a 
avian  influenza  vaccine.  Medlmmune  recently  receive 
$169  million  from  the  federal  government  for  that  effor 
The  company  also  has  several  expansion  projects  in  tlj 
works.  "Medlmmune  is  committed  to  strengthening  ii 
presence  in  the  region's  biotechnology  corridor,  with  ongc 
ing  expansion  at  our  corporate  headquarters  in  Gaither: 
burg  and  a  new  biologies  facility  to  be  built  adjacent  t 
our  current  manufacturing  site  in  Frederick,"  says  Lota  ! 
Zoth,  chief  financial  officer.  "As  we  increase  our  manufa< 
turing  capabilities  to  develop  new  medicines  that  may  on 
day  improve  and  protect  human  lives,  the  supportive  bus 
ness  environment  cultivated  by  local  and  state  governmer 
is  a  key  factor  in  our  continued  expansion  in  this  regionj 


Invest  with  Confidence® 

Right  here  in  Maryland 


Founded  and  headquartered  in  Maryland,  T.  Rowe  Price  has  been  helping  investors  achieve  their  financial  goals 
with  a  disciplined  investment  approach  since  1 937.  We  believe  our  enduring  commitment  to  investment  man- 
agement excellence  and  world-class  service  offers  investors  a  critical  advantage  —  the  advantage  of  confidence. 

Our  location  in  Maryland  has  helped  us  attract  and  retain  dedicated,  talented  associates  focused  on  managing 
$292.9  billion*  in  assets  for  institutional  and  individual  investors  worldwide.  We  invite  you  to  learn  more  about 
T.  Rowe  Price  and  our  investment  products  and  services. 


troweprice.com  1.866.691.2243 

INVEST  WITH  CONFIDENCE 


T.RoweRrice 


Mutual  Funds  Institutional  Investment  Management  Retirement  Plan  Services 

•As  of  March  31,  2006 

T.  Rowe  Price  Investment  Services,  Inc.  GENMD073964 
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"Medlmmune's  expansion  is  another  example  that  our 
statewide  biotech  strategy  to  invest  in  and  promote  our 
biotechnology  industry  is  working,"  says  Governor 
Ehrlich.  "The  expansion  is  targeted  to  bring  more  than 
800  highly  skilled  jobs  to  Frederick  and  Montgomery 
counties,  and  it  is  a  testament  to  the  depth  of  our  tech- 
nical and  professional  workforce,  supportive  business 
environment  and  world-class  public  and  private  sector 
research  centers." 

ACTIVE  R&D  FUNDING 

Maryland  has  a  history  and  tradition  of  research 
prominence,  beginning  with  the  1876  founding 
of  the  Johns  Hopkins  University  in  Baltimore  as 
the  nation's  first  research  university.  Johns  Hopkins 
ranks  first  among  U.S.  colleges  and  universities  for 
its  total  National  Institutes  of  Health  awards, 
which  include  grants  and  contracts  for  research,  devel- 
opment, training  and  fellowships.  The  university  also 
ranks  first  among  academic  institutions  for  its 
research  and  development  spending,  which  totaled 
$1.24  billion  in  2003. 

In  January,  Governor  Ehrlich  proposed  historic  new 
funding  for  medical  research  in  Maryland,  along  with 
an  additional  $13  million  to  launch  a  new  Center  for 
Regenerative  Research  at  the  University  of  Maryland, 
Baltimore.  "The  Center  for  Regenerative  Research  will 
capitalize  on  research  advances  in  tissue  engineering, 
including  the  use  of  stem  cells,  and  house  some  of 
Maryland's  most  promising  research  companies," 
the  governor  notes.  "It  strengthens  our  science  and  tech- 
nology capacity  across  Maryland." 

Innovative  programs  in  the  state  are  creating  a  strong 
entrepreneurial  culture,  as  well  as  the  environment  and 
infrastructure  to  support  technology  and  business 
growth.  The  two  most  prominent  investment  programs 
are  the  Maryland  Venture  Fund  and  the  Maryland 
Technology  Development  Corporation  (TEDCO). 

Life  sciences  and  technology  companies  are  the  focus 
of  the  Maryland  Venture  Fund.  Financed  and  operated 
by  DBED,  the  fund  makes  direct  investments  in 
technology  and  life  science  companies  and  indirect 
investments  in  venture  capital  funds.  Software, 
communications  and  IT  security  firms  account  for  60% 
of  the  fund's  investments,  while  40%  of  the  fund  is 
invested  in  areas  such  as  therapeutics,  medical  devices 
and  diagnostics.  Since  1994,  the  fund  has  returned  an 
excess  of  $55  million  to  the  state,  and  companies  in 


the  portfolio  have  attracted  more  than  $1  billion  i 
private  equity. 

TEDCO  administers  several  assistance  programj 
which  support  the  transfer  and  commercialization  C\ 
technology  developed  in  university  and  federal  labs.  I 
2005,  for  the  second  consecutive  year,  TEDCO  was  re<j 
ognized  as  the  most  active  early-  and  seed-stage  investc 
in  the  nation  by  Entrepreneur.  Its  Maryland  Technolog 
Transfer  Fund  (MTTF)  has  been  especially  activ« 
funding  ten  Maryland  companies  since  late  200? 
As  of  April  2006,  the  49  MTTF  funding  recipients  thz 
completed  their  MTTF  projects  had  leveraged  mot 
than  $100  million  in  downstream  funding  froi 
federal  agencies,  venture  capitalists,  angel  investoi 
and  other  sources. 
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&G.A  DAY  OFF  FROM  WORK  JO  00 

5J°RE  work  is  just  plain  wrong^ 
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j  DESTINATION  MARYLAND 

tad 

To  make  the  most  of  your  precious  vacation  time,  visit  Maryland.  We  have  lots  of 
fun  things  to  see  and  do.  For  a  free  Maryland  travel  guide,  call  1-877-890-0170. 
Or  go  to  www.VisitMaiyland.org/mag. 


Seize  the  day  o 


MARYLAND 
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JOHN  P.  MCDANIEL 

CEO 
MedStar  Health 


Accessible  and  comprehensive 
high-quality  healthcare  services  are 
a  major  contributor  to  regional 
excellence.  At  MedStar  Health,  our 
seven  hospitals  and  other  services 
located  throughout  the  Baltimore- 
Washington  region  provide  a  full 
continuum  of  care  to  the  half- 
million  patients  who  choose  our 
physicians  and  hospitals  each  year. 

As  a  $2.7  billion  nonprofit 
healthcare  provider,  we  also  excel 
in  clinical  research  to  find  new 
treatments  and  cures  for  illnesses, 
and  in  training  tomorrow's 
physicians  through  our  medical 
education  and  residency  programs. 
MedStar  Health  is  also  recognized 
as  one  of  the  "Best  Places  to 
Work"  in  the  region.  We  are 
23,000  employees  and  4,600 
physicians  strong. 

MedStar  Health  —  the  trusted 
leader  in  caring  for  people  and 
advancing  health. 

Visit  us  at 
www.  medstarhealth.  org. 


MedStar  Health 


BUSINESS  INFRASTRUCTURE 
SUPPORTS  EXPANSION 

Maryland  is  also  home  to  more  than  a  dozen  business  incubators,  incluc 
ing  the  Chesapeake  Innovation  Center,  the  nation's  first  incubator  to  focus  a 
homeland  security  solutions. 

Maryland's  competitive  advantages  attract  established  leaders  an 
entrepreneurs  to  a  region  that  already  boasts  some  13,900  financial  firm 
Companies  with  corporate  headquarters,  investor  centers,  and  data  and  ope 
ations  centers  all  benefit  from  a  stable  and  secure  business  infrastructun 
With  a  separate  power  grid  from  New  York,  Maryland  is  an  ideal  spot  fc 
secure  back-office  facilities.  Businesses  enjoy  abundant  accredited  SCI 
(Sensitive  Compartmented  Information  Facility)  real  estate  and  redundani 
fiber-rich  communications  networks  designed  to  protect  sensitive  communi 
cation.  And  the  ability  to  network  with  government  decision  makers,  indu: 
try  leaders  and  innovators  in  the  region  fits  into  any  corporate  strategy. 

Companies  with  corporate  headquarters,  investor 
centers,  and  data  and  operations  centers  in  Maryland  a 
benefit  from  a  stable  and  secure  business  infrastructure, 

Two  years  ago,  investment  management  firm  T.  Rowe  Price  chose  to  kee 
the  company's  global  headquarters  in  downtown  Baltimore.  The  decision  t 
remain  was  based  on  several  key  factors,  including  the  ability  of  the  existifl 
facility  to  meet  the  firm's  expected  personnel,  technology  and  infrastructui 
needs;  the  firm's  preference  to  remain  a  leading  corporate  citizen  in  Bait 
more;  availability  of  parking  and  access  to  public  transportation;  and  th 
proximity  to  downtown  amenities  for  the  firm's  associates  and  clients.  "Bai 
timore  is  a  dynamic  city,  and  we're  pleased  to  be  able  to  continue  our  pre: 
ence  here  for  years  to  come,"  says  George  Roche,  chairman  and  president. 

Among  the  other  financial  services  firms  that  call  Maryland  home  ai 
Deutsche  Bank  Alex.  Brown,  Bank  of  America,  Chevy  Chase  Bank,  JPMorga 
Chase,  Legg  Mason,  Mercantile  Bankshares,  Morgan  Stanley,  Nationwid 
Mortgage,  NCO  Group,  Provident  Bankshares,  Toyota  Financial  Services  an 
Wachovia  Bank.  Insurance  industry  leaders  Allstate,  Baltimore  Life,  CareFirsi 
Coventry,  GEICO  and  Magellan  Behavioral  Health  are  among  those  who  hav 
found  a  winning  business  climate  in  the  state. 
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'ORKFORCE: 

?AINY  AND  HIGHLY  REGARDED 

Maryland's  workforce  has  brainpower  and  the  advanced  degrees  to  prove 
24%  of  its  workforce  is  made  up  of  professional  and  technical  workers, 
:  highest  percentage  in  the  nation.  Second  in  the  nation  for  its  concentra- 
n  of  doctoral  scientists  and  engineers,  Maryland  also  ranks  second  among 
>.  states  in  the  percentage  of  its  population  over  the  age  of  25  with  a  grad- 
it  or  professional  degree. 

"Maryland's  well-educated,  well-trained  workforce  gives  companies  the 
ifidence  that  they'll  be  able  to  hire  quality  employees  who  will  help  their 
sinesses  grow,"  says  Governor  Ehrlich. 

The  University  System  of  Maryland  (USM),  a  public  corporation  and  a 
irter  system,  is  one  of  the  state's  most  valuable  assets  and  adds  immeasur- 
[y  to  the  quality  of  life  in  Maryland.  The  nation's  12th-largest  university 
tern,  the  USM  network  of  13  institutions  enrolls  nearly  130,000  students 
irldwide  in  600  degree  programs  delivered  in  classrooms,  laboratories, 
acation  centers  and  online.  USM  offers  nationally  ranked  programs, 
ding-edge  research  collaborations  and  innovative  business  partnerships 
it  benefit  students  and  the  companies  who  employ  them. 
In  April,  the  University  of  Maryland  at  College  Park  was  awarded 
$660,000  research  grant  from  NASA's  Science  Mission  Directorate,  Wash- 
;ton.  The  grant  will  be  used  to  support  the  Ice,  Cloud  and  Land  Elevation 
:ellite  program  and  Vision  for  Space  Exploration,  NASA's  long-term  plan  to 
urn  astronauts  to  the  moon  and  extend  exploration  to  Mars  and  beyond. 
The  Wall  Street  Journal/Harris  Interactive  Business  School  Survey  rated  the 
bert  H.  Smith  School  of  Business  at  the  University  of  Maryland  15th  among 
)  regional  business  schools.  The  University  of  Maryland  at  Baltimore  ranks 
long  the  top  five  U.S.  law  schools  in  health  care  law,  environmental  law  and 

clinical  training,  according  to  U.S. 
News  and  World  Report  ("America's 
Best  Colleges  and  Best  Graduate 
Schools,"  2006  and  2007  editions). 

The  University  of  Maryland 
School  of  Pharmacy  is  ranked  as  one 
of  the  top  ten  pharmacy  programs  in 
the  nation  and  is  the  only  school  of 
pharmacy  in  Maryland.  "Our  com- 
pany's close  relationship  with  the 
University  of  Maryland  School  of 
Pharmacy  enhances  our  ability  to 
recruit  and  retain  exceptional  talent 
for  our  clinical  initiatives,"  says  Cor- 
rect Rx's  Yankellow,  who  serves  on 
the  School  of  Pharmacy's  Board  of 
Visitors.  The  company's  partnership 
with  the  university  also  includes 
serving  as  an  approved  practice  site 
for  its  pharmacy  students. 


ELLEN  H.  YANKELLOW, 
PHARM.D. 

President  and  CEO 
Correct  Rx  Pharmacy 
Services,  Inc. 

On  April  1,  2003,  Ellen  Yankellow 
decided  to  start  an  institutional 
pharmacy,  Correct  Rx  Pharmacy 
Services,  Inc.,  next  to  the  Baltimore/ 
Washington  Airport.  This  strategic 
location  was  intentionally  selected  to 
facilitate  a  quick  response  time  for 
all  orders.  She  put  together  an 
experienced  ownership  team  and  set 
to  work.  By  May  27,  they  had  set 
up  three  computer  systems,  hired 
employees,  written  their  opening 
order,  obtained  permits  in  22  states, 
including  Maryland,  and  began  serv- 
ing over  30,000  customers. 

Because  of  Ellen's  reputation 
and  unbelievable  drive,  Correct  Rx 
is  recognized  today  as  a  leading 
institutional  pharmacy  in  the  coun- 
try. It  now  provides  employment  to 
over  75  individuals,  and  many  of 
her  staff  includes  associates  who 
have  worked  with  Ellen  for  over  ten 
years.  She  has  contributed  signifi- 
cantly to  the  Maryland  economy. 

Ellen  has  been  an  outstanding 
leader  in  pharmacy  and  the  commu- 
nity since  her  initial  graduation  from 
the  University  of  Maryland  -  School  of 
Pharmacy,  and  her  list  of  professional 
and  personal  accomplishments  is 
staggering.  She  truly  has  been  a  role 
model  for  many  pharmacy  students 
during  her  20-plus  years  of  preceptor- 
ship  and  an  inspiration  for  other 
women  entrepreneurs. 

www.  correctrxpharmacy.  com 


Correct 

*  L 


Pharmacy 

Services 


Executive  Chairman 
Medifast,  Inc. 

Medifast,  the  leading  clini- 
cally proven  meal  replacement 
program  for  weight  loss,  was 
founded  in  Maryland  in  1980. 
Since  that  time,  Medifast  has  been 
proven  in  multiple  clinical  studies 
and  has  been  recommended 
by  over  15,000  physicians. 
Today,  Medifast  is  available  direct 
to  consumers. 

Medifast  has  experienced 
positive  growth  in  the  last  25 
quarters.  2005  revenues  grew 
47%  and  the  Medifast  story  has 
earned  Mr.  MacDonald  the  honor 
of  being  named  an  Ernst  and 
Young  Entrepreneur  of  the  Year 
2006  Award  Finalist  in  Maryland. 

Medifast's  vision  in  1 980  was  to 
help  people  combat  obesity  and 
become  healthier  through  sound 
nutritional  intervention.  Today, 
more  than  ever,  our  original  vision 
remains  vibrant  and  strong. 


..^-fr---  easy, fast.. 

fMedi/ast 

www.medifastdiet.com 
1  800-223-1809 
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LEISURE-TIME  ASSETS  GOOD 
FOR  BUSINESS 

Natural  beauty  com- 
bines with  economic 
opportunity  throughout 
Maryland.  All  work  and 
no  play  is  just  not  possible 
in  Maryland,  and  the 
theme  of  the  state's  "Seize 
the  Day  Off"  tourism 
campaign  resonates  with 
anyone  who  has  ever  spent 
time  in  the  state. 

As  a  living  playground 
for  nature-lovers,  restau- 
rant-goers, history  buffs 
and  sports  enthusiasts, 
Maryland  has  an  extra 
appeal  for  business  decision 
makers  who  find  those 
assets  make  it  easier  to 
recruit  and  keep  good 
employees.  "We've  found 
that  Maryland  provides  all 
the  ingredients  for  a  great 
quality  of  life  for  our 
employees,"  says  BAE  Systems'  Hastings. 

Maryland  welcomes  more  than  21 
million  visitors  a  year,  and  tourism 
generates  more  than  $10  billion  annu- 
ally. The  state's  compact  size  —  9,844 
square  miles  of  land  and  nearly  4,000 
miles  of  coastline  —  makes  it  ideal  for 
day  trips  and  leisurely  vacationing. 

With  its  central  location  in  the 
middle  of  the  Mid-Atlantic  Corridor, 
the  state  has  bustling  cities,  cultural 
activities,  college  and  professional 
sports,  and  beaches  and  mountains 
within  easy  reach.  Last  year,  Baltimore 
was  selected  as  one  of  the  "Top  10 
Up-and-Coming  Travel  Destinations"  in  the  world  by  travel  guide  publish 
Frommer's.  Popular  day  trips  around  the  state  include  a  visit  to  the  Nation 
Aquarium  in  Baltimore,  a  drive  along  the  network  of  Maryland  Civil  W 
Trails,  a  stop  at  the  U.S.  Naval  Academy  in  Annapolis,  a  day  of  sailing  c 
the  Chesapeake  Bay  or  canoeing  on  Deep  Creek  Lake.  A  favored  traditic 
of  tourists  and  business  gatherings  alike  is  a  steamed  crab  feast  at  one  of  tl 
state's  many  well-known  restaurants. 


'4 
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EGIONAL  STRENGTHS, 
■LOBAL  ADVANTAGES 

In  each  of  the  state's  five  distinct  regions,  companies  are  finding  an  array  of 
ets  for  gaining  a  competitive  edge.  With  a  combined  total  of  29  enterprise  zones 
i  three  foreign  trade  zones,  Maryland's  regions  help  companies  reach  new  mar- 
s  and  the  heart  of  Maryland's  bioscience  industry.  Tax  credits,  training  grants, 
ns  for  capital  investment  and  other  incentives  are  available  on  regional  and 
tewide  levels  for  qualified  businesses. 

Maryland's  Capital  Region,  located  in  the  Washington-Baltimore- 
irthern  Virginia  Combined  Statistical  Area  (CSA),  is  the  nation's  fourth- 
gest  retail  market.  The  Capital  Region  offers  easy  and  strategic  market 
:ess  to  other  major  metropolitan  areas  such  as  Boston,  Chicago,  New  York, 
iladelphia  and  Richmond.  The  region  offers  a  dynamic  inventory  of 
lustrial  and  business  park  properties,  easy  access  to  national  and  world 
:ision  makers  and  an  unparalleled  quality  of  life. 

The  Port  of  Baltimore  and  the  BWI  Airport  are  both  located  in  Central 
iryland.  Along  with  the  state's  extensive  interstate  highway  system,  these 
nsportation  assets  provide  Maryland  businesses  with  ready  access  to 
>.  and  international  markets.  Like  the  Capital  Region,  Central  Maryland  is 
:t  of  the  Washington-Baltimore-Northern  Virginia  CSA.  A  long-established 
ancial  hub  —  and  emerging  high-tech  center  —  the  region  develops 
sllectual  capital  through  world-class  educational  institutions  such  as  Johns 
ipkins  University,  Morgan  State  University,  the  University  of  Maryland, 
timore,  and  the  University  of  Maryland,  Baltimore  County. 
Maryland's  Eastern  Shore  is  comprised  of  nine  counties  on  the  Delmarva 
linsula,  located  between  the  Chesapeake  Bay  and  the  Atlantic  Ocean, 
own  for  its  natural  beauty  and  recreational  activities,  the  region  is  also 
me  to  a  growing  number  of  local  and  national  businesses.  Total  popula- 
n  within  a  150-mile  radius  of  the  Eastern  Shore  exceeds  22  million.  Com- 
itive  labor  costs,  reasonably  priced  electricity,  affordable  real  estate,  an 
;er  labor  force  and  a  relaxed  business  environment  are  among  the  region's 
ongest  competitive  advantages. 


Why  Does  So 
Much  Cargo 
Come  Through 
Maryland's  Port 
of  Baltimore? 
Because  We're 
Good  At  What 
We  Do. 


Maryland 

1 706-2006 


Governor  Robert  L.  Ehrlich,  Jr. 
tit;  Governor  Michael  S.  Steele 
MOOT  Secretary  Robert  Flanagan 
MPA  Executive  Director  Brooks  Royster 


Central 
aryland 


MarylanC 
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HMSHOST 

HMSHost,  a  Bethesda,  Md., 
company,  operates  in  many  of  the 
world's  largest  airports  and  busiest 
motorways,  creating  innovative 
dining  and  shopping  experiences 
for  travelers.  Our  dynamic  restau- 
rants and  shops  blend  local  flavors 
with  proven  international  brands  to 
create  environments  that  refresh, 
invigorate  and  inspire. 

Whether  you're  going  across  town 
or  across  the  ocean,  HMSHost 
makes  travel  more  comfortable  and 
more  pleasant.  Every  year,  more 
than  1  billion  travelers  encounter 
our  shops  or  restaurants. 

www.  hmshost.  com 
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Southern 
Maryland 


Southern  Maryland, 
also  known  as  Mary- 
land's Western  Shore, 
is  a  peninsula  bounded  on 
the  west  and  south  by  the  Potomac 
River  (with  Virginia  across  the  river  to  the 
south),  and  on  the  east  by  the  Chesapeake  Bay. 
Increasingly  known  for  its  concentration  of  military  facilities,  the  region 
now  home  to  200  technology  and  defense  contractors  clustered  arourj 
installations  such  as  the  U.S.  Naval  Air  Systems  Command  on  the  Patuxei 
River.  Proximity  to  the  metropolitan  Washington  market,  reliable  and  rei 
sonably  priced  electricity,  attractive  commercial  and  industrial  real  estate  an 
a  relaxed  yet  dynamic  technology  environment  make  Southern  Maryland 
ideal  place  to  locate  a  business. 

Western  Maryland  comprises  the  three  westernmost  counties  in  the  stat 
As  an  early  gateway  to  the  nation's  heartland  and  the  West,  the  region  flouj 
ished  as  a  transportation  and  commerce  hub.  Today,  the  area  continues  I 
provide  access  to  major  metropolitan  areas  such  as  Pittsburgh,  Richmond 
Baltimore  and  Washington,  D.C.  With  scenic  rolling  hills,  Civil  War  battl! 
fields,  freshwater  lakes  and  mountains,  the  region  has  a  strong  travel  arj 
tourism  industry.  Competitive  labor  costs,  a  strong  work  ethic  and  a  moi 
relaxed  business  environment  make  Western  Maryland  an  outstanding  sii 
for  growing  firms. 

Earlier  this  year,  the  DBED  announced  that  Maryland's  business  climate  ratii 
reached  an  all-time  high,  based  on  results  of  a  University  of  Baltimore  busine 
climate  survey.  "Our  administration  has  worked  hard  to  create  an  environmei 
where  businesses  have  opportunities  to  grow  and  thrive,"  Governor  Ehrlich  say 
"This  survey  confirms  that  we  are  delivering  on  that  promise.  We  will  contini 
to  work  with  our  business  community,  as  well  as  our  legislators,  to  ensure  tht 
Maryland  remains  one  of  the  best  places  to  do  business  in  the  world. 
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Top  Glove 


.im  Wee  Chai  stretches  himself 
md  his  rubber  glove  business  to 
he  limit.  So  far  he  has  been  able 
o  make  it  all  fit  |  By  Luisa  Kroll 


LIKE  MOST  ENTREPRENEURS,  TOP 
Glove's  Lim  Wee  Chai  readily  hands 
out  his  business  cards  to  customers, 
jppliers  and  investors.  More  unusual  is 
rhat's  on  the  flip  side:  not  a  translation  but 
obs  of  tiny  details  about  the  Malaysian 
libber  glove  maker's  factories,  their 
>cations,  production  lines  and  capacity,  as 
rell  as  number  of  employees,  export  mar- 
ets  and  range  of  products. 

His  card  may  soon  run  out  of  room, 
hat's  because  Top  Glove,  which  he 
mnded  in  1991,  is  expanding  at  break- 
eck  speed.  Since  it  went  public  five  years 
go,  the  now  $180  million  (sales)  company 
as  added  6,000  employees  and  boosted 
s  production  capacity  from  3.2  billion 
loves  a  year  to  a  recent  20.7  billion.  (We're 
ot  talking  about  pairs;  in  latex  dispos- 
bles  there's  no  difference  between  left  and 
ight.)  In  terms  of  capacity,  it  appears  to 
ave  bragging  rights  as  the  world's  biggest 
laker  of  rubber  gloves. 

Part  of  the  growth  has  been  driven  by 


demand  caused  by 
everything  from  anthrax 
to  bird  flu  to  SARS.  But 
much  of  it  has  come 
from  48-year-old  Lim's 
gutsy  push  to  ramp  up 
quickly  in  a  low-tech 
commodity  business  to 
gain  an  edge  over  his 
dozens  of  rivals.  "We 
move  so  fast  that  it 
makes  it  difficult  for  our 
competitors  to  catch  up," 
says  Lim.  Meanwhile, 
some  of  the  market's 
global  leaders,  such  as 
Kimberly-Clark,  have 
slowed  or  stopped 
expanding,  not  expect- 
ing demand  to  grow 
that  fast. 

Lim's  strategy  has 
paid  off.  For  the  past 
nine  years  the  com- 
pany's revenues  and 
profits  have  risen  a  com- 
pounded average  of  44% 
and  40%,  respectively. 
The  company's  stock, 
too,  has  risen  from  20 
cents  at  the  time  of  its 
March  2001  listing  to  a  recent  $2.60.  Lim's 
personal  stake  is  worth  $210  million.  He 
predicts  that  in  little  more  than  a  year  Top 
Glove  will  be  producing  at  an  annual  rate 
of  30  billion  gloves;  that  would  amount  to 
25%  of  worldwide  demand  (based  on  data 
from  the  Malaysian  Rubber  Glove  Manu- 
facturers' Association). 

There  is  some  risk,  though,  that  Top 
Glove  is  overestimating  what  the  market 
needs.  And  there  are  questions  about  whether 
the  gloves  are  being  turned  out  too  hastily 
in  the  ramp-up.  One  U.S.  distributor  says  it 
has  cut  back  its  Top  Glove  orders  in  recent 
years  because  of  quality  concerns.  Lim's  re- 
sponse: "We're  acceptable  and  offer  a  good 
price,  and  that's  what  customers  want." 

It's  a  gamble.  "He  has  a  lot  of  courage.  He 
has  to  feel  really  excited  about  his  business' 
future  to  not  be  afraid  of  any  slowdown. 
Otherwise  Top  Glove  could  be  stuck  with 
huge  assets,"  says  Fiona  Leong,  deputy  head 
of  Am  Research,  the  research  arm  of  invest- 
ment banking  group  Amlnvestment  Group 


in  Kuala  Lumpur. 

Lim  has  lived  through  boom  and  bust  be- 
fore. His  family  has  been  in  the  rubber- 
plantation  and  trading  business  for  almost  a 
century.  Lim  grew  up  in  a  small  village  in 
Malaysia  and  worked  on  the  family  planta- 
tion during  school  breaks.  But  he  decided  not 
to  stay  in  that  business,  instead  getting  a  de- 
gree in  science  in  Malaysia  and  then  an 
M.B.A.  in  the  U.S.,  eventually  working  as  a 
sales  marketing  manager  for  air-condition- 
ing company  OYL  Industries. 

In  the  late  1980s  the  rubber  glove  indus- 
try was  booming.  Demand  rose  with  fears 
of  AIDS.  Producers  couldn't  keep  up;  prices 
jumped.  Lim  was  intrigued,  figuring  the  in- 
dustry and  he  were  a  perfect  fit. 

So  Lim  and  his  wife,  Tong  Siew  Bee,  who 
now  heads  the  company's  IT  and  human 
resources  departments,  spent  $180,000  in 
savings  in  1991  to  start  a  business  trading 
rubber  gloves.  Within  a  year  they  moved 
into  manufacturing.  An  investor  gave  them 
$60,000  in  exchange  for  a  stake.  A  bank  lent 
the  business  another  $180,000. 

The  early  days  were  tough.  Competition 
was  fierce  as  approximately  200  manufactur- 
ers fought  for  business.  The  market  was  also 
hurt  by  growing  concerns  over  medical  pro- 
fessionals' and  patients1  allergic  reaction  to 
latex.  Lim  never  wavered.  As  others  closed 
factories,  he  jumped  at  the  chance  to  buy  their 
equipment  Top  Glove  survived,  listing  on  the 
Kuala  Lumpur  Exchange  in  2001,  around  the 
time  the  glove  market  was  picking  up. 

Lim  casts  a  wide  net  for  customers.  He 
has  signed  up  700  customers,  almost  all  dis- 
tributing their  own  brands,  in  170  markets. 
The  reason  most  buy  Top  Glove  is  its  low 
price,  but  he's  had  to  raise  those  prices  four 
times  in  18  months  because  of  dramatically 
rising  latex  prices. 

A  bigger  problem  may  be  that  latex  is 
starting  to  lose  ground  to  synthetic  mate- 
rials that  are  less  allergenic  or  cheaper. 
Top  Glove,  which  gets  80%  of  its  sales 
from  latex  gloves,  has  diversified  into 
nitrile  rubber  and  vinyl.  But  in  those 
businesses  Top  Glove  doesn't  have  the 
same  edge,  namely,  proximity  to  rubber 
plantations. 

Lim  is  unfazed  as  Top  Glove  steams 
ahead,  adding  new  lines  just  about  every 
week  Says  he:  "We  think  waiting  is  a  losing 
game.  We  have  to  move  forward."  F 
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Suzion  Energ; 


Wind 


Tulsi  Tanti  anticipated  India's  enormous  yen 
for  renewable  energy  and  became  a  billionaire 

in  the  process  By  Naazneen  Karmali 


CONFRONTED  IN  1994  WITH 
escalating  power  costs,  Tulsi 
Tanti's  young  textile  business 
was  in  dire  straits.  With  sur- 
vival at  stake,  Tanti  chanced 
upon  a  solution  that  was  literally  blowing 
in  the  wind.  Commissioning  two  wind- 
mills to  supply  electricity  for  the  family's 
factory  in  Gujarat,  on  India's  west  coast,  he 
realized  that  he  had  stumbled  onto  a 
promising  business  opportunity.  In  a 


power-starved  nation,  renewable  energy' 
has  a  favored  future. 

Indias  power  is  woefully  inadequate  dur- 
ing summer  months  when  temperatures 
soar  to  1 15  degrees  Fahrenheit  and  demand 
peaks.  In  Delhi,  the  national  capital,  a  re- 
cent heat  wave  compelled  the  government 
to  mandate  early  shuttering  of  stores  and  a 
ban  on  home  air-conditioner  use  until  after 
9  p.m.  "Our  country  needs  power  for  its  eco- 
nomic growth,  and  clean,  green  power  is  the 


best  option,"  says  Tanti,  48.  Acting  on  tha 
belief,  he  radically  shifted  his  enterprise  into 
what  is  now  Suzion  Energy,  which  just  re 
ported  fiscal  2006  revenue  of  $868  million 
That  was  nearly  double  the  figure  for  the  pre 
vious  year. 

Since  changing  course  in  1994,  Tant 
has.become  Asia's  foremost  wind  man  anc 
one  among  India's  growing  crop  of  nev 
billionaires.  Suzion  Energy  makes  th« 
machinery  that  turns  wind  into  electricity 
The  70%  stake  that  Tanti  and  his  thre« 
brothers  own  in  their  Bombay  Stod 
Exchange-listed  company  is  wort! 
$4.3  billion. 

Now  situated  in  Pune,  a  city  known  foi 
its  engineering  skills,  Suzion  is  a  prim* 
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example  of  India's  emerging  story  in  man- 
jfacturing,  less  told  than  the  technology- 
services  tale.  A  fellow  Pune  billionaire, 
Baba  Kalyani,  has  built  Bharat  Forge, 
ivhich  makes  auto  chassis,  into  a  world 
jeater.  Tanti  wants  a  similar  status  for 
Suzlon. 

The  company  already  ranks  as  the 
world's  eighth-largest  producer  (in  terms  of 
nstalled  capacity)  of  wind  turbine  generators, 
lanti  is  aiming  high  and  wants  to  close  the 
;ap  with  Suzlohs  biggest  European  competi- 
ors,  Denmark's  Vestas  Wind  Systems,  Ger- 
nany's  Enercon  and  Spain's  Gamesa  Suzlon's 
;urging  revenues  are  only  one-fifth  those  of 
/estas,  but  the  Indian  outfit  has  been  con- 
istently  profitable  for  six  years.  Vestas  lost 
noney  in  each  of  the  last  two  years. 

At  home,  where  it  still  makes  90%  of  its 
ales,  Suzlon  has  35%  of  the  market.  It  has 
he  wind  at  its  back  in  the  form  of  public  pol- 
cy.  Businesses  that  buy  wind  turbogenerators 
;et  a  tax  break  by  way  of  accelerated  depre- 
cation. Also,  with  its  mission  to  provide 
power  for  all  by  2012,"  India's  federal  gov- 
ernment has  introduced  legislation  making 
t  compulsory  for  electricity  distributors  to 
;et  a  specified  quantum  from  renewable  en- 
ergy sources.  There  is  a  separate  ministry  for 
lonconventional  energy,  which  has  estimated 
he  country's  capacity  to  generate  wind 
>ower  at  45  gigawatts  (peak),  ten  times  cur- 
ent  installed  capacity.  If  the  blades  spin  fast 
nough  to  deliver  on  average  40%  of  their 
>eak  power,  that  45  gigawatts  would  be  the 
equivalent  of  18  gigawatts  of  steady  power, 
n  the  U.S.  a  gigawatt  is  enough  to  supply  a 
lopulation  of 300,000;  in  less  developed  India 
t  would  go  a  lot  further. 

Windmills  have  their  drawbacks:  They 
nake  a  fierce  racket  and  are  eyesores.  Ob- 
?ctions  from  neighbors  are  enough  to  kill 
iff  some  wind  farms  (the  probable  outcome 
or  a  project  that  would  clutter  the  view  out- 
ide  Hyannisport,  Mass.,  for  instance).  Isn't 
his  a  big  problem  in  densely  populated  India? 
>Jot  as  much  as  you  would  expect.  India  has, 
n  fact,  large  tracts  of  open  land  in  rural  areas. 
rou  need  15  to  20  acres  of  space  for  each 
negawatt  of  peak  capacity.  Suzlon  has  built 
Vsia's  largest  wind  farm,  at  500  megawatts, 
lear  Kanyakumari,  on  India's  southernmost 
ip.  The  blades  feed  off  a  1 5mph  trade  wind. 

India  itself  could  easily  keep  Suzlon  busy 
n  the  years  to  come.  But  Tanti  is  keen  to  ex- 


pand abroad.  "This  is  a  global  business,  and 
we  want  to  also  grow  in  the  global  market," 
he  insists.  Worldwide,  the  wind  energy  in- 
dustry is  worth  $1 1  billion  in  annual  equip- 
ment, growing  27%  a  year  for  the  past  five 
years.  BTM  Consult  ApS,  a  renewable-energy 
consultancy  in  Denmark,  predicts  that  global 
installed  capacity  for  wind  power  will  more 
than  double  to  124  gigawatts  by  2009.  Tanti 
is  positioning  Suzlon  to  get  a  fair  chunk  of 
that  growth  by  being  a  low-cost  producer  and 
is  collecting  engineering  talent  so  Suzlon  can 
continually  improve  technology. 

"Tulsi  is  a  tiger  with  a 
burning  desire  to  play  on  the 
global  stage.  He  wants  Suzlon 
to  be  among  the  top  three 
wind  energy  companies  in 
the  world,"  says  Ashish 
Dhawan,  senior  managing 
director,  ChrysCapital,  a  pri- 
vate equity  firm  in  Mumbai 
that  made  a  timely  $11  mil- 
lion investment  in  Suzlon  in 
2004.  (ChrysCapital  bought 
shares  at  27  rupees;  the  ones 
it  has  hung  on  to  are  worth 
1,052  rupees,  or  $23,  a  share.) 

Can  a  relative  newcomer 
seriously  challenge  the  Euro- 
peans, who  have  dominated 
the  wind  electricity  business 
in  the  past  40  years?  Until  its 
public  offering  in  2005  Suzlon 
was  virtually  unknown  and 
had  to  hard-sell  its  creden- 
tials. "Now  we  can  tell  our  po- 
tential customers  that  we're  a 
$6  billion  [market  cap]  corn- 


supply  24  turbines  in  southwestern  Min- 
nesota Suzlon  clinched  the  deal  not  only  be- 
cause it  could  supply  at  prices  10%  lower  than 
its  European  rivals.  "Their  design  and  tech- 
nology was  better  suited  for  our  wind  re- 
sources in  the  U.S.  Midwest  and  10%  more 
efficient  than  that  of  competing  providers," 
says  DanMar's  founder,  Dan  Tuhl,  who  has 
followed  up  with  repeat  orders.  Turns  out  that 
Suzlon's  robust  turbines  could  best  withstand 
extreme  weather  conditions. 

With  orders  worth  $600  million  in 
hand  from  U.S.,  Chinese  and  Australian 


pany!"  beams  Tanti.  In  a 
marketing  drive  led  by  Tanti  s 
younger  brother  Girish,  an 
electronics  engineer,  Suzlon 
has  established  a  marketing 
outpost  in  Denmark  to  can- 
vas for  customers  outside 
India.  The  company  has 
made  headway  in  the  U.S. 
and  China  and,  more  re- 
cently, Australia. 

Suzlon  started  selling  in 
the  U.S.  in  2003,  when  it 
landed  a  contract  with  Dan- 
Mar  &  Associates,  a  Min- 
nesota development  firm,  to 


By  the  Numbers 


Juicing  Up 

Everybody's  looking  to  plug  in. 


Cost  of  a  typical 
U.S.  wind  farm  per  kilowatt  of  installed 
capacity. 

Number  of  kilowatt- 
hours  the  average  U.S.  household  consumes 
in  electricity  each  year. 

Amount  of  wind  capacity  in 
megawatts  to  be  added  in  the  U.S.  over  the 
next  five  years. 

Source:  American  Wind  Energy  Association. 
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Top  Five  Suppliers  2005  in 
installed  (U.S.) 


:!on  is  growing  fastest  among  the 
world's  biggest  turbine  makers. 
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Source:  American  Wind  Energy  Association. 


Total  Installed 
Wind  Power  (MW) 

Wind  takes  off  in  the  U.S.  as  worries  grow 
over  price  and  emissions  of  bigger  sources. 
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Sources:  U.S.  Department  of  Energy  Wind  Energy 
Program;  America:-'  Wind  Energy  Association. 


customers,  Suzlon  has  invested  in  a 
service-outlet/rotor-blade  factory  in 
Pipestone,  Minn.  At  140  feet,  the 
blades  are  longer  than  the  wing  of  a 
747,  so  they  are  too  expensive  to 
transport  across  continents.  Building 
them  closer  to  the  customer  location 
obviates  the  logistical  issues  of  trans- 
porting them  from  India.  "We're  an 
Indian  company  that's  creating  300 
jobs  in  the  U.S.,"  boasts  Tanti. 

The  same  kind  of  venturesome 
spirit  that  drives  Tanti  now  was  what 
set  the  Suzlon  train  in  motion. 
Spurning  their  father's  construction 
business  in  Gujarat,  Tanti  and  his 
three  siblings  moved  into  textiles  in 
the  1980s.  They  started  processing 
polyester  yarn,  then  graduated  to 
making  furnishing  fabrics.  The  deci- 
sion to  shift  again,  into  wind  energy, 
was  a  brave  one.  The  industry  was  in 
the  dumps,  as  it  had  been  given  a  bad 
name  by  unscrupulous  companies 
that  lured  customers  with  the  bait  of 
tax  breaks.  But  projects  were  ill  con- 
ceived, often  left  incomplete  with  no 
maintenance  or  service  support  to 
speak  of.  Banks  wised  up  and 
stopped  lending  for  wind  power 
projects.  The  brothers  saw  the  oppor- 
tunity for  a  producer  to  not  only 
build  the  wind  turbine  but  also  pro- 
vide maintenance  and  service. 

The  experience  seems  to  have  kept 
the  brothers  tight.  "We  have  a  common 
store,  but  our  kitchens  are  separate,"  is 
how  Tulsi  Tanti  puts  it,  though  even 
today  they  host  each  other  frequently 
at  their  respective  flats. 

Selling  some  family  property,  the 
Tantis  put  together  $600,000  as  seed 
capital  to  start  Suzlon.  They  shopped 
around  for  technology  in  Europe,  but 
no  one  was  willing  to  give  it  without 
having  an  equity  stake  in  the  venture. 
Finally  Sudwind,  a  small  German 
company,  agreed,  provided  Suzlon 
bought  ten  turbines.  Tanti  convinced 
IPCL,  a  petrochemicals  company  that 
had  been  supplying  raw  materials  for 
his  yarn  business,  to  sign  up  as  Suzlon's 
first  customer.  Suzlon  completed  IPCL's 
3.5-megawatt  project,  using  Sudwind's 
turbines,  to  meet  a  three-month  dead- 


line. Tanti  claims  that  ten  years  on,  this  firs; 
wind  farm  continues  to  run  at  979 
efficiency. 

But  the  brothers,  three  of  them  engineers 
wanted  to  prove  their  technical  prowess  b] 
producing  their  own  turbine.  Their  researd 
efforts  got  a  boost  when  Sudwind  went  busi 
in  1997.  They  hired  Sudwind's  engineers  anc 
created  an  R&D  center  in  Germany.  The  sub- 
sequent acquisition  of  a  manufacturer  of  roto] 
blades  in  the  Netherlands  rounded  out  th« 
business. 

By  1999  Suzlon  had  introduced  its  parti) 
homegrown  turbine  into  the  market.  Toda) 
the  company  has  researchers  in  Germany,  the 
Netherlands  and  India  looking  for  ways  tc 
squeeze  more  juice  out  of  the  air.  At  the  same 
time,  Tulsi  Tanti  is  consolidating  his  hold  or 
component  suppliers.  In  March  Suzlon 
acquired  Hansen  Transmissions  Interna- 
tional, a  Belgian  maker  of  gearboxes,  foil 
$565  million. 

One  of  Suzlon's  avid  customers  is  John 
Deere,  the  farm-machinery  maker,  which  has 
gotten  into  the  business  of  brokering  and  fi- 
nancing windmills.  Deere  already  had  the  at- 
tention of  farmers;  why  not  persuade  them 
that  electricity  is  just  another  crop  to  be  har- 
vested? In  a  typical  deal  the  project  company 
owns  the  turbines;  Deere  owns  a  majority 
share  of  the  company  while  the  farmer  gets- 
a  minority  stake.  (The  farmers  don't  lose  crop 
land,  as  they  often  farm  right  to  the  base  of] 
the  turbine.)  Typical  land  rent  paid  to  the 
farmer  is  $2,000  to  $4,000  a  year  per  turbine. 
"We  felt  that  Suzlon,  which  was  learning  toi 
become  a  global  supplier,  was  the  best  option 
for  our  small,  community-based  projects,"  says 
David  Drescher,  vice  president  of  the  wind  en- 
ergy group  at  John  Deere  Credit 

Drescher  says  that  a  wind  turbine  can  be 
built  on  a  Minnesota  farm  at  a  cost  of] 
$1.3  million  per  megawatt  installed.  Assum- 
ing a  35%  load  factor,  the  turbine  can  pro- 
duce electricity  at  4  to  7  cents  a  kilowatt-hour. 
Throw  in  3  cents  in  federal  and  state  subsi- 
dies and  the  electricity  is  competitive  with  the 
output  from  a  new  coal-fired  plant. 

Over  the  long  term,  insists  Tanti,  wind 
power  will  be  competitive  with  fossil  fuel 
power  even  without  subsidies.  "We  don't 
need  government  handouts  to  survive,"  he 
declares.  That  remains  to  be  seen.  F 

Additional  reporting  by  Andy  Stone. 


Electricity  Generating 
Capacity  MW  by  Type  (2004) 


Fossil  fuels  remained  dominant  sources  of 
power  in  the  U.S.  (latest  available  year). 

MW 
(THOU) 

Coal 

313 

Natural  gas 

224 

Dual-fired2 

172 

Nuclear 

100 

Hydroelectric 

99 

Petroleum 

34 

Wind 

6.2 

Wood 

5.9 

Waste 

3.8 

Other 

6.5 

'Summer  capacity.  2Gas/petroleum. 
L .,!Hm^,  ^n^OTma^on  Administration. 
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■  HE  INDIAN  ANTIPOVERTY  GROUP 
■  Seva  Mandir  runs  an  educational  pro- 
gram that  teaches  4,000  kids  ages  7  to 
10  math  and  reading  and  writing  in 
Hindi.  Seva  Mandir  had  a  problem: 
The  teachers,  recruited  from  the  vil- 
lages, often  with  only  a  tenth-grade 
education,  would  show  up  at  the 
school  only  60%  of  the  time.  While  a  teacher  could  be 
fired  for  excessive  absenteeism,  the  remote  locations 
throughout  the  impoverished  state  of  Rajasthan  ruled 
out  regular  monitoring. 

A  classic  way  of  dealing  with  this  problem  is  to  throw 
money  at  it— which  is  what  officials  at  Seva  Mandir  pro- 
posed to  do.  They  would  hire  an  additional  teacher  for 
each  classroom,  doubling  the  cost.  But  in  stepped  a 
group  of  development  economists  from  the  Massachu- 
setts Institute  of  Technology.  For  a  few  years  now  the 
group  has  been  testing  antipoverty  programs  using  the 
same  scientific  technique  pharmaceutical  researchers  use 
to  evaluate  new  drugs:  the  comparison  of  a  randomized 
test  group  with  a  control  group. 

The  idea  is  to  divide  a  targeted  population  into  two 
groups,  then  give  the  aid— microcredit,  computers,  text- 
books, teacher  incentives,  health  care  programs — to  one 
group  but  not  the  other  and  compare  the  results.  "We  aren't 
really  interested  in  the  more-aid-less-aid  debate.  We're 
interested  in  seeing  what  works,  and  what  doesn't,"  says 
Abhijit  Banerjee,  a  development  economist  at  MIT  who 
(with  Esther  Duflo  of  MTT  and  Sendhil  Mullainathan  of  Har- 
vard) helped  found  MIT's  Poverty  Action  Lab. 

It's  a  crucial  question,  given  that  developed  nations  be- 
stow $100  billion  a  year  in  government-financed  aid  on 
poor  countries,  according  to  the  Organization  for  Economic 
Cooperation  &  Development.  Another  $71  billion  is  doled 
out  to  developing  countries  by  private  U.S.  charities. 

At  Seva  Mandir,  which  got  $3  million  last  year  in  gov- 
ernment and  private  help,  Banerjee's  first  step  was  to  test 
whether  an  extra  teacher  would  improve  student  perform- 
ance. To  do  that,  he  convinced  the  organization  to  put  an 
extra  teacher  in  only  half  the  schools  in  one  area  and  allow 
him  to  compare  the  two  groups.  He  found  the  extra  teacher 
made  no  difference  to  students'  test  results. 

So  the  question  now  was  how  to  cut  teacher  absen- 
teeism. Duflo  devised  an  experiment.  Beginning  in  2003 
she  divided  120  of  Seva  Mandir's  schools  in*o  two 
groups.  In  one,  each  teacher  got  a  film  camera  with  a 
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Classes  in  Seva  Mandir's  network  of  rural  education  centers  throughout  Rajasthan.  Teachers  were  given  cameras  and  were  required  to  take  a 
photo  of  their  class  every  day.  The  time  and  date  stamp  proves  when  teachers  were  there — and  when  they  weren't. 


tamper-proof  time  and  date  stamp;  the 
teacher  snapped  a  photo  of  himself  with 
his  students  at  the  beginning  and  end  of 
each  day.  Teachers  in  these  schools  had 
their  film  collected  every  month  and  were 
subject  to  bonuses  and  fines,  depending 
on  their  attendance;  their  pay  ranged  from 
$11  to  $29  a  month. 

In  the  other  group  teachers  worked 


with  the  existing  system  of  sporadic  mon- 
itoring for  attendance,  with  the  implied 
threat  of  dismissal  for  absenteeism.  They 
were  paid  the  same  standard  salary  as 
before,  $23  a  month. 

Over  the  programs  course,  from  Sep- 
tember 2003  to  March  2005,  the  absentee 
rate  for  the  camera  schools  fell  to  22%, 
while  at  the  comparison  group  of  schools 


it  stayed  near  42%.  Students  in  the  camera 
schools  scored  significantly  better  on  tests 
than  their  counterparts  in  the  control 
group,  increasing  their  chances  of  being 
admitted  to  a  primary  school  by  43%.  One 
likely  conclusion:  One  dedicated  teacher 
working  with  financial  incentives  was 
more  effective  than  two  teachers  working 
for  base  pay  with  little  oversight. 
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While  the  average  teacher  salary 
;tayed  the  same,  Duflo  calculates  that  the 
:amera  program  cost  $6  per  student  per 
rear,  60%  less  than  hiring  an  extra  teacher 
it  $23  a  month. 

The  economists,  all  of  whom  had  been 
:xperimenting  with  randomized  evalua- 
ions,  founded  the  Poverty  Action  Lab  at 
4IT  in  2003  to  coordinate  their  efforts, 
ncluding  those  by  like-minded  researchers 
rom  Columbia  University,  Harvard  and 
JC,  Berkeley.  A  grant  in  late  2005  from 
Vlohammed  Abdul  Latif  Jameel,  an  MIT 
dum  and  wealthy  Saudi  Arabian  Toyota 
lealer,  endowed  a  professorship  and  pays 
or  two  fellows  and  some  operating 
:xpenses  for  an  executive  director.  The 
:osts  are  paid  by  institutions,  including 
CICI  Bank  in  India,  the  World  Bank  and 
various  nonprofits,  such  as  the  MacArthur 
foundation. 

This  kind  of  experimentation  is  an  anti- 
iote  to  the  truckload  of  feel-good  evaluations 
'egularly  produced  by  nonprofits.  Usually 
printed  on  glossy  paper  with  color  photo- 


graphs and  charts,  these  reports  lure  poten- 
tial hinders  with  impressive  statistics  on,  for 
example,  the  number  of  microloans  they've 
made,  the  textbooks  they've  delivered,  the 
roads  they've  built  or  the  lives  they've  saved. 
But  the  fancy  charts  don't  prove  cause  and 
effect  "Most  impact  evaluations  are  a  waste 
of  time,"  insists  Banerjee. 

"You  don't  see  many  reports  of  proj- 
ects that  fail,"  says  Ruth  Levine,  director  of 
programs  at  the  Center  for  Global  Devel- 
opment, a  Washington  think  tank  study- 
ing how  government  policies  affect 
poverty.  "There's  a  huge  publication  bias. 
But  it's  very  hard  to  learn  what  works  if 
you  are  only  exposed  to  a  nonrandom 
subset  of  things  that  work" 

While  costly  to  conduct,  randomized 
evaluations  should  be  cheaper  than  pour- 
ing money  into  aid  programs  that  aren't 
effective,  Duflo  argues.  She  and  Banerjee 
evaluated  two  programs  run  by  Pratham,  a 
Mumbai  nonprofit  focusing  on  education. 
In  one  program  Pratham  hires  and  trains 
tutors — usually  older  teenagers  from  the 


neighborhood— to  help  students  in  gov- 
ernment schools  who  are  falling  behind;  in 
the  other,  the  group  trains  instructors  to 
teach  students  using  computers.  Both  were 
effective  in  upping  students'  test  results, 
but  the  $2.25  cost  of  the  tutors  per  student 
per  year  was  one-seventh  the  cost  of  the 
computer  program. 

Now  Banerjee  is  looking  at  ways  to 
increase  immunization  rates  in  Rajasthan, 
where,  according  to  him  and  Duflo  only 
2.6%  of  the  children  get  fully  immunized 
for  diphtheria,  measles  and  tuberculosis, 
even  though  the  shots  are  subsidized. 
Why  such  a  low  rate?  Because  it's  an  easy 
decision  to  put  off  slightly  unpleasant 
activities,  especially  given  the  sporadic 
operating  hours  of  the  area's  health  cen- 
ters. In  addition,  people  may  not  be  fully 
convinced  of  the  importance  of  the  shots. 

Banerjee's  study  is  finding  that  simply 
setting  up  village-based  immunization 
camps  with  well-advertised  and  consistent 
hours  of  operation  boosts  immunization 
rates  to  22%.  Giving  a  kilo  of  lentils — cost- 


The  good  news: 

(  A  rained  out  vacation. 

Don't  let  erectile  dysfunction  (ED)  hold  you  back  from  a  fulfilling  sexual  relationship. 

•  Viagra  is  prescribed  for  all  degrees  of  ED,  even  if  it  only  happens  once  in  a  while. 

•  Maintaining  an  erection  is  important.  It's  just  as  important  as  getting  a  firm  erection. 
Viagra  can  help  with  both.  (sildenafil  citrate)  tablets 

•  Viagra  has  an  established  safety  profile.  It's  been  studied  more  than  any  other  oral  ED  treatment.  what  are  you  waiting  tor? 

Ask  your  doctor  if  Viagra  is  right  for  you.  And  enjoy  what  it  can  do  to  help  you  improve  your  sex  life. 


A  is  prescribed  to  treat  erectile  dysfunction.  We  know  that  no 
rie  is  for  everyone.  If  you  use  nitrate  drugs,  often  used  for  chest 
nown  as  angina),  don't  take  VIAGRA.  Taking  these  drugs 
x  could  cause  your  blood  pressure  to  drop  to  an  unsafe  level. 

ith  your  doctor  first.  Make  sure  you  are  healthy  enough 
3  sex.  If  you  have  chest  pain,  nausea,  or  other  discomforts 
sex,  seek  medical  help  right  away. 

gh  erections  lasting  for  more  than  four  hours  may  occur 
vith  all  ED  treatments  in  this  drug  class,  to  avoid  long-term 
>,  it  is  important  to  seek  immediate  medical  help. 


loss  of  vision,  stop  taking  PDE5  inhibitors,  including  VIAGRA, 
and  call  a  doctor  right  away. 

The  most  common  side  effects  of  VIAGRA  are  headache,  facial 
flushing,  and  upset  stomach.  Less  common  are  bluish  or  blurred 
vision,  or  being  sensitive  to  light.  These  may  occur  for  a  brief 
time.  Remember  to  protect  yourself  and  your  partner  from 
sexually  transmitted  diseases. 

Please  see  oui  patient  summary  of  information  for  VIAGRA 
(25  mg,  50  mg,  100  mg)  tablets  on  the  following  page. 

VIAGRA  is  available  on  most  Managed  Care  Plans*  VIAGRA 
is  one  of  several  ED  treatments  that  you  and  your  doctor 
can  consider. 


instances,  men  taking  PDE5  inhibitors  (oral  erectile 
iction  medicines,  including  VIAGRA)  reported  a  sudden 
se  or  loss  of  vision.  It  is  not  possible  to  determine 
er  these  events  are  related  directly  to  these  medicines 
ther  factors.  If  you  experience  sudden  decrease  or 

To  learn  more,  visit  viagra.com  or  call  1-888-4VIAGRA  (1-888-484-2472) 


'Percent  of  members  by  formulary  status  for  HMOs,  PPOs  and  P0S  for  Viagra. 
Formulary  Compass™  MedrMedia  USA,  Inc.  May  2006. 


ired?  Need  help  paying  for  medicine?  Pfizer  has  programs  that  can  help,  no  matter  your  age  or  income.  You  may 
ualify  for  free  Pfizer  medicines.  Call  1-866-706-2400.  Or  visit  www.pfizerhelpfulanswers.com. 
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This  summary  contains  important  information  about  VIAGRA*.  It  is 

not  meant  to  take  the  place  of  your  doctor's  instructions.  Read  this 
information  carefully  before  you  start  taking  VIAGRA.  Ask  your  doc- 
tor or  pharmacist  it  you  do  not  understand  any  of  this  information  or 
if  you  want  to  know  more  about  VIAGRA. 
This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by 
their  doctors.  However,  VIAGRA  is  not  for  everyone.  It  is  intended  for 
use  only  by  men  who  have  a  condition  called  erectile  dysfunction. 
VIAGRA  must  never  be  used  by  men  who  are  taking  medicines  that 
contain  nitrates  ol  any  kind,  at  any  time.  This  includes  nitroglyc- 
erin. If  you  take  VIAGRA  with  any  nitrate  medicine  your  blood  pres- 
sure could  suddenly  drop  to  an  unsafe  or  life  threatening  level. 

•  What  Is  VIAGRA? 

VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in  men. 
It  can  help  many  men  who  have  erectile  dysfunction  get  and  keep  an 
erection  when  they  become  sexually  excited  (stimulated). 
You  will  not  get  an  erection  just  by  taking  this  medicine.  VIAGRA 
helps  a  man  with  erectile  dysfunction  get  an  erection  only  when  he  is 
sexually  excited. 

•  How  Sex  Affects  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  fills  with  more 
blood  than  usual.  The  penis  then  expands  and  hardens.  This  is  called 
an  erection.  After  the  man  is  done  having  sex,  this  extra  blood  flows 
out  of  the  penis  back  into  the  body.  The  erection  goes  away.  If  an 
erection  lasts  for  a  long  time  (more  than  6  hours),  it  can  permanently 
damage  your  penis.  You  should  call  a  doctor  immediately  if  you  ever 
have  a  prolonged  erection  that  lasts  more  than  4  hours. 
Some  conditions  and  medicines  interfere  with  this  natural  erection 
process.  The  penis  cannot  fill  with  enough  blood.  The  man  cannot  have 
an  erection.  This  is  called  erectile  dysfunction  if  it  becomes  a  frequent 
problem. 

During  sex,  your  heart  works  harder.  Therefore  sexual  activity  may 
not  be  advisable  for  people  who  have  heart  problems.  Before  you 
start  any  treatment  for  erectile  dysfunction,  ask  your  doctor  if  your 
heart  is  healthy  enough  to  handle  the  extra  strain  of  having  sex.  If  you 
have  chest  pains,  dizziness  or  nausea  during  sex,  stop  having  sex  and 
immediately  tell  your  doctor  you  have  had  this  problem 

•  How  VIAGRA  Works 

VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  to 
sexual  stimulation.  When  a  man  is  sexually  excited,  VIAGRA  helps 
the  penis  fill  with  enough  blood  to  cause  an  erection.  After  sex  is 
over,  the  erection  goes  away. 

•  VIAGRA  Is  Not  for  Everyone 

As  noted  above  (How  Sex  Affects  the  Body),  ask  your  doctor  if  your 
heart  is  healthy  enough  for  sexual  activity. 
If  you  take  any  medicines  that  contain  nitrates  -  either  regularly  or 
as  needed  -  you  should  never  take  VIAGRA.  If  you  take  VIAGRA 
with  any  nitrate  medicine  or  recreational  drug  containing  nitrates, 
your  blood  pressure  could  suddenly  drop  to  an  unsafe  level.  You 
could  get  dizzy,  faint,  or  even  have  a  heart  attack  or  stroke.  Nitrates 
are  found  in  many  prescription  medicines  that  are  used  to  treat 
angina  (chest  pain  due  to  heart  disease)  such  as: 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes,  and 
tablets  that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets  that 
are  swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or 
nitrite  ("poppers").  If  you  are  not  sure  if  any  of  your  medicines  contain 
nitrates,  or  if  you  do  not  understand  what  nitrates  are.  ask  your  doctor 
or  pharmacist. 

VIAGRA  is  only  lor  patients  with  erectile  dysfunction  VIAGRA  is  not 
for  newborns,  children,  or  women.  Do  not  let  anyone  else  take  your 
VIAGRA.  VIAGRA  must  be  used  only  under  a  doctor's  supervision. 

•  What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dysfunction.  It  is  a  treatment 
for  erectile  dysfunction. 

•  VIAGRA  does  not  protect  you  or  your  partner  from  getting 
sexually  transmitted  diseases,  including  HIV  —  the  virus  that 
causes  AIDS. 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac. 

•  What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  decide  if  VIAGRA  is  right  for  you.  VIAGRA  can 
cause  mild,  temporary  lowering  of  your  blood  pressure.  You  will  need 
to  have  a  thorough  medical  exam  to  diagnose  your  erectile  dysfunc- 
tion and  to  find  out  if  you  can  safely  take  VIAGRA  alone  or  with  your 
other  medicines.  Your  doctor  should  determine  if  your  heart  is  healthy 
enough  to  handle  the  extra  strain  of  having  sex. 
Be  sure  to  tell  your  doctor  if  you: 

•  have  ever  had  any  heart  problems  (e.g.,  angina,  chest  pain, 
heart  failure,  irregular  heart  beats,  heart  attack  or  narrowing  of 
the  aortic  valve) 

•  have  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 

•  have  ever  had  severe  vision  loss 

•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  have  ever  had  any  kidney  problems 

•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sickle  cell 
anemia  or  leukemia 

•  are  allergic  to  sildenafil  or  any  of  the  other  ingredients  of 
VIAGRA  tablets 


(sildenafil  citrate)  tablets 

•  have  a  deformed  penis,  Peyronie's  disease,  or  ever  had  an 
erection  that  lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  of  bleeding  problems 

•  are  taking  any  other  medicines 

•  VIAGRA  and  Other  Medicines 

Some  medicines  can  change  the  way  VIAGRA  works.  Tell  your  doc- 
tor about  any  medicines  you  are  taking.  Do  not  start  or  stop  taking 
any  medicines  before  checking  with  your  doctor  or  pharmacist.  This 
includes  prescription  and  nonprescription  medicines  or  remedies: 

•  Remember,  VIAGRA  should  never  be  used  with  medicines 
that  contain  nitrates  (see  VIAGRA  Is  Not  for  Everyone). 

•  If  you  are  taking  alpha-blocker  therapy  for  the  treatment  of 
high  blood  pressure  or  prostate  problems,  you  should  not 
take  a  dose  of  greater  than  25  mg  of  VIAGRA  at  the  same  time 
(within  4  hours)  as  you  take  your  dose  of  alpha-blocker. 

•  If  you  are  taking  a  protease  inhibitor,  your  dose  may  be 
adjusted  (please  see  Finding  the  Right  Dose  for  You). 

'  VIAGRA  should  not  be  used  with  any  other  medical  treatments 
that  cause  erections.  These  treatments  include  pills,  medi- 
cines that  are  in/ected  or  inserted  into  the  penis,  implants  or 
vacuum  pumps. 

•  Finding  the  Right  Dose  tor  You 

VIAGRA  comes  in  different  doses  (25  mg,  50  mg  and  1 00  mg).  If  you 
do  not  get  the  results  you  expect,  talk  with  your  doctor.  You  and  your 
doctor  can  determine  the  dose  that  works  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes. 

•  If  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with 
your  doctor. 

•  VIAGRA  should  not  be  taken  more  than  once  a  day. 

If  you  are  older  than  age  65,  or  have  serious  liver  or  kidney  problems, 
your  doctor  may  start  you  at  the  lowest  dose  (25  mg)  of  VIAGRA.  If  you 
are  taking  protease  inhibitors,  such  as  for  the  treatment  of  HIV,  your 
doctor  may  recommend  a  25  mg  dose  and  may  limit  you  to  a  maxi- 
mum single  dose  of  25  mg  of  VIAGRA  in  a  48  hour  period.  If  you  are 
taking  alpha-blocker  therapy,  you  should  not  take  a  dose  of  greater 
than  25  mg  of  VIAGRA  at  the  same  time  (within  4  hours)  as  your  dose 
of  alpha-blocker. 

•  How  To  Take  VIAGRA 

Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex.  Beginning 
in  about  30  minutes  and  for  up  to  4  hours,  VIAGRA  can  help  you  get 
an  erection  if  you  are  sexually  excited.  If  you  take  VIAGRA  after  a  high- 
fat  meal  (such  as  a  cheeseburger  and  trench  fries),  the  medicine  may 
take  a  little  longer  to  start  working.  VIAGRA  can  help  you  get  an  erec- 
tion when  you  are  sexually  excited.  You  will  not  get  an  erection  just  by 
taking  the  pill. 

•  Possible  Side  Effects 

Like  all  medicines,  VIAGRA  can  cause  some  side  effects.  These  effects 
are  usually  mild  to  moderate  and  usually  don't  last  longer  than  a 
few  hours.  Some  of  these  side  effects  are  more  likely  to  occur 
with  higher  doses.  The  most  common  side  effects  of  VIAGRA  are 
headache,  flushing  of  the  face,  and  upset  stomach.  Less  common  side 
effects  that  may  occur  are  temporary  changes  in  color  vision  (such 
as  trouble  telling  the  difference  between  blue  and  green  objects  or 
having  a  blue  color  tinge  to  them),  eyes  being  more  sensitive  to  light, 
or  blurred  vision. 

In  rare  instances,  men  taking  PDE5  inhibitors  (oral  erectile  dysfunc- 
tion medicines,  including  VIAGRA)  reported  a  sudden  decrease  or 
loss  of  vision  in  one  or  both  eyes.  It  is  not  possible  to  determine 
whether  these  events  are  related  directly  to  these  medicines,  to  other 
factors  such  as  high  blood  pressure  or  diabetes,  or  to  a  combination 
of  these.  If  you  experience  sudden  decrease  or  loss  of  vision,  stop 
taking  PDE5  inhibitors,  including  VIAGRA,  and  call  a  doctor  right 
away. 

In  rare  instances,  men  have  reported  an  erection  that  lasts  many 
hours.  You  should  call  a  doctor  immediately  if  you  ever  have  an  erec- 
tion that  lasts  more  than  4  hours.  If  not  treated  right  away,  permanent 
damage  to  your  penis  could  occur  (see  How  Sex  Affects  the  Body). 
Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been 
reported  rarely  in  men  taking  VIAGRA.  Most,  but  not  all,  of  these  men 
had  heart  problems  before  taking  this  medicine.  It  is  not  possible  to 
determine  whether  these  events  were  directly  related  to  VIAGRA. 
VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this 
sheet.  If  you  want  more  information  or  develop  any  side  effects  or 
symptoms  you  are  concerned  about,  call  your  doctor. 

•  Accidental  Overdose 

In  case  of  accidental  overdose,  call  your  doctor  right  away. 

•  Storing  VIAGRA 

Keep  VIAGRA  out  of  the  reach  of  children.  Keep  VIAGRA  in  its  origi- 
nal container.  Store  at  25°C  (77°F);  excursions  permitted  to  15-30°C 
(59-86°F)  [see  USP  Controlled  Room  Temperature]. 

•  For  More  Information  on  VIAGRA 

VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction. 
Only  your  doctor  can  decide  if  it  is  right  for  you.  This  sheet  is  only  a 
summary.  If  you  have  any  questions  or  want  more  information  about 
VIAGRA,  talk  with  your  doctor  or  pharmacist,  visit  www.viagra.com,  or 
call  1-888-4VIAGRA. 
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ing  a  mere  4U  cenis — to  ramilies  who  bring 
their  children  in  for  immunizations  ups  the 
rate  to  44%.  "Even  for  these  people  [the 
lentils]  are  not  much.  It's  just  a  token,"  says 
Banerjee.  "But  it  often  doesn't  take  much  to 
move  people  a  lot."  Or,  as  economists  are 
wont  to  say,  incentives  matter. 

While  much  of  the  lab's  work  has  focused 
on  education  and  health  programs,  Benjamin 
Olken,  an  economist  from  Harvard  used  ran- 
domized evaluations  to  study  ways  to  deter 
corruption  in  public  works  projects.  He 
looked  at  600  projects  in  Indonesia  in  which 
villagers  were  responsible  for  using  a  grant 
from  the  central  government  to  construct  a 
road  In  some  villages,  leaders  were  told  a  gov- 
ernment audit  of  work  projects  would  be  per- 
formed In  other  villages,  there  was  more 
stringent  public  oversight  than  usuaL  Another 
group  of  villages  served  as  a  control. 

While  the  conventional  wisdom,  re- 
centiy  advocated  by  the  World  Bank,  is  that 
public  watchdog  groups  and  peer  pressure  are 
the  best  way  to  combat  public  corruption, 
Olken  found  the  opposite:  The  threat  of  cen- 
tral-government audits  reduced  peculation  by 
eight  percentage  points,  while  more  intensive 
community  monitors  barely  had  an  effect 
Olken  surmises  that  community  monitoring 
is  subject  to  a  "free  rider"  problem — every- 
one benefits  from  the  road  even  without  tak- 
ing up  the  task  of  monitoring — as  well  as  an 
information  problem:  Community  monitors 
are  less  skilled  than  auditors  at  detecting  the 
theft  of  funds  for  building  materials. 

Duflo  and  Banerjee  are  evaluating  a  mi- 
crocredit program  being  rolled  out  in  Hyder- 
abad Do  these  small  loans  really  improve  liv- 
ing conditions  for  the  poor?  They're  also 
testing  whether  merely  having  a  community 
member  in  a  police  station  in  Rajasthan  can 
improve  police  accountability. 

The  Poverty  Lab  holds  seminars 
teaching  their  techniques  to  people  from 
the  World  Bank,  USAid,  private  founda- 
tions, government  officials  and  nonprof- 
its. The  goal  is  that,  as  these  studies 
become  more  widespread,  a  kind  of  pub- 
lic database  of  best  practices  can  be 
established  to  help  guide  antipoverty 
programs  in  the  future.  "The  ambition  is 
not  that  we  will  do  it  all,"  Duflo  says,  "but 
that  we  will  do  enough  that  people  see  it 
is  doable  and  useful,  and  the  use  spreads 
to  others."  F 
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is  soaring  upward  with  a  new  look. 


r  Many  Years,  We  have  led  Korea  in  energy  •  chemicals 
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irticular,  SK  Telecom,  the  flagship  of  SK,  became  the  world's  first  to 
nercialize  CDMA  and  launch  satellite  DMB  service, 
ineer  in  the  international  telecommunications  market,  SK  Telecom  is  now 
touting  towards  making  the  world  "ubiquitous"-more  unified  and  better  connected. 

SK,  along  with  its  global  partners,  is  poised  to  take  off  and  soar  with  its  new  look, 
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The  Rough  End 

ofthe  Business 


Emap  fell  flat  on  its 
face  after  buying  into 
the  U.S.  magazine 
business.  It  has  come 
back  to  life  investing 
in  less  glamorous  parts 
of  the  media  sector. 
By  Richard  C.  Morais 

WORTH  GLOBAL  STYLE 
Network,  a  fashion  Web 
site,  perfectly  illustrates 
how  profoundly  the 
Internet  is  changing 
journalism.  Deploying  a  series  of  low-cost 
digital  snapshots  alongside  the  thinnest  bit 
of  commentary,  WGSNs  staff  of  160  spot 
global  fashion  trends  from  the  catwalks  of 
Bangkok  to  the  mean  streets  of  Brooklyn. 
For  access  to  the  password-protected  site, 
1,500  corporate  clients,  from  Giorgio 
Armani  to  BMW,  pay  $25,000  a  year. 

WGSNs  "snapshot"  gallery  of  shop- 
front  mannequins  in  Warsaw,  for  example, 
enables  office-bound  fashion  executives  in 
New  York  and  Paris  to  quickly  see  for 
themselves  that  T  shirts  and  blouses 
imprinted  with  doodles  are  ultrahot  in 
Poland.  This  kind  of  real-time,  ground- 
level  intelligence  gets  the  fashion  and  retail 
suits  all  pumped  up.  WGSNs  revenue  of  $35 
million  last  year  was  up  27%  over  the 
previous  year,  and  its  profit  before  interest 
and  taxes  was  $13  million.  WGSNs  sub- 
scription renewal  rate:  90%. 

Such  returns  explain  why  six  months  ago 
the  $2  billion  (revenues)  British  media  com- 
pany Emap  bought  WGSN  from  the  two 
brothers  who,  in  1998,  founded  the  site.  Pur- 
chase price:  $260  million,  or  20  times  Ebit. 
Steep,  no?  Emap  claims  WGSN  is  much  more 
than  an  efficient  electronic  tip  sheet  for  fash- 
ionistas;  it's  a  global  trend-spotting  service 
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with  a  potential  market  of  30,000  corporate 
customers.  Six  months  under  Emap  own- 
ership new  customer  additions  are  running 
10%  ahead  of  plan. 

Ten  years  ago,  says  Emap  Group  Chief 
Executive  Tom  Moloney,  no  prestige  media 
company  wanted  to  touch  either  data  direc- 
tories or  trade  shows,  both  of  which  were 
considered  "the  rough  end  of  the  business." 
But  since  then  four  big  publishers — Thom- 
son, Wolters  Kluwer,  VNU  and  Reed  Else- 
vier— have  transformed  their  businesses 
from  traditional  media  such  as  trade  papers 
into  commercial  data  vending,  mostly  with 
electronic  distribution. 

Today,  claims  Moloney,  such  data- 
gathering  is  the  place  to  be,  along- 
side the  hot  corollary  busi- 
ness of  trade  shows.  Surf  the 
Web,  it  seems,  then  make 
the  scene.  "Go  to  any 
[sales]  training  course,"  he 
says,  "and  the  first  thing  I 
they'll  say  is,  'Get  out  and  I 
see  your  customers.  Don't 
just  stay  online  and  read 
your  e-mails.'  So  now  peo 
pie  are  also  placing  high  1 
value  on  human  contact  and 
shaking  hands.  That's  why 
exhibitions,  conferences  and 
live  events,  where  business 
people  can  network,  have  neve 
been  sexier." 

Emap  is  the  largest  trade 
show  organizer  in  Britain. 
Not  counting  ac- 


quired companies,  Emap's  exhibitions  busi- 
ness was  up  10%  in  the  fiscal  year  that  ended 
Mar.  31.  In  recent  years,  says  Derek  Carter, 
who  runs  Emap's  business-to-business  ven- 
tures, the  firm  has  bought  seven  trade 
shows — including  Cannes  Lions  on  the 
French  Riviera,  with  honors  considered  the 
Oscars  of  advertising— and  last  year  started 
another  three  events  from  scratch,  includ- 
ing a  U.K.  construction  industry  blowout. 

Today  Emap  is  predominantly  U.K.- 
focused — or  will  be  after  it  sells  its  French 
operations  in  the  coming  months  for  around 
$700  million.  That  is  much  as  it  was  20  years 
ago  when  it  was  East  Midlands  Allied  Press, 


Pieces  of  the  action: 
Emap  Chief  Tom 
Moloney  is  in  step 
with  a  fragmenting 
ad  market. 


a  publisher  of  re- 
gional newspapers. 
By  the  end  of  the 
1990s,  however,  it  had 
shed  its  newspapers 
and  turned  itself  into 
the  hottest  consumer- 
magazine,  radio  and  dig- 
ital-TV business  in  Britain,  its  stock  red-hot. 
The  stock  crashed  in  2001  but  has  made  a 
comeback  on  the  London  Stock  Exchange, 
to  the  equivalent  of  $  1 5  a  share,  or  13  times 
trailing  earnings. 

"Emap  successfully  set  themselves  up 
as  a  launch  business,"  says  Sanjay  Shabi, 
board  director  at  Mediacom,  a  British  ad 
buyer.  The  company,  for  example, 
famously  helped  start  the  "lad  magazine" 
craze  of  the  1990s— launching  FHM  and 
Zoo — a  genre  that  has  since  swept  across 
the  globe.  "In  its  heyday  FHM  was  selling 
[subscription  and  newsstand]  in  the  seven 
figures,"  says  Shabi.  "There  wasn't  even  a 
woman's  monthly  selling  that  amount." 
Today,  according  to  the  latest  Audit  Bureau 
of  Circulations  figures,  Emap's  share  of 
U.K.  consumer  magazine  sales  at  news 
agents  (where  90%  are  sold)  is  19%,  mar- 
ket-leading Time  Warners  21%. 

Emap's  heavy  metal  music  magazine, 
Kerrang!,  is  now  a  radio  station,  TV 
channel,  Web  site  and  host  of  "live" 
music  events.  With  all  these  hip  brands 
and  distribution  channels  in  its  portfolio, 
Emap's  salesmen  perfected  the  art  of  sell- 
ing cross-platform  "youth  solutions"  to 
advertisers  rather  than  just  a  page  or  two 
in  a  magazine.  "Emap  is  arguably  the 
most  diversified  multimedia  company 
we  have  [in  Britain],"  states  Campaign,  a 
U.K.  trade  publication  (published  by 
rival  Haymarket  Group),  "and  arguably 
the  most  innovative  when  it  comes  to 
advertising  sales." 

Still,  America — dangerous  America — al- 
most brought  go-go  Emap  to  its  knees.  Hav- 
ing gotten  traction  in  France  (a  rare  feat  for 
a  foreign  media  company),  Emap  strutted 
onto  the  U.S.  stage  in  1998,  spending  $1.5  bil- 
lion on  a  grab  bag  of  magazines  from  Petersen 
Publishing.  (The  bounty  kept  Robert  Petersen 
on  The  Forbes  400  through  2003.)  Among 
them  were  Guns  &Ammo,  Hot  Rod  and  Teen. 
'We  started  to  realize  that  the  revenues  were 
not  as  reliable  and  sustainable  as  we  had 


Fashion  forward: 
WGSN  is  a  global 
trendspotter. 

hoped,"  says  Moloney. 
"There  were  specials 
and  one-offs."  Emap 
promised  shareholders  its  U.S.  acqui- 
sition would  annually  deliver  from  $100  mil- 
lion to  $1 10  million  in  profit  before  interest 
and  taxes;  it  was  soon  evident  that  $60  mil- 
lion to  $65  million  would  be  a  stretch. 

In  August  2001  Emap  sold  the  U.S. 
magazines  to  Primedia  for  $1  billion  less 
than  what  the  firm  had  paid  for  them 
three  years  earlier.  (Emap  still  owns  the 
U.S.  edition  of  FHM.)  "We  accept  full 
responsibility'  says  Moloney.  "But  had  we 
still  been  in  America  on  that  fateful  day 
[Sept.  11],  Emap  as  we  know  it  would 
probably  not  be  here  today." 

Emap's  then  chief  executive  lost  his  job 
over  the  Petersen  affair,  and  Moloney,  now 
47,  was  given  the  corner  suite  in  2003.  In 
time  he  got  Emap  back  to  doing  what  it 
does  best:  It  has  spent  $85  million  on  new 
launches  in  the  last  two  years.  It  has  spent 
a  further  $1  billion  buying  up  trade  shows, 
electronic  data  banks  and  radio  properties, 
and  it  recouped  $280  million  disposing  of 
tired  assets. 

And  yet  all  is  still  not  well.  "The 
amount  of  money  businesses,  consumers 
and  advertisers  are  spending  on  media  is 
pretty  flat  right  now,"  explains  Moloney. 
"But  the  media  opportunities  are  expand- 
ing beyond  recognition.  Microsoft  just 
announced  it  would  accept  advertising  in 
its  computer  games.  That's  yet  another 
media  opportunity  for  advertisers.  And 
then  you've  got  [additional  new  outlets 
like]  telecoms  and  mobile  phones.  So 
what  you've  got  is  a  fairly  constant  level  of 
spending  in  developed  markets  that  is  get- 
ting fragmented  across  many,  many  more 
media  opportunities." 

Hence  the  interest  of  the  fragmenters 
at  Emap  in  B2B,  data  directories  and  trade 
shows.  Moloney  says  that  by  the  end  of 
the  decade  50%  of  Emap's  revenues  will  be 
coming  from  these  once  unfashionable 
businesses.  Good  riddance  to  newspaper 
publishing,  whose  classified  business  is 
doomed.  "The  biggest  danger  in  all 
media,"  notes  Moloney,  "is,  'What  is  the 
rate  of  decline  of  your  core?'"  F 
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Chief  Executive  Bill  Rhodes:  trying  to  rev  up  sales. 


Cheapskate 


AutoZone  was  as  thrifty  with  its  auto  parts  stores  as  its 
do-it-yourself  customers  are  with  their  cars — until  sales 
stalled.  Now  it's  learning  to  spend  a  little  |  By  Bernard  Condon 


HAS  THERE  BEEN  A  SINGLE  CHIEF 
executive  who  hasn't  at  some 
point  spoken  of  cost-cutting  as 
a  virtue?  But  there  can  be  too 
much  of  a  good  thing,  as  Auto- 
Zone shareholders  are  discovering. 

AutoZone,  with  3,800  outlets,  is  the 
nation's  largest  retailer  of  car  parts.  The 
stores  are  smallish  (6,500  square  feet), 
until  recently  of  haphazard  layout,  and  a 
bit  sloppy.  Why  get  fancy?  This  is  a  place 
where  the  customer  looking  to  match  a 
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part  may  plop  a  greasy  alternator  on  the 
counter.  When  AutoZone  splurged,  it  was 
to  buy  in  its  own  shares.  Half  have  been 
retired  since  1998. 

The  formula  worked  for  a  while.  The 
stock  shot  up  fourfold  between  2001  and 
2003.  And  then  the  cheapskate  act  ran 
out  of  gas.  Last  year  same-store  sales 
fell  2%.  Contrast  two  smaller  rivals, 
Advance  Auto  Parts  and  O'Reilly  Auto- 
motive. At  both  of  those  chains,  sales  at 
stores  open  for  at  least  a  year  were  up 


8%.  Their  stocks  are  doing  a  lot  better. 
AutoZone's  hit  $104  in  October  2003, 
and  has  not  traded  higher  since.  It 
recently  closed  at  $90. 

The  man  charged  with  revivifying 
this  retailer  is  William  Rhodes,  who 
oversaw  the  stores  before  becoming  chief 
executive  last  year.  More  than  the  repu- 
tation of  the  41 -year-old  Rhodes  is  rid- 
ing on  this.  The  Memphis  company  is 
29%-owned  by  Edward  S.  Lampert,  the 
hedge  fund  star  who  grabbed  headlines 
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THE  FEAR  AT  SEARS 


last  year  for  his  bold  takeover  of  Sears. 
His  cost-cutting  there  is  similar  to  that  at 
AutoZone.  Sears'  profits  have  risen,  and 
so  has  its  stock,  but  one  must  consider 
the  risk  that  the  cuts  that  are  helping 
today  will  hurt  tomorrow.  If  Rhodes' 
strategy  revives  AutoZone's  fortunes, 
that  would  bode  well  for  Sears,  too. 

Rhodes  says  he  can  turn  things 
around  this  year.  He  may  be  right. 
Last  quarter  the  company  eked  out  a 
2.1%  rise  in  same-store  sales,  better 
than  some  rivals'.  He  doesn't  need 
much  for  profits  to  rise  fast.  Last  year 
AutoZone  had  a  gross  margin  of  49% 
and  an  operating  margin  of  17%, 
both  figures  comfortably  higher  than 
its  competitors'.  Credit  Suisse  analyst 
Gary  Baiter  estimates  that  a  1%  increase 
in  same-store  sales  would  yield  2% 
growth  in  earnings  per  share.  He  expects 
the  stock  to  rise  by  a  third,  to  $120,  within 
a  year. 

Auto  parts  retailers  sell  convenience 
as  much  as  they  sell  pieces  of  metal.  If  a 
dashboard  suddenly  goes  dark,  the 
driver  wants  to  know  if  he  should  buy  a 
new  fuse  or  new  wires,  and  he  doesn't 
want  to  wait  for  the  part.  So  AutoZone 
trains  its  workers  to  become  diagnosti- 
cians who  know,  for  instance,  how  to  use 
an  ohmmeter  to  check  for  bad  wires- 
free  of  charge,  of  course.  The  back  of 
each  store  is  stocked  with  a  collection  of 
parts  optimized  (by  computer)  to  corre- 
spond to  the  models  and  ages  of  cars  in 
the  neighborhood. 

When  the  "check  engine"  light  on  her 
'97  Toyota  4Runner  flicked  on  recently, 


Can  Eddie  Lampert  keep  Sears  stock  rising? 

Shares  jumped  13%  in  a  few  hours  in  May  on  news  that  first-quarter  profits 
more  than  doubled.  It  was  a  classic  Lampert  performance.  Operating  costs  fell 
1 1  %,  the  gross  margin  rose  and  the  share  count  shrank  from  buybacks.  The  bad 
_   part,  equally  Lampertesque:  Same-store  sales  for  the  Sears 

brand  chain  fell  8.4%. 
A        "If  Federated  announced  similar  negative  same-store 
flj  sales,  the  stock  would  collapse,"  says  retail  consultant 
S   Howard  Davidowitz,  who  has  advised  Sears  rivals  like  Target. 

"His  strategy  is  to  cut  promotions,  cut  service,  don't  invest  in 
'       your  stores — and  hand  your  customers  to  Kohl's  and  Penney. 
Earnings  jump,  but  it's  not  sustainable." 
/        Lampert,  whose  ESL  Investments  owns  40%  of  Sears,  isn't 
4*    talking.  But  in  a  letter  to  shareholders  recently  he  called 
same-store  sales  a  "vastly  overrated"  measure  of  a  retailer's  health.  In  fact,  he 
argues,  it  can  make  them  sick.  To  boost  same-store  sales  next  year,  they  might 
be  tempted  to  open  more  stores  this  year,  even  if  they're  only  marginally  prof- 
itable. That's  because  almost  any  store  is  going  to  see  a  gain  between  year  one 
and  year  two.  Sears  now  runs  3,824  stores,  down  35  in  a  year.  Capital  spending 
has  been  halved. 

Sears  shares  are  up  56%  since  November  2004  when  Kmart,  controlled  by 
Lampert,  announced  it  was  merging  with  Sears,  Roebuck  &  Co.  to  form  the  new 
Sears.  AutoZone  shares  also  rose  fast  after  Steve  A.  Odland,  a  cost-cutter  hand- 
picked  by  Lampert,  took  over  as  chief  executive  (Odland  is  now  running  Office 
Depot).  But  then  AutoZone  stalled  as  the  lack  of  investment  in  stores  pushed 
customers  to  the  competition.  — B.C. 


of  replacement  parts.  Minutes  passed. 
"Is  it  coming?"  Elrob  barked.  The 
worker  reappeared.  He  could  get  it  to  her 
in  two  days,  he  said.  "They  usually  have 
what  I  want,"  complained  Elrob.  "But  I 
won't  wait." 

She  didn't.  Off  to  Advance.  It  had  the 
$21  part  on  the  shelf. 

Possible  culprit  in  the  loss  of  the 
Elrob  lightbulb  sale:  a  financial  concept, 


AutoZone  is  refurbishing— sort  of. 
The  front  of  an  auto  parts  store  displays 
frills  and  accessories  (like  floor  mats)  to 
lure  people  coming  in  for  repair  parts. 
Lamenting  the  fact  that  his  store  man- 
agers selected  these  items  in  random 
fashion,  Rhodes  instituted  a  plan  last  year 
to  enforce  one  of  two  standardized 
layouts.  Talking  about  the  store  redesigns, 
he  notes  that  the  project  cost  $5  million, 


If  AutoZone's  fortunes  revive,  that  would  bode  well  for  Sears. 


a  worried  Tawana  Swanson  headed 
straight  for  the  nearest  AutoZone  in 
Memphis.  Within  a  minute  a  worker  put 
the  plug  of  a  handheld  testing  device 
into  a  hole  under  her  dashboard.  After 
the  worker  told  her  she  needed  only  a 
tune-up,  she  said,  "I  love  AutoZone.  I 
wish  I  had  an  AutoZone  jacket  to  wear." 

A  short  while  later  Heather  Elrob, 
the  owner  of  a  '94  Honda  Civic,  walked 
into  another  AutoZone  3  miles  away, 
desperate  for  a  side  marker  light. 
A  worker  disappeared  into  the  shelves 


so  very  popular  these  days  on  Wall  Street, 
called  free  cash  flow.  Take  cash  from 
operations  (shown  on  the  flow-of-funds 
page  after  the  profit-and-loss  statement) 
and  subtract  capital  expenditures.  The 
concept  has  its  value  (it's  explored  fur- 
ther in  "Tech  Time,"  p.  96),  but,  as  with 
cost-cutting,  it  can  be  taken  too  far.  In 
the  free-cash  metric  a  retailer  is  rewarded 
for  keeping  inventory  lean,  at  some  risk 
of  losing  a  sale  to  the  competition.  The 
free-cash  calculation  also  penalizes 
retailers  for  refurbishing  their  stores. 


less  than  $2,000  per  store.  Instead  of 
hiring  outsiders,  he  had  store  staff  do 
the  work. 

Proof  of  the  pudding:  At  AutoZone 
free  cash  grew  35%  in  the  past  year 
to  $467  million.  At  Advance  it  fell  5%. 
O'Reilly  was  so  busy  adding  to  its  chain 
that  free  cash  flow  was  a  negative  number. 

Something  to  brag  about?  Maybe. 
But  here's  another  statistic.  In  the  two 
and  a  half  years  since  AutoZone's  shares 
stalled,  those  of  Advance  and  O'Reilly 
have  risen  50%.  F 


138      FORBES      JUNE  19,  2006 


Special  Advertising  Section 


Golf's 
Legends 

Look  Back  ... 

And  Ahead 


THEY  ARE  AMONG  THE  GREATEST  PLAYERS  EVER 

TO  GRACE  THE  GAME  OF  GOLF,  SET  APART  AS 
IUCH  BY  THEIR  COMBINATION  OF  SUBLIME  TALENT, 
COMPETITIVE  ZEALAND  UNPARALLELED  SPORTS- 
MANSHIP AS  BY  THEIR  REMARKABLE  RECORDS. 

[n  some  cases,  these  members  of  the  World  Golf  Hall  of  Fame  are  winding  down 
their  playing  careers,  moving  on  to  different  challenges.  In  others,  they  are  sim- 
ply switching  gears,  making  the  move  from  the  PGA  TOUR  to  the 
Champions  Tour,  where  they  will  find  new  courses  and  old  friends. 
In  one  very  special  case,  it  is  a  time  to  look  at  the  game  from  the 
ique  perspective  of  its  oldest  and,  perhaps,  wisest  champion. 
:or  Jack  Nicklaus,  the  paradigm  of  all  that  is  good  and  great  about  the 
ne,  his  emotional  good-byes  in  2005  were  mutual  love  affairs  played 
t  over  three  of  his  favorite  places:  Augusta  National,  Pebble  Beach 
I,  of  course,  his  beloved  Old  Course  at  St.  Andrews, 
t  is  said  that  a  man  can  truly  be  called  great  if  he  doesn't  remind  you 
anyone  who  went  before  or  after  him,  and  by  that  or  any  other  meas- 
:,  Nicklaus  is  a  great  man.  For  all  his  success,  however,  it  is  likely  that 
tory  will  judge  Nicklaus  by  his  generous  and  instinctive  sportsman- 
p,  which  he  inherited,  in  a  very  real  sense,  from  Bobby  Jones.  As  Gary 
yer  often  observed,  "Jack  is  a  great  winner  and  an  even  better  loser." 
The  game  we  play  is  a  game  and  nothing  more,"  Nicklaus  says.  "It's  a 
nderful  game  and  a  game  that  I  love,  and  it's  a  game  that  needs  to 
played  in  that  spirit.  I  feel  very  strongly  about  that,  whether  it's 
e  Presidents  Cup,  the  Ryder  Cup,  the  U.S.  Open  or  club  play." 


Jack  Nicklaus  leaves  the  18th 
green  with  Simon  Owen  after 
winning  the  1978  British  Open  at 
the  Old  Course  at  St.  Andrews. 
This  was  Nicklaus's  last  British 
Open  win. 


Gary  Player  celebrates  his 
victory  at  the  1974  British  Open 
at  Royal  Lytham  &  St  Anne's. 


tioto  courtesy  of  Black  Knight  inte 


Canon.  The  Official  Copier,  Fax,  Multifunction  Product,  Prin 
and  Scanner  of  the  PGA  TOUR  and  Champions  Tc 
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jp  Canon  products.  For  performance  you  can  always  count  on.  While  it  may  not  seem 
y    obvious,  there's  actually  an  important  connection  between  PGA  TOUR  players  and  Canon  office  solutions. 

TOUR  Players  can't  perform  without  the  best  clubs  and  business  people  can't  perform  without  the  best  technology. 
Which  explains  why  the  PGA  TOUR  depends  on  Canon  office  products  to  get  information  to  those  who  need  it. 
rhey  know  they  can  count  on  Canon's  high-performance  solutions  to  enable  people 

o  work  the  way  they  need  to.  All  of  which  is  why  Canon  is  the  category  leader  in    %^c3kli  \J  I  ■ 
>oth  black-and-white  and  color  office  solutions.*  At  Canon,  we  understand  that  you  . 

lave  to  do  better  than  par  for  the  course.  1-800-OK-CANON  www.usa.canon.com  lITICigCANYWARE 
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Byron  Nelson,  one  of  the  game's 
greatest  champions  and  finest 
gentlemen 


He  adds,  "I  think  that  the  vast  majority  of  players  today  have  a  sense  of  wha 
is  the  right  thing  to  do.  If  they  don't,  maybe  they  need  to  learn  that.  As 
leave  the  game,  hopefully  if  the  example  that  I've  set  is  followed,  and  if  i 
helps  one  young  guy  change  what  he's  doing,  then  I'm  successful. This  woul* 
be  a  pretty  lousy  game  if  we  had  guys  coming  out  and  pounding  their  chest 
after  they  made  a  putt.  I  wouldn't  have  much  use  for  that  game." 

It  speaks  volumes  for  Nicklaus  that  when  asked  about  his  legacy,  his  answe 
has  precious  little  to  do  with  his  playing  career. 

"I'm  not  really  concerned  about  what  my  legacy  is  in  relation  to  the  gam 
of  golf,"  he  says.  "I'm  more  concerned  with  what  my  legacy  is  with  my  famii 
ly,  my  kids  and  grandkids.  That's  by  far  more  important  to  me.  If  I've  done  i 
properly  out  here  and  I  can  hold  my  head  up  to  my  kids  and  grandkids,  that' 
the  most  important  thing  to  me." 

What  Legends  Are  Made  of: 
Palmer's  Purism  to  Player's  Passion 

It  is  futile  to  try  to  think  of  Nicklaus  without  thinking  about  Arnold  Palmer,  one  of  th 
game's  most  beloved  figures  and  the  dominant  player  when  Nicklaus  joined  the  PGI 
TOUR  in  1962.  When  Nicklaus  beat  Palmer  in  a  playoff  in  the  1962  U.S.  Open  a| 
Oakmont,  it  marked  the  beginning  of  a  new  era,  but  it  did  nothing  to  diminish  wha| 
has  been  an  unrivaled,  50-year  affair  of  the 
heart  between  Palmer  and  golf  fans 
around  the  world. 

Palmer  has  essentially  retired  from  com- 
petitive golf,  a  decision  made  all  the  more 
difficult  because  no  one  ever  loved  being 
out  among  the  people  more  than  Palmer.  In 
a  career  that  saw  him  win  62 
TOUR  events,  including  four 
Masters  Tournaments,   a  U.S. 
Open  and  two  British  Opens  (plus 
the  1954  U.S.  Amateur),  Palmer 
absolutely  reveled  in  his  sheer 
love  of  competition. 

"When  I  was  winning  tourna- 
ments, I  didn't  even  know  what 
first  prize  was,"  Palmer  notes.  "I 

had  to  ask  when  it  was  over,  because  I  was.  playing  to  win  and  playing  because 
I  loved  it.  I  hope  the  guys  today  play  because  they  love  it  and  not  just  because 
of  the  monetary  values." 

Palmer's  innate  modesty  was  captured  in  his  emotional  comments  to  the  press  at 
the  1 994  U.S.  Open  at  Oakmont,  his  final  appearance  in  the  national  championship 
"As  I've  said  so  many  times,  I  just  loved  the  whole  experience,"  he  said, 
wiping  tears  from  his  eyes.  "I  haven't  won  all  that  much.  I  have  won  a  few 


66  As  I  leave  the  game, 
hopefully  if  the 
example  that  I've 
set  is  followed,  and 
if  it  helps  one  young 
guy  change  what  heS 
doing,  then 
I'm  successful. 59 

Jack  Nicklaus 
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hours  sailing  won't  keep  you 

rom  having  all  hands  on  deck. 


ou  don't  have  to  plan 
round  your  arthritis  pain. 

it  the  rope  in  your  hands?  The  rocking  of 
e  boat?  Or  stepping  up  on  deck?  If  you  have 
teoarthritis,  it  colors  everything  you  do.  But  you 
ouldn't  have  to  miss  out  on  the  important  things. 
>k  your  doctor  about  prescription  CELEBREX, 
was  designed  to  target  the  source  of  your  pain, 
iffness,  and  inflammation. 

st  one  CELEBREX  provides  24-hour,  all  day 
id  all  night  relief. 

^LEBREX  is  one  of  the  most  studied  arthritis 
edicines  on  the  market.  But  you  should  know  that 
iLEBREX,  like  all  medicines,  has  both  risks  and 
:nefits.  It's  important  to  talk  to  your  doctor 
iout  treatment  options  to  find  out  which  one  is 
*ht  for  you.  Your  doctor  may  also  recommend 
her  kinds  of  treatments. 

lportant  Information:  CELEBREX,  like  all 
escription  NSAIDs,  may  increase  the  chance 
a  heart  attack  or  stroke  that  can  lead  to  death, 
should  not  be  used  right  before  or  after 
rtain  heart  surgeries. 

irious  skin  reactions  or  stomach  and  intestine 
oblems  such  as  bleeding  and  ulcers  can  occur 
ithout  warning  and  may  cause  death. 


Patients  taking  aspirin  and  the  elderly  are  at 
increased  risk  for  stomach  bleeding  and  ulcers. 

Tell  your  doctor  if  you: 
•Are  pregnant 

•  Have  a  history  of  ulcers  or  bleeding 
in  the  stomach  or  intestines 

•Have  high  blood  pressure  or  heart  failure 

•  Have  kidney  or  liver  problems 

People  with  aspirin-sensitive  asthma  or  allergic 
reactions  due  to  aspirin  or  other  arthritis 
medicines  or  certain  drugs  called  sulfonamides 
should  not  take  CELEBREX. 

Prescription  CELEBREX  should  be  used  exactly  as 
prescribed  at  the  lowest  dose  possible  and  for  the 
shortest  time  needed. 

For  more  information,  call  1-888-CELEBREX 
(1-888-235-3273)  or  visit  www.CELEBREX.com 

Please  see  important  information  about  CELEBREX 
and  other  NSAIDs  on  next  page. 


CELEBREX^ 

(CELECOXIB  CAPSULES)^ 


linsured?  Need  help  paying  for  medicine?  Pfizer  has  programs  that  can  help,  r  i 

•  matter  your  age  or  income.  You  may  even  qualify  for  free  Pfizer  medicines.        hGlpf  Ul 
ill  1-866-706-2400.  Or  visit  www.pfizerhelpfulanswers.com.  QPISWerS 
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CELEBREX® 

(cclecoxib  capsules) 

Medication  Guide 
for  Non-Steroidal  Anti-Inflammatory  Drugs  (NSAIDs) 

(See  the  end  of  this  Medication  Guide  for  a  list  of  prescription  NSAID  medicines.) 

What  is  the  most  important  information  I  should  know  about  medicines 

called  Non-Steroidal  Anti-Inflammatory  Drugs  (NSAIDs)? 

NSAID  medicines  may  increase  the  chance  of  a  heart  attack  or  stroke 

that  can  lead  to  death. 

This  chance  increases: 

•  with  longer  use  of  NSAID  medicines 

•  in  people  who  have  heart  disease 

NSAID  medicines  should  never  be  used  right  before  or  after  a  heart 
surgery  called  a  "coronary  artery  bypass  graft  (CABG)." 
NSAID  medicines  can  cause  ulcers  and  bleeding  in  the  stomach  and 
intestines  at  any  time  during  treatment.  Ulcers  and  bleeding: 

•  can  happen  without  warning  symptoms 

•  may  cause  death 

The  chance  of  a  person  getting  an  ulcer  or  bleeding  increases  with: 

•  taking  medicines  called  "corticosteroids"  and  "anticoagulants" 

•  longer  use 

•  smoking 

•  drinking  alcohol 

•  older  age 

•  having  poor  health 

NSAID  medicines  should  only  be  used: 

•  exactly  as  prescribed 

•  at  the  lowest  dose  possible  for  your  treatment 

•  for  the  shortest  time  needed 

What  are  Non-Steroidal  Anti-Inflammatory  Drugs  (NSAIDs)? 

NSAID  medicines  are  used  to  treat  pain  and  redness,  swelling,  and  heat 
(inflammation)  from  medical  conditions  such  as: 

•  different  types  of  arthritis 

•  menstrual  cramps  and  other  types  of  short-term  pain 

Who  should  not  take  a  Non-Steroidal  Anti-Inflammatory  Drug  (NSAID)? 
Do  not  take  an  NSAID  medicine: 

•  if  you  had  an  asthma  attack,  hives,  or  other  allergic  reaction  with  aspirin 
or  any  other  NSAID  medicine 

•  for  pain  right  before  or  after  heart  bypass  surgery 
Tell  your  healthcare  provider: 

•  about  all  of  your  medical  conditions. 

•  about  all  of  the  medicines  you  take.  NSAIDs  and  some  other  medicines 
can  interact  with  each  other  and  cause  serious  side  effects.  Keep  a  list  of 
your  medicines  to  show  to  your  health  care  provider  and  pharmacist. 

•  if  you  are  pregnant.  NSAID  medicines  should  not  be  used  by  pregnant 
women  late  in  their  pregnancy. 

•  if  you  are  breastfeeding.  Talk  to  your  doctor. 

What  are  the  possible  side  effects  of  Non-Steroidal  Anti-Inflammatory 
Drugs  (NSAIDs)? 


Get  emergency  help  right  away  if  you  have  any  of  the  following  symptoms: 


slurred  speech 

swelling  of  the  face  or  throat 


Serious  side  effects  include: 

Other  side  effects  include: 

•  heart  attack 

•  stomach  pain 

•  stroke 

•  constipation 

•  high  blood  pressure 

•  diarrhea 

•  heart  failure  from  body  swelling 

•  gas 

(fluid  retention) 

•  heartburn 

*  kidney  problems  including  kidney 

•  nausea 

failure 

•  vomiting 

•  bleeding  and  ulcers  in  the 

•  dizziness 

stomach  and  intestine 

•  low  red  blood  cells  (anemia) 

•  life-threatening  skin  reactions 

•  life-threatening  allergic  reactions 

•  liver  problems  including  liver  failure 

•  asthma  attacks  in  people  who  have 

asthma 

•  shortness  of  breath  or  trouble 
breathing 

•  chest  pain 

•  weakness  in  one  part  or  side  of 
your  body 

Stop  your  NSAID  medicine  and  call  your  healthcare  provider  right  away  if 
you  have  any  of  the  following  symptoms: 

•  nausea  •  there  is  blood  in  your  bowel 

•  more  tired  or  weaker  than  usual        movement  or  it  is  black  and  sticky 


•  itching 

•  your  skin  or  eyes  look  yellow 

•  stomach  pain 

•  flu-like  symptoms 

•  vomit  I 


like  tar 

•  skin  rash  or  blisters  with  fever 

•  unusual  weight  gain 

•  swelling  of  the  arms  and  legs, 
hands  and  feet 

These  are  not  all  the  side  effects  with  NSAID  medicines.  Talk  to  your 
healthcare  provider  or  pharmacist  for  more  information  about 
NSAID  medicines. 

Other  information  about  Non-Steroidal  Anti-Inflammatory  Drugs  (NSAIDs) 

•  Aspirin  is  an  NSAID  medicine  but  it  does  not  increase  the  chance  of  a 
heart  attack.  Aspirin  can  cause  bleeding  in  the  brain,  stomach,  and  intestines. 
Aspirin  can  also  cause  ulcers  in  the  stomach  and  intestines. 

•  Some  of  these  NSAID  medicines  are  sold  in  lower  doses  without  a 
prescription  (over-the-counter).  Talk  to  your  healthcare  provider  before  using 
over-the-counter  NSAIDs  for  more  than  10  days. 

NSAID  medicines  that  need  a  prescription 


Generic  Name 

Tradename 

Celecoxib 

Celebrex 

Diclofenac 

Cataflam,  Voltaren,  Arthrotec  (combined  with 
misoprostol) 

Diflunisal 

Dolobid 

Etodolac 

Lodine,  Lodine  XL 

Fenoprofen 

Nalfon,  Nalfon  200 

Flurbiprofen 

Ansaid 

Ibuprofen 

Motrin,  Tab-Profen,  Vicoprofen  (combined  with 
hydrocodone),  Combunox  (combined  with  oxycodone) 

Indomethacin 

Indocin,  Indocin  SR,  Indo-Lemmon,  Indomethagan 

Ketoprofen 

Oruvail 

Ketorolac 

Toradol 

Mefenamic  Acid 

Ponstel 

Meloxicam 

Mobic 

Nabumetone 

Relafen 

Naproxen 

Naprosyn,  Anaprox,  Anaprox  DS,  EC-Naproxyn, 
Naprelan,  Naprapac  (copackaged  with  lansoprazole) 

Oxaprozin 

Daypro 

Piroxicam 

Feldene 

Sulindac 

Clinoril 

Tolmetin 

Tolectin,  Tolectin  DS,  Tolectin  600 

This  Medication  Guide  has  been  approved  by  the  U.S.  Food  and  Drug  Administration. 

Distributed  by 

(llfffflf^    (i.D.  Searle  LLC 

^^K^^     Division  of  Pfizer  inc,  NY.  NY  10017 

LAB-0315-1.0  ©  2006  Pfizer  Inc.  All  rights  reserved.  CL264198FJ  Issued  July  2005 
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urnaments.  I  have  won  some  majors,  but  I  suppose  the  most  important 
ing  is  the  fact  that  [golf]  has  been  as  good  as  it  has  been  to  me." 
And  as  good  as  he  has  been  for  the  game. 

Nicklaus  and  Palmer  were  joined  by  South  Africa's  Gary  Player  as  the  dom- 
ant  players  of  their  eras.  Throughout  his  career,  Player  has  been  known  for 
s  unshakable  determination,  his  belief  in  himself  and  his  ability  to  over- 
>me  whatever  problems  have  come  his  way.  He  is  the  true  believer. 
'The  longer  I  live,  the  more  I  realize  the  impact  of  attitude  on  life,"  says 
ayer,  whose  record  includes  victories  in  nine  majors  on  the  PGA  TOUR  and 

nine  on  the  Champions  Tour. 


6  What  a  difficult, 
humbling  experience 
this  game  is.  It 
reminds  me  of  a 
puzzle  without  an 
answer,  because 
today  you  have  it 
and  tomorrow7  you've 
lost  it.  55 

Garv  Plaver 


"Attitude  is  more  important 
than  fact.  It  is  more  important 
than  the  past,  than  education, 
than  money,  than  circumstances,  than 
failures,  than  successes  and  what  peo- 
ple say  or  do.  It  is  more  important  than 
appearances,  giftedness  or  skills.  It  will 
make  or  break  a  company,  a  church, 
a  home.  The  remarkable  thing  is  we 
have  a  choice  every  day  regarding  the 
attitude  we  will  embrace  for  that  par- 
ticular day.  We  cannot  change  the  past. 
We  cannot  change  the  fact  that  people 
will  act  in  a  certain  way.  We  cannot 
change  the  inevitable.  The  only  thing 
we  can  do  is  play  the  one  string  we 


U.S.  Open  at  Cherry  Hills 
Country  Club. 


Lee  Trevino  celebrates  his  play- 
off victory  over  Jack  Nicklaus  at 
the  1971  U.S.  Open  at  Merion 
Golf  Club. 


have,  and  that  is  our  attitude. 
'Golf  has  been  so  great  to  me,"  he  continues.  "What  a  difficult,  humbling 
perience  this  game  is.  It  reminds  me  of  a  puzzle  without  an  answer, 
cause  today  you  have  it  and  tomorrow  you've  lost  it." 

ilent  and  Hard  Work,  the  Tenets  of  Success 

oining  Palmer  and  Player  as  worthy  rivals  to  Nicklaus'  supremacy  is  a 
lyer  who  grew  up  in  stark  poverty  in  Dallas  and  epitomized  Ben  Hogan's 
:tum  that  the  path  to  success  in  golf  lay  in  hard  work  —  and  plenty  of  it. 
The  secret  is  in  the  dirt,"  Hogan  famously  said.  "You  have  to  dig  it  out." 
^nd  dig  it  out  is  just  what  Lee  Trevino  did.  The  result  was  a  remarkable 
-eer  that  saw  him  win  on  TOUR  29  times,  including  victories  in  two  U.S. 
sens,  two  British  Opens  and  two  PGA  Championships.  Coming  into  the 
06  season,  he  also  had  29  wins  on  the  Champions  Tour  that  included  four 
lories  in  majors. 

I  don't  think  I  was  nearly  as  accurate  as  Mr.  Hogan,  but  I  thought  I  could 
more  shots  than  anyone  else,"  Trevino  explains.  "I  learned  to  play  golf  in 
ompletely  different  way  and  I  probably  spent  more  time  at  it  than  anyone 
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Johnny  Miller  won  the  1973  U.S. 
Open  at  Oakmont  Country  Club 
with  a  historic  final-round  63. 


66  I've  got  four 
sons  who  play, 
so  I've  gone*  to 
collegiate  events, 
junior  events,  the 
whole  deal,  and 
these  kids  are  as 
well-behaved 
and  as  together  a 
group  of  kids  as 
we've  ever  had  in 
history.  99 

Johnny  Miller 
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else.  When  you  have  bad  fundamentals,  you  have  to  spend  three  times  longt 
than  anyone  else.  No  one  ever  taught  me  to  play.  I  did  it  in  the  back  alley 
the  back  of  ranges,  did  it  in  fields.  It  was  never  on  the  golf  course,  but 
learned  to  hit  the  ball  well  and  work  it  left  to  right. 

"Now,  if  you  take  me  out  of  my  environment  and  put  me  on  a  Ion 
demanding  course,  I  am  a  dead  man.  I  am  totally  dead.  I  can't  play.  But 
you  put  me  on  a  Donald  Ross-type  course,  I'll  eat  your  lunch.  I  will  e 
your  lunch  every  day.  Those  kinds  of  courses  give  me  options.  You  can 
put  me  in  a  position  where  I  don't  have  an  option  —  by  that  I  mean  goir 
into  the  greens  I  can  hit  six  different  shots.  That's  why  I  had  a  proble 
with  Augusta  National.  I  couldn't  hit  the  ball  high  enough  into  tho: 
I  greens  and  I  wasn't  going  to  change  my  game  to  go  right  to  left  and  hi£ 
for  one  tournament." 

As  one  of  the  game's  shrewdest  and  most  insightful  observers,  Trevino  h 
an  interesting  take  on  the  comparison  between  Nicklaus  and  Tiger  Woods. 
"Jack's  record  is  out  there  for  everyone  to  see,"Trevino  says.  "It's  the  greate 
|  of  all  time.  I  used  to  love  to  go  head-to-head  with  Jack  because  I  knew  if  I  w 
going  to  beat  him  I  had  to  play  my  best.  He  inspired  me  to  play  better.  Now 
jer  has  Jack's  golf  swing  and  mental  capacity  to  map  out  a  course,  and  he  has  m 
thic,  and  that  combination  is  real  dangerous,  believe  me." 
her  player  who  combined  considerable  talent  with  a  Trevino -like  work  ethic 
:atest  player  of  his  generation:  Tom  Watson.  Watson,  who  won  39  PGATOU 
including  five  British  Opens,  two  Masters  and  the  1982  U.S.  Open,  didn 
;o  the  TOUR  with  overwhelming  amateur  credentials  on  a  national  stage,  bi 
something  every  bit  as  important:  a  dream. 

jamed  I  could  be  a  great  player  and  it  turned  out  just  the  way  I  dreamed  it 
says  Watson,  56.  "I  was  lucky  that  I  got  to  compete  against  Jack,  because  how  yc 
measure  up  against  the  best  is  how  you're  defined.  The  game  is  very  healthy  tod; 
because  Tiger's  influence  is  very  similar  to  Jack's.  He's  the  man  to  beat  and  the  pla 
ers  will  raise  their  games  to  try  and  beat  him.  The  game's  been  very  lucky  because  it 
been  graced  by  great  players  who  conducted  themselves  with  decorum  and  playe 
with  etiquette.  That's  not  always  the  top  priority  in  other  sports." 


Price  on  the  Changing  Game 

As  Nick  Price  explains,  these  great  players  acknowledge  the  changes  the  game  h 
seen  in  recent  years,  but  not  all  of  the  changes  have  been  entirely  welcome. 

Price,  the  winner  of  18  PGA  TOUR  events,  including  two  PGA  Championships  ar 
the  1994  British  Open,  has  always  been  respected  for  his  shot-making  skills.  But  \ 
argues  that  today's  game  is  far  different  from  the  game  he  learned  to  play. 

"In  golf,  we've  always  tried  for  as  much  power  as  we  could  generate  while  sti 
having  control  over  the  ball,"  Price  explains.  "Well  now,  it's  very  much  a  powt 
game.  Guys  are  swinging  hard  with  these  new  drivers  because  there's  a  muc 
greater  margin  for  error.  I  also  think  they  should  take  the  60-degree  wedge  out 
the  game.  It  eliminates  a  certain  skill  level.  Now  it's  easy  to  just  loft  a  shot  t 


I 
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Tom  Watson  holes  a  dramatic 
pitch  on  the  17th  hole  in  the  final 
round  of  the  1982  U.S.  Open  at 
the  Pebble  Beach  Golf  Links  — 
one  of  the  most  legendary 
moments  in  golf  history.  He  went 
on  to  beat  Jack  Nicklaus  by 
two  strokes. 


-ound  the  green.  I  might  be  looking  at  it  wrong,  but  I'm  a  purist.  Anyway, 
le  average  fan  wants  to  see  Tiger  hit  a  driver  and  a  S-iron  to  a  580-yard 
ale  and  that's  fine.  Besides,  I  can't  complain.  I'm  49  and  still  playing  golf 
id  you  can't  do  that  in  any  other  sport." 

If  indeed  golf  is  the  sport  for  all  ages,  Johnny  Miller  likes  what  he  sees 
hen  he  looks  at  junior  golfers  today.  Miller,  who  won  25  TOUR  events, 
icluding  the  1973  U.S.  Open  and  the  1976  British  Open,  is  positively  bull- 
h  on  the  kids. 

"I've  got  four  sons  who  play,  so  I've  gone  to  collegiate  events,  junior 
/ents,  the  whole  deal,  and  these  kids  are  as  well-behaved  and  as  together 
group  of  kids  as  we've  ever  had  in  history.  I  mean,  you  never  even  see  an 
Lcident  anymore.  You  don't  see  kids  helicoptering  clubs,  and  if  they  do, 
tey 're  out  of  there.  It  didn't  used  to  be  that  way.  I  remember  when  it  was 
ke  [tennis  players]  Connors,  McEnroe  and  Nastase  time. 
"One  time,  watching  a  tournament  with  my  dad  at  Harding  Park  in  San 
rancisco  when  I  was  about  ten  years  old,  I  watched  a  player  bury  the  club 
3  to  the  hosel.  I  said  to  my  dad,  'I  guess  that's  what  you  do  when  you  miss 
l  iron,  huh,  dad?'  My  dad  said,  'No,  you  don't  need  to  do  that.'  It  was  a 
-eat  lesson." 


he  Wisdom  of  the  Ages 

In  fact,  golf  remains  a  game  that  teaches  great  lessons.  No  one  knows  this  better 
tan  94-year-old  Byron  Nelson,  whose  52  TOUR  victories  include  two  wins  in  the 
[asters,  the  1939  U.S.  Open  and  two  PGA  Championships.  In  1945,  Nelson  set  two 
:cords  that  will  almost  certainly  stand  forever:  He  won  1 1  tournaments  in  a  row  and 

18  in  all.  But  even  given  all  that,  his 
enduring  legacy  transcends  his  victories. 

"People  will  always  argue  who  is  the 
greatest  player  of  all  time,  but  there's 
no  question  that  Byron  Nelson  is  the 
game's  greatest  gentleman,"  says  1964 
U.S.  Open  champion  Ken  Venturi,  who 
polished  his  game  under  Nelson's  wise 
tutelage. 

Today,  Nelson  and  his  wife  Peggy  live 
comfortably  on  the  ranch  he  bought  with 
his  winnings.  He  still  follows  the  game  and 
the  years  have  done  nothing  to  diminish 
his  love  for  it. 

"Golf  is  the  greatest  game  in  the  world  because  the  people  connected  with  it 
•e  wonderful,"  Nelson  says.  "You  also  run  into  the  nicest  people  around  golf, 
remember  seeing  a  friend  of  mine  at  a  club  in  Florida.  I  asked  about  her  son, 
>hn.  She  said  he  was  at  the  golf  course.  I  said,  'That's  wonderful,  because  when- 
/er  children  are  at  a  golf  course,  they're  at  a  good  place.'"  I 


»6  Golf  is  the  greatest 
game  in  the  world 
because  the  people 
connected  with  it 
are  wonderful.  99 

Byron  Nelson 


MEB  DIRECTORY 


Canon  USA 
www.usa.canon.com 

Pfizer 

www.pffzer.com 

The  Royal  Bank  of  Scotland 
www.rbs.co.ulc 


Gold  Fever 


Surging  commodity  prices  have  gol 
gold,  oil — even  uranium.  Here  co 


Seat  of  honor?  U.S.  Gold  Corp.'s  Robert 
McEwen  atop  180,000  ounces  of  gold. 


1  OT  SO  LONG  AGO  EVERYTHING  WAS 
I  going  wrong  for  Rick  van  Nieuwenhuyse. 
I  A  onetime  exploration  executive  at 
Placer  Dome,  he'd  quit  his  job  and  taken 
1  over  penny  stock  NovaGold  Resources  to 
look  for  the  yellow  metal  in  his  home  state  of  Alaska. 
Then  gold  plunged  to  $255  an  ounce  in  2001.  To  make 
ends  meet  Van  Nieuwenhuyse,  now  50,  had  to  turn 
NovaGold  into  a  sand-and-gravel  producer  in  western 
Alaska.  But  with  precious-metal  prices  recently  hitting 
a  26-year  high,  he  is  a  changed  man.  "In  the  next  cou- 
ple of  years,"  he  declares,  "you  will  see  gold  at 
$1,000." 

There  are  believers.  The  market  cap 
for  NovaGold,  which  trades  on  the 
American  Stock  Exchange,  recently 
reached  $1.1  billion;  Van  Nieuwenhuyse 
says  the  shares  are  undervalued.  Never  mind 
that  the  company  still  has  very  modest  rev- 
enue. It  has  raised  $176  million  in  recent 
months  by  issuing  shares  with  the  help  of  Citi- 
group to  fund  feasibility  studies  and  new  explo- 
ration ventures.  In  2001  Van  Nieuwenhuyse  struck 
a  $10  million  deal  with  Placer  Dome  to  buy  at 
least  a  30%  stake  in  Donlin  Creek,  which  has 
an  estimated  28  million  ounces  of  gold  in 
southwest  Alaska.  In  2003  he  grabbed 
Galore  Creek  and  its 
14  million  ounces  of 
gold  and  12  billion 
pounds  of  copper  in 
northwestern  British 
Columbia  for  $20  million 
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lvestors  thinking  about  ways  to  play 
lie  promoters.  By  Nathan  Vardi 


I 


of  lOUs  to  Rio  Tinto  and  Anglo  American.  Economic 
assessments  are  expected  for  Donlin  in  2007  and  Galore 
this  fall. 

Van  Nieuwenhuyse  is  expecting  something  of  a  mir- 
acle. By  2012,  he  says,  NovaGold  will  pull  700,000  ounces 
a  year  out  of  the  ground.  (Barrick  Gold  Corp.  of  Toronto, 
now  the  worlds  largest  producer,  expects  to  mine  8.6  mil- 
lion ounces  in  2006.)  To  get  there  NovaGold  will  need  to 
raise  $1.1  billion  in  debt  and  equity,  and  quickly  build 
mines  in  remote  locations.  Developing  Donlin  Creek 
means  barging  equipment  up  the  Kuskok- 
wim  River,  navigable  only  six  months  of  the 
year.  At  Galore  the  four-year  construction 
project  includes  an  84-mile  road  that  will 
wind  across  the  wilderness,  through  a  2.5- 
mile  mountain  tunnel  and  over  at  least  ten 
bridges.  Both  ventures  require  delicate 
diplomatic  relations  with  native  interests 
and  regional  regulators.  Yet  Van  Nieuwen- 
huyse shrugs  off  such  obstacles.  "In  a  more 
ho-hum  market  it  would  be  a  huge  chal- 
lenge," he  says. 

Ho-hum?  Try  hysterical.  Gold  hit  $723 
a  troy  ounce  (that's  31.1  grams)  in  May 
before  settling  down  to  a  recent  $643,  still  up  24%  since 
the  start  of  the  year.  Investors  poured  $4.2  billion  into  U.S. 
gold  mutual  funds  between  January  and  April,  compared 
with  $3.7  billion  for  all  of  last  year.  Two  new  gold- 
exchange-traded  funds  have  pulled  in  $7.1  billion  since 
their  creation  in  late  2004.  Gold  fever  has  seized  giants 
like  Barrick,  which  spent  $10.4  billion  to  acquire  Placer 
Dome,  the  sixth-largest  gold-mining  outfit,  at  the  begin- 
ning of  the  year. 


The  commodities  craze  has  also 
kicked  up  prices  for  silver,  copper,  ura- 
nium and,  of  course,  oil.  Name  your 
driving  force:  demand  from  China  and 
India;  anxiety  over  Iraq  and  Iran;  a  des- 
perate hedge  against  inflation  (see  p. 
166).  Whatever  the  causes,  the  phenom- 
enon has  given  hope  to  goldbugs  hoping 
to  end  their  quarter-century  diaspora 
and  to  investors  whose  stock  market 
losses  have  still  not  been 
made  whole.  And  it  has 
given  opportunity  to  huck- 
sters who  seem  to  be  more  adept  at  sell- 
ing shares  than  selling  any  commodity. 
Some  of  these  impresarios  are 
legit  and  may  even  strike  it  j 
rich.  Some  have  few  assets 
(other  than  investor  funds),  no 
financial  history  and  even  less 
operating  experience. 

Then  again,  who  remembers  the  dis- 
reputable Vancouver  Stock  Exchange, 
long  a  haven  for  thinly  traded  stocks  that 
drilled  unsuccessfully  for  one  metal  or  another, 
which  finally  shuttered  in  1999?  The  American  Stock 
Exchange  and  the  o-t-c  bulletin  board  are  willing  to 
list  these  latter-day  stock  vendors.  What  about  the 
Bre-X  scandal  of  1997 — when  promises  of  a  moun- 
tain of  gold  in  Borneo  turned  out  to  be  a  few  ore 
samples  salted  with  gold  dust?  New  requirements  (in 
Canada,  at  least)  for  verification  of  claims  by  a  geol- 
ogist are  but  speed  bumps  to  the  fastest-talking  pitch- 
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men  of  precious  metals. 

Mining  companies  with  no  revenues 
raised  $6  billion  last  year  by  issuing 
shares  on  stock  exchanges,  largely  in 
Canada,  the  U.K.  and  Australia.  They 
will  likely  surpass  that  mark  this  year, 
says  research  firm  Gamah  International, 
thanks  to  a  flood  of  press  releases,  tie- 
ins  with  newsletter  writers  and  promo- 
tional shows  like  the  recent  New  York 
Hard  Assets  Investment  Conference,  a 
free  event  at  the  Times  Square  Marriott 
Marquis  that  drew  crowds  in  suits  and 
T  shirts  and  170  sponsors.  Some  claims 
made  there  were  difficult  to  compre- 
hend. "My  oil  shale  has  uranium,"  Ed 
Godin,  chief  executive  of  Continental 
Precious  Minerals,  told  a  crowd  that  had 
earlier  been  treated  to  a  talk  called  "Ura- 
nium—The Biggest  Boom  in  History!" 

Hold  your  breath.  For  a  decade,  if 
you  bought  into  Crystallex  Interna- 
tional. The  Toronto  mining  company 
has  already  spent  nearly  that  long  trying 
to  develop  Las  Cristinas,  a  gold  deposit 
in  Venezuela,  and  is  convincing  big 
investors  that  it's  on  the  verge  of  a  break- 
through. No  matter  that  the  fate  of  the 
company  rests  with  Hugo  Chavez,  the 
bad  boy  of  Latin  America,  who  has  been 
known  to  renege  on  deals  with  gringos, 
or  that  in  its  most  recent  year  it  lost 
$45  million  on  revenue  of  $25  million. 
Crystallex,  which  trades  on  the  Amex, 
has  a  market  cap  of  $863  million. 

That  the  company  has  any  life  at  all 
is  a  tribute  to  Marc  Oppenheimer  of 
Leonia,  N.J.,  who  made  up  in  salesman- 
ship whatever  he  might've  lacked  in 
seismic  expertise.  Starting  out  as  a  loan 
officer  for  Chase  Manhattan  Bank  he  became  an  executive  vice 
president  at  the  $2.4  billion  money  management  firm  Kenmar 
Global  Investment  Management,  but  along  the  way  took  over 
Crystallex  in  1995.  Two  years  later  he  secured  the  rights  for  Las 
Cristinas  from  a  private  company.  Problem  was,  the  Venezue- 
lan government  had  already  cut  a  deal  for  the  property  with 
Placer  Dome.  Crystallex  continued  its  claim  in  Venezuelan 
courts  even  as  Placer  Dome  abandoned  the  project  and  the 
government  renationalized  it. 

While  the  entanglements  continued,  Oppenheimer  signed 
a  deal  in  2002  with  the  Caracas  government  and  the  CVG,  a 
state  industrial  holding  company,  to  develop  the  site  in  return 
for  paying  the  government  $15  million  and  up  to  a  6%  royalty. 
By  then  it  was  time  to  step  aside  and  let  someone  with  field 


Reversal  in  fortune: 
Rick  van  Nieuwenhuyse 
once  had  to  mine  for 
sand  and  gravel. 


experience  take  over.  His  replacement,  Todd  Bruce,  is  a  Lin- 
coln, Neb. -born  geologist  who  had  been  president  at  Iamgold, 
a  midsize  gold  producer. 

Dealing  with  Caracas  over  the  last  two  years,  Crystallex  has 
regularly  bounced  from  elation  to  despair  and  back  again.  Its 
share  price  has  followed  the  rapid  swings.  The  Chavez  govern- 
ment has  approved  a  feasibility  study  twice,  but,  inexplicably, 
has  declined  to  issue  the  necessary  environmental  permits. 
Bruce  claimed  the  company  got  close,  very  close.  But  last  year 
Venezuela's  president  reportedly  said  he  was  canceling  all  min- 
ing concessions. 

Where  does  that  leave  Crystallex?  It  has  spent  $94  million 
and  committed  $179  million  more  for  crushers  and  grinding 
mills.  Today  the  mining  fleet  is  idling  in  a  Houston  port.  There 
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is  gold  in  Las  Cristinas— up  to  13.6  million  ounces  of  it, 
according  to  a  February  report  from  an  outside  consultancy. 
But  getting  to  it  may  be  impossible  for  some  time.  Company 
shares  were  hit  hard  in  May,  dropping  31%  after  the  new  Boli- 
vian President  Evo  Morales  decided  to  nationalize  his  nations 
oil  and  gas  industry.  Investors  were  not  reacting  to  Bolivia, 
where  Crystallex  has  no  operations,  but  to  the  man  ultimately 
pulling  the  strings  in  increasingly  anticapitalistic  Latin  Amer- 
ica. "There  is  a  large  degree  of  misunderstanding  of  Hugo 
Chavez,"  insists  Bruce.  "[Venezuelans]  are  transparent,  they 
want  development,  they  want  foreign  investment."  Buena 
suerte. 

Robert  McEwen  believes  it's  easier  to  strike  it  big  by  staying 
closer  to  home.  At  56,  the  soft-spoken,  mustachioed  former 
money  manager  is  looking  for  the  next  mother  lode  in 

Gold  mani 
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iKe  the  tech 

a  sector  blowing  off." 


Nevada— a  logical  place  since  the  state  produces  more  gold  than 
any  other  in  the  U.S.  McEwen  implies  that  we're  at  the  start  of  a 
classic  boom-and-bust  cycle  but  is  plunging  in  anyway.  "The 
gold  price  will  go  to  the  stratosphere,  like  the  tech  era,  a  sector 
blowing  offT  he  says.  But  he's  also  a  shameless  promoter.  "You 
can  get  to  a  $5,000  number,"  he  says,  though  his  explanation  is  a 
bit  far-fetched.  Gold  prices,  he  says,  increased  20  times  between 
the  $41  trough  in  1971  and  the  $850  peak  in  1980.  Apply  the 
same  multiplier  to  the  low  price  of  $255  in  2001  and  you  get 
more  than  five  grand. 

McEwen's  current  strategy  can  best  be  described  as  success 
by  analogy.  Last  year  he  spent  $4  million  to  purchase  33%  of 
U.S.  Gold  Corp.  in  Lake- 


been  sparse  and  rarely  reached  below  1,000  feet;  he's  convinced 
you  have  to  go  down  2,000  feet,  which  he  plans  to  start  doing 
this  month. 

Meantime,  he  has  built  up  U.S.  Gold  Corp.— on  paper,  at 
least.  He  spent  $20  million  of  his  own  to  buy  additional  shares 
and  warrants,  as  well  as  stakes  in  four  other  penny  stocks  that 
owned  mineral  rights  nearby  Later  he  announced  U.S.  Gold 
would  use  $257  million  of  its  stock  to  buy  those  companies.  The 
payoff:  In  just  ten  months,  without  breaking  ground,  U.S.  Gold's 
price  has  jumped  twentyfold  to  $7.20  a  share;  McEwen's  shares 
are  now  worth  $125  million.  As  he  proclaimed  in  a  recent  letter 
to  investors,  "Right  Time,  Right  Place,  Right  Trend!" 

But  right  company?  McEwen  proved  himself  once  before 
at  GoldCorp,  a  Canadian  outfit.  In  the  mid-1990s  he  started 
poking  holes  in  an  underperforming  mine  in  northwestern 
Ontario  called  Red  Lake.  He  had  a  hunch  that 
he  could  find  the  kind  of  high-grade  gold  pro- 
Ay/\       duced  by  nearby  properties  like  Campbell  Mine. 

Red  Lake  is  now  one  of  the  richest  gold  mines 
in  the  world  with  more  than  2  ounces  of  gold 
per  ton  of  rock;  GoldCorp  is  valued  at  $1 1  bil- 
lion, thanks  to  the  mine  and  a  recent  merger.  McEwen  battled 
through  a  46-month  mine  strike,  which  included  a  death 
threat,  and  became  known  for  his  promotional  antics.  He 
launched  online  contests  offering  cash  prizes  for  whoever 
could  make  the  best  case  of  where  to  drill,  using  GoldCorp's 
proprietary  geological  information,  which  he  shared  on  the 
company  Web  site.  The  top  four  winners  took  home  $325,000, 
and  one  of  them,  Mark  O'Dea,  now  runs  a  gold  and  uranium 
exploration  company  that  trades  on  the  American  Stock 
Exchange.  McEwen  left  GoldCorp  last  year  to  go  off  on  his 
own.  Should  he  have  stayed? 

Sheldon  Inwentash  couldn't  be  happier  where  he  is  today- 


wood,  Colo.,  then  a  penny 
stock  trading  on  the  o-t-c 
bulletin  board.  The  com- 
pany's main  asset  is  the  explo- 
ration rights  to  Tonkin 
Springs  in  areas  in  north  cen- 
tral Nevada  known  as  the 
Cortez  Trend.  What's  so  spe- 
cial about  that  property? 
McEwen  says  the  Cortez 
Trend  may  resemble  the 
nearby  Carlin  Trend,  where 
companies  like  Barrick  and 
Newmont  Mining  Corp.  have 
over  the  years  mined  millions 
of  ounces  of  gold.  Folks  have 
tried  for  similar  success  in 
Tonkin  Springs  over  the  last 
20  years  but  without  any  luck. 
McEwen  says  the  drilling  has 


Just  try  getting  any  gold  out  of 
Venezuela:  Crystallex's  Todd  Bruce. 
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promoting  that  other  yel- 
low metal,  uranium,  used 
to  power  nuclear  plants 
(and  make  Iranian 
bombs).  The  price  of  yel- 
lowcake,  a  semirefined  ore 
that  is  mosdy  uranium 
oxide,  has  quadrupled  in 
three  years  to  $42  a  pound; 
there  are  now  320  ura- 
nium companies  around 
the  globe.  "You  look  at  the 
number  of  nuclear  plants 
on  the  drawing  board  or 
in  construction  and  there 
literally  is  not  enough 
available  uranium,"  says 
Inwentash,  a  50-year- 
old  Toronto  accountant 
turned  venture  capitalist.  His  numbers  doht  quite  add  up. 
Uranium  demand  will  certainly  increase  as  new  plants  open  in 
China  and  India  over  the  next  ten  years.  But,  says  Felix  Killar, 
senior  director  at  the  Nuclear  Energy  Institute,  the  industry's 
lobbying  group,  "we  are  not  going  to  have  vast  uranium  short- 
ages. There  are  people  who  are  taking  advantage  of  the 
situation." 

Inwentash  spent  the  1990s  not  in  the  bowels  of  a  uranium 
mill  but  pursuing  riches  in  high  tech  and  biotech  via  publicly 
traded  venture  funds  through  Pinetree  Capital,  which  he 
founded  in  1992.  He  did  have  a  meltdown  or  two,  including 
Visible  Genetics,  a  company  that  made  DNA-sequencing  kits 
used  to  analyze  genes  linked  to  disease.  Its  shares  briefly 
spiked  to  $110  on  Nasdaq  in  2000  before  crashing.  Bayer 
bought  it  for  $61  million,  $1.50  a  share,  in  2002. 

Hoping  to  recover  from  the  stock  market  crash,  Inwentash 
turned  Pinetree's  attention  in  2003  to  gold  and  uranium.  Since 


Premier  promoters:  Ivanhoe 
Energy's  Robert  Friedland;  Sheldon 
Inwentash  of  Pinetree  Capital. 


state,  has  a  long-standing  ban  on  uranium  mining.  Ever  the 
optimist,  Inwentash  insists  that  change  is  in  the  air.  "It's  not 
a  law;  it's  a  policy,"  he  says.  "There  is  going  to  be  a  meeting 
in  April  2007,  and  the  consensus  is  they  are  going  to  change 
that  policy." 

Investors  don't  seem  to  care  at  all.  Mega's  shares  are  up 
330%  in  the  last  12  months,  and  the  company  is  currendy  val- 
ued at  $300  million  on  revenue  of  $100,000  or  so.  Inwentash 
says  interest  in  the  stock  has  been  driven  by  James  Dines,  a 
gold  fan  who  runs  the  Dines  Letter  out  of  Belvedere,  Calif.  The 
two  met  and  bonded,  Inwentash  says,  at  investor  shows.  Dines 
markets  himself  as  the  "original  uranium  bug"  but  is  a  bit 
press-shy.  Approached  at  a  May  conference  in  New  York,  he 
refused  to  answer  questions  about  his  recommendations  of 
Mega  and  Pinetree.  "I  am  not  interested,"  he  muttered  to  a 
reporter  before  retreating  to  his 
booth,  manned  by  five  uranium- 
blonde  models. 

If  he  fails  to  make  it  in  radio- 
active isotopes,  Inwentash  has 
another  chance  to  strike  it  big  in 
oil.  He  and  Pinetree  own  3  million 
shares  in  Can  West  Petroleum 
Corp.,  which  trades  on  the  o-t-c 
bulletin  board  and  is  trying  to 
become  Saskatchewan's  first  oil 
sands  company.  Promoters  have 
used  CanWest,  incorporated  in  Colorado,  to  issue  millions  of 
shares  to  cronies  and  to  seize  on  the  dramatic  activity  next 
door,  in  Alberta's  Athabasca  tar  sands,  where  the  oil  industry  is 
investing  $50  billion  over  the  next  five  years. 

So  far,  rash  promises  have  stood  in  for  real  profits.  With 
no  revenues  to  speak  of,  CanWest  shares  recently  changed 
hands  at  $6.25  (market  cap:  $660  million),  up  from  37  cents  a 
year  ago.  The  company  has  attracted  big  investors,  like 
Boston's  Wellington  Management,  the  respectable  subadviser 


for  fund  vendor  Vanguard.  But  its 

Foere  are  people  Qut  there  who  are        brief  history  doesn't  inspire  much 

taking  advantage 

CanWest  is  the  creation  of 

OI  the  SltliatlOn."  Timothy  Brock,  a  Vancouver 


then  he  and  his  wife  have  amassed  stakes  recently  worth  a 
combined  $100  million  in  various  natural  resources  compa- 
nies that  trade  on  Toronto  exchanges.  Pinetree,  whose  stock  is 
up  668%  this  year,  is  valued  at  $275  million.  Inwentash  and 
Pinetree,  indirecdy,  also  own  stakes  in  Mega  Uranium,  which 
aspires  to  mine  the  stuff. 

Yes,  aspires.  Mega  has  claims  to  some  very  rich  fields 
but  isn't  doing  any  mining  at  the  moment.  Since  January 
2005  it  has  acquired  the  rights  to  Ben  Lomond,  a  10-million- 
pound  uranium  deposit,  and  to  Maureen  (6.5  million 
pounds),  both  in  Queensland,  Australia.  Unfortunately  for 
Inwentash  and  his  backers,  the  Labor  Party,  which  runs  the 


investor  who  has  gotten  in  trouble 
with  the  authorities.  In  2003  he  admitted  to  conducting  37 
"wash  trades,"  where  he  was  at  the  same  time  a  buyer  and 
seller  of  shares  in  companies  in  which  he  was  a  director,  like 
War  Eagle  Mining.  As  part  of  his  settlement,  Brock  was 
banned  by  the  British  Columbia  Securities  Commission 
from  being  a  director  or  officer  of  any  public  company  until 
2008.  Brock  says  he  was  "only  one  member  of  an  overall 
team"  but  received  more  than  4  million  stock  options  and 
shares  from  CanWest  for  "consulting  services."  His  associates 
have  been  enriching  themselves,  too.  CanWest  bought  an 
Alberta  oil  prospect  from  a  company  controlled  by  Morris  E. 
Schorn  for  4  million  shares.  (Schorn's  brother,  Terence,  is 
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president  of  War  Eagle  Mining.)  Can  West  sold  the  Alberta 
prospect  in  October  for  "nominal  cash  proceeds"  and  wrote 
off  the  investment. 

But  the  company  has  made  out  well  in  other  investments. 
In  2004  Can  West  bought  49%  of  what  is  now  850,000  acres  of 
Saskatchewan  oil  sands  prospects  and  an  option  for  the  rest.  It 
called  the  property  Firebag  East,  deliberately  aping  Suncor  En- 
ergy's well-known  Firebag  project,  30  miles  away.  To  legitimize 
the  effort,  Brock  recruited  Christopher  Hopkins,  cofounder  of 
a  true  oil  sands  success  story,  Synenco  Energy.  Hopkins  didn't 


tie,  tedious  questions,"  he  said  of  a  reporter.  Yet,  says  Hopkins 
of  Wilson:  "The  sins  of  the  past — he  is  there  specifically  to 
erase  those  things." 

For  some  promoters,  the  past  is  never  past.  Robert 
Friedland,  the  world's  biggest  mining  enthusiast,  is  flog- 
ging yet  another  incredible  idea.  The  Chicago-born 
billionaire,  55,  left  a  mess  at  a  gold  mine  in  Summitville, 
Colo,  that  resulted  in  a  settlement  with  the  Department  of 
Justice  and  a  $20  million  payment.  (The  feds  paid 
Friedland  $1.3  million  for  his  Canadian  legal  fees;  and 


join  Can  West  but  formed  .      „-       -         .  -  . 

"We  are  m  the  best  boom  since 

the  1970s.  Don't  waste  it." 


$2,000 


another  company,  Oilsands 
Quest,  which  acquired 
CanWests  Saskatchewan 
property  for  70%  of  its  * 
shares.  (Can West  now  owns  60%  of  Oilsands  Quest.) 

Hopkins  spent  the  winter  drilling,  and  in  April  said  19 
of  his  24  holes  found  oil  sands.  That  did  not  surprise  those 
in  the  know.  Shell  briefly  drilled  42  holes  in  the  area  in  the 
1970s,  and  two  of  them  struck.  Oilsands  Quest  tried  to 
explore  close  to  the  old  Shell  holes,  says  Edward  Dancsok, 
a  Saskatchewan  government  geological  engineer.  "They 
have  confirmed  what  had  been  found  back  in  the  1970s," 
says  Dancsok.  But  Hopkins  insists  the  oil  sands  he  found, 
verified  by  a  consultant,  are  impressive  because  of  their 
"meaningful  thickness."  He  sees  no  reason  why  oil  sands 
deposits  should  stop  at  a  man-made 
Alberta/Saskatchewan  border,  says 
more  information  will  be  released  in 
the  summer  and  plans  at  least  150 
more  holes  for  next  winter. 

Drilling  brought  in  more  than 
petroleum  prospects.  Last  August 
Can  West  issued  $5.2  million  of  con- 
vertible notes — in  excess  of  what  it 
needed  to  buy  oil  sands  prospects  in 
Alberta— most  of  which  was  turned 
into  equity.  Among  those  in  on  the 
deal  were  Inwentash;  Douglas  Casey, 
who  runs  a  Vermont  newsletter  that 
has  since  recommended  the  stock; 
and  Romeo  D'Angela,  now  a  Can  West 
director  who  runs  the  hedge  fund 
Novadan  Capital,  which  received 
1  million  shares  in  December  for  con- 
sulting services.  Brock  has  left,  and 
Thornton  Donaldson,  CanWest's 
long-time  chief  executive,  resigned  in 
May.  His  replacement,  Murray 
Wilson,  a  Calgary  investment  banker, 
called  questions  about  his  Can  West 
predecessors  "irrelevant"  and  got 
upset  when  they  were  posed  to  him.  "I 
am  pissed  off  with  this  guy  and  his  lit- 


Yellow  Peril— or  Play? 

Despite  a  recent  drop,  the  price  of 
gold  is  way  up  and  so  are  net  inflows 
to  gold  funds.  Is  it  too  late  to  get  in? 
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Friedland  claims  he  has  recouped  $17  million  from  other 
parties.)  Earlier  this  year  he  took  time  away  from  the  cop- 
per deposit  he  is  trying  to  develop  in  Mongolia  to  plug  his 
oil  company,  Ivanhoe  Energy.  It  issued  a  press  release  in 
January  trumpeting  new  technology  that  cheaply  upgrades 
the  kind  of  heavy  oil  found  in  Venezuela  and  mined  out  of 
Canada's  tar  sands  with  rapid  applications  of  heat  using 
sand  as  the  heat  carrier.  Ivanhoe,  the  announcement  pro- 
claimed, had  just  successfully  completed  a  test  run  at  a 
demonstration  plant  outside  Bakersfield,  Calif.  "What  we 
saw  last  week  was  not  unlike  the  first  flight  of  the  Kitty 
Hawk,"  said  Friedland,  Ivanhoe's 
cofounder  and  deputy  chairman,  in 
a  conference  call  the  next  day.  That 
technology,  he  claimed,  could 
potentially  help  Ivanhoe  achieve  a 
market  value  on  a  par  with  Google. 

With  divine  intervention,  perhaps. 
Ivanhoe  Energy  lost  $13.5  million  last 
year  on  $30  million  in  sales.  Yet  its 
shares  are  up  50%  since  the  press 
release  to  a  recent  $2.26.  To  put  funds 
behind  his  faith,  Friedland  recently 
bought  $5  million  of  Ivanhoe  stock; 
his  20%  stake  is  now  worth  $103 
million. 

Tempting  as  it  may  be  to  partici- 
pate in  the  commodity  frenzy,  some 
of  the  most  ardent  fans  are  starting  to 
eye  the  exits.  Arthur  (Rick)  Rule,  who 
runs  a  brokerage  focusing  on  small 
gold  and  oil  companies  in  Carlsbad, 
Calif.,  told  followers  who  packed  a 
New  York  City  conference  room  in 
May  to  start  selling  their  positions. 
"Make  the  money  and  take  the 
money,"  he  advised.  "We  are  in  the 
best  boom  since  the  1970s.  Don't 
waste  it."  F 
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Small  Category  (Less  than  $100  Million  in  annual  revenue  or  budg 


Creative  Good  congratulates 
the  winners  of  the 


Copernican 
Awards 


CREATIVE 


good. 


THE 

COPERNICAN 
AWARDS  2006 


The  Copernican  Awards  celebrate 
organizations  that  place  the  needs  and 
expectations  of  their  customers  at 
the  center  of  their  strategy.  Like  the 
misguided  early  notion  —  debunked  by 
Copernicus  ■ —  that  the  universe  revolves 
around  the  earth,  many  businesses 
today  still  think  that  they  are  at  the  cen- 
ter of  the  business  universe. 

But  companies  like  these  honorees 
are  truly  customer  centric,  allowing 
customer  insights  to  shape  strategy, 


culture,  and  every  aspect  of  the  cus- 
tomer experience. 

The  Copernican  Awards  were  estab- 
lished by  the  Customer  Experience 
Councils.  Facilitated  by  Creative  Good, 
the  Councils  are  forums  for  senior  exec- 
utives from  many  industries  to  share  best 
practices;  and  to  recognize  and  support 
companies  that  are  making  a  commit- 
ment to  the  customer  experience. 

www.  creativegood  .com 
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Ship 
Of 

Fools 

Two  decades  ago  investors  gave  Tommy 
Thompson  millions  for  a  piece  of  buried 
treasure.  Will  they  ever  see  their  money? 

By  Mark  Tatge  and  Miriam  Gottfried 


WHERE  IS  TOMMY  G. 
Thompson?  Not  so 
long  ago  the  marine 
engineer  from  Colum- 
bus, Ohio  was  every- 
where, raising  $55  million  in  equity  and 
debt  financing  and  promoting  the  latest 
underwater  technology  to  salvage  gold 
from  the  bottom  of  the  Atlantic  Ocean. 
He  once  gave  frequent  press  interviews 
and  authorized  books  and  TV  documen- 
taries to  commemorate  his  recovery  of  a 
vast  sunken  treasure  from  the  ship- 
wrecked S.S.  Central  America — hundreds 
of  gold  Double  Eagle  coins,  bars  and 
ingots  valued  at  $100  million  to  $400 
million.  Some  of  that  loot  went  on 
national  tour;  an  estimated  $100  million 
was  sold  in  heavily  publicized  sales  and 
auctions. 

Today  1  hompson,  54,  is  hard  to  find  His 
last  residei.     address  in  public  records:  a 


trailer  park  in  Fort  Pierce,  Fla.  No  one  an- 
swers the  phone  there  or  at  his  former 
Columbus  address.  Investors  who  financed 
Thompsons  Recovery  Limited  Partnership 
haven't  seen  a  penny  of  returns,  19  years  after 
the  recovery  of  the  treasure,  and  fear  that 
Thompson  left  town  with  many  millions.  It's 
been  so  long,  the  limited  partners  are  dying 
off.  Some  of  the  surviving  partners  are  suing 
to  see  their  money  again — or,  at  least,  get 
an  accounting. 

"Has  plaintiff's  in- 
vestment in  [the  part- 
nership] been  squan- 
dered or  lost — or  worse?" 
asks  frustrated  attorney 
Steven  Tigges,  who  is 
representing  Dispatch 
Publishing  and  former 
Ohio  Company  president 
Donald  Fanta.  Tigges 
has  learned  very  little 


because  Thompson's  attorneys  are  doing 
their  best  to  keep  everything  secret.  In  late 
February  they  persuaded  a  state  judge  to 
seal  the  Ohio  investor  pleadings  and  dock- 
ets. (A  federal  judge  unsealed  them  in  May 
at  the  request  of  FORBES  and  others.) 

The  long  postrecovery  game  of  legal 
cat-and-mouse  has  kept  the  wraps  on 
nearly  everything,  including  partnership 
expenses.  No  one  knows  the  exact  con- 
tents of  the  treasure  or 
its  real  value  because 
those  details  have  been 
sealed  at  Thompson's 
request — even  as  he 
boasted  to  the  world 
outside  the  court  that 
his  find  was  worth  as 
much  as  $1  billion.  All 
this  has  led  some 
investors  to  suspect  the 
worst.  "I  think  he  was 
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Darkness  made  not  quite  visible:  loot  from  the  wreck  of  the  S.S.  Central  America;  Tommy  Thompson,  who  seems  to  have  dropped  out  of  sight. 


lishonest  from  the  word  go,"  says  John  G. 
vlcCoy,  94,  former  chief  executive  of  Bank 
3ne  (now  part  of  JPMorgan  Chase),  who 
nvested  $219,000  with  his  wife.  Adds 
Columbus  attorney  John  J.  Chester  Sr., 
vho  invested  $180,000:  "Everything  to 
lim  is  a  deep  dark  secret." 

What's  clear  is  that  treasure  hunting  cap- 
ivated  Thompson  ever  since  he  graduated 
is  an  engineer  from  Ohio  State  University 
n  1975.  A  nerdy  introvert,  known  for  wear- 
ng  black  socks  and  hard  leather  shoes  with 
Bermuda  shorts,  Thompson  was  hired  in 
.981  by  the  R&D  firm  Battelle  Memorial  In- 
finite at  its  Columbus  lab  to  study  mining 
he  ocean  for  minerals.  But  Thompson  was 
nore  inclined  to  mine  for  shipwrecked  gold. 
}y  the  1980s  technological  advances  made 
t  feasible  to  scour  the  ocean's  depths  using 
iny  unmanned  submarines.  Thompson 
>egan  studying  charts  and  manifests  of 
vrecks  like  the  Titanic  and  the  Andrea  Doria 


for  information  about  the  location  of  the 
ships  and  the  values  of  their  cargoes. 

Exploiting  a  certain  dorkish  charm, 
Thompson  in  1985  started  pitching  to  a  hand- 
ful of  Ohio  investors,  over  bites  of  lunch,  a  plan 
to  find  the  Central  America,  a  wooden  side- 
wheeler  that  went  down  in  a  hurricane  off  the 
coast  of  North  Carolina  in  1857,  killing  425 
people  on  board  and  taking  a  fortune  in  bul- 
lion and  newly  minted  $20  coins  8,000  feet 
down  to  the  ocean  floor.  It  was  a  great  story. 
"Everybody  knew  the  probability  of  finding 
gold  was  zero,  but  people  still  wanted  to  in- 
vest," recalls  Donald  D  Glower,  retired  dean 
of  Ohio  State  University's  College  of  Engineer- 
ing and  a  mentor  to  Thompson.  Glower  was 
happy  to  make  the  introductions.  "I  always 
thought  he  was  honest." 

Buried  treasure — what  better  way  is 
there  to  captivate  speculators?  One  hun- 
dred sixty-one  investors,  including  devel- 
oper Don  M.  Casto,  Columbus  Dispatch 


publisher  John  E  Wolfe  and  Worthington 
Industries  founder  John  H.  McConnell, 
anted  up  in  a  series  of  private  partnership 
deals  over  the  next  nine  years.  Thompson 
borrowed  tens  of  millions  more.  As  gen- 
eral partner,  Thompson  stood  to  receive 
40%  of  net  income. 

At  first  the  limited  partners  could  see 
their  funds  at  work.  Thompson  rehabbed 
a  180-foot,  four-story-tall  Canadian 
research  vessel,  the  Arctic  Discoverer,  with 
side-scan  sonar  and  the  latest  in  elec- 
tronic detection  gear.  After  discovering 
its  location,  he  hired  surveillance  planes 
and  satellites  to  fly  over  and  monitor  the 
wreck  site.  He  employed  engineers  to 
build  Nemo,  a  6-ton,  remote-controlled 
underwater  vehicle  equipped  with  seven 
video  cameras,  nine  high-precision 
robotic  arms  and  thrusters  to  blow  away 
silt  covering  the  wreckage  while  engineers 
watched  safely  from  more  than  a  mile 
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Gold  Fever 


above  the  wreckage.  Total  estimated  cost: 
$10  million. 

But  a  bigger,  more  costly  challenge 
suddenly  loomed.  Thirty-nine  insurance 
companies  filed  suit  in  U.S.  District  Court 
in  Norfolk,  Va.  in  1987,  laying  claim  to  the 
treasure  shortly  after  it  was  found.  A  13- 
year  legal  battle  ensued  over  who  owned 
the  gold.  The  Fourth  Circuit  Court  of 
Appeals  finally  ruled  in  1992  that  insurers 
should  get  a  piece,  but  it  took  another  eight 
years  to  set  the  insurers'  share  at  $5  million 
in  gold,  which  they  got. 

Guilford  D.  Ware,  lead  attor- 
ney for  the  insurance  companies, 
says  his  adversary's  legal  fees  in 
the  case  had  to  be  huge.  He  tried 
to  coax  Thompson  to  settle  early 
on  but  was  stonewalled  at  every 
turn.  "I  never  could  quite  under- 
stand what  they  were  trying  to 
accomplish,"  Ware  says.  "They 
all  thought  they  were  going  to  be 
multimillionaires,  and  they  were 
spending  money  like  water." 

Ware  believes  that  Thompson 
went  to  all  this  trouble  because  he 
wanted  to  make  new  law — to 
establish  a  finders-keepers  prece- 
dent for  the  deep  sea.  Investors 
say  Thompson  saw  the  Central 
America  as  the  first  of  a  series  of 
big-ticket  recovery  operations 
using  the  submarine  technology 
he  had  pioneered. 

If  that's  true,  it  would  help 
explain  Thompson's  repeated 
efforts  to  keep  the  treasures  loca- 
tion, his  salvage  methods  and  a 
complete  inventory  under  wraps. 
Legal  briefs  filed  by  insurers  call 
Thompson's  demands  for  secrecy 
excessive,  even  "absurd."  By  seal- 
ing the  briefs,  judges  allowed  Precious 


They  want  money — 
and  information: 
investors  John  G. 
McCoy,  ex-Bank  One 
chief;  Worthington 
Industries  founder 
John  H.  McConnell; 
Columbus  Dispatch 
publisher  John  F. 
Wolfe;  Ohio  attorney 
John  J.  Chester. 


him  to  pump  up  demand  for  the  gold. 

Outside  the  courtroom,  Thompson 
could  be  chatty.  In  a  carefully  crafted 
high-profile  media  campaign,  he  relent- 
lessly promoted  the  treasure.  By  1990  he 
observed  that  some  3,000  stories  had  been 
written  about  him.  "We  are  counting  on 
this  amount  of  positive  press  to  be  very 
helpful  when  it  comes  time  to  market  the 
gold,"  he  wrote,  according  to  court  filings. 

Thompson  always  controlled  the 
information  flow.  He  gave  his  brother-in- 
law,  Milt  Butter  worth  Jr.,  rights  to  film  the 


Dwight  Manley  sold  the  loot  but  won't  say  for  how 


expedition  and  photograph  the  haul, 
which  was  published  in  a  sumptuous  1998 
book  called  America's  Lost  Treasure.  Writer 
Gary  Kinder  was  given  access  to  the  ship, 
crew  and  treasure  hunt  for  his  Ship  of  Gold\ 
in  the  Deep  Blue  Sea,  also  published  in 
1998,  in  return  for  giving  Thompson  final 
review  of  the  book.  Thompson  gave  a  nihil 
obstat  to  the  mostly  flattering  portrayal  of 
the  expedition,  and  Kinder  s  book  became 
a  bestseller. 

Curiously,  Kinder's  book  asserts  that  21 
tons  of  gold  went  down  with  the  wreck. 
That  has  led  some  to  speculate 
that  as  much  as  18  tons  still  he  on 
the  ocean  floor.  "To  me,  that's  an 
outrageous  question,"  says  Fred 
N.  Holabird,  a  mining  consultant 
hired  by  the  court  to  inventory 
the  loot.  "Common  sense  tells  us 
they  would  have  looked  for  it  if 
they  thought  it  was  there." 

Who  received  money  from  the 
book  sales,  photographs  and  film 
rights?  Not  clear,  since  those 
records  are  sealed.  The  publicity 
certainly  didn't  hurt  Thompsons 
ability  to  sell  the  gold.  After  strik- 
ing an  agreement  with  him  to  han- 
dle the  treasure's  sale,  Christie's  ad- 
vanced him  $36  million,  probably 
in  the  late  1980s.  Thompson  ap- 
parently found  a  better  deal  and 
backed  out,  since  Christie's  sued 
him  in  1998,  seeking  the  $36  mil- 
lion plus  interest — a  case  that  was 
sealed  and  cloaked  in  the  pseudo- 
nym "ABC  versus  HIJ." 

To  sell  the  treasure,  Thomp- 
son turned  to  sports  promoter 
Dwight  Manley  and  his  Califor- 
nia Gold  Marketing  Group  in 
Santa  Ana.  Manley  put  together 
much,    a  $50  million  deal  with  lenders 
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achtech  Chicago  explores  the  groundswell  of  activity  around 
the  intersection  of  technological  innovation  and  emotional 
connectivity.  Discover  how  the  lines  between  these  symbiotic 
worlds  are  blurring  and  what  today's  leading  brand  marketers 
are  doing  to  profit  from  it. 
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Johnson  &  Johnson,  Marriott  International  and  others  top 
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"As  always,  the  show  is  a  great  place  to  learn  a 
lot  about  online  marketing,  make  deals,  spend 
time  with  friends  and  get  to  know  interesting 
people  in  the  business."         -  Steve  Hall,  adrants 
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and  investors  to  buy  out  Thompson  and 
Christie's.  (Was  it  a  distress  sale?  Was 
Thompson  holding  back?)  Manley 
arranged  a  road  trip  to  exhibit  $20  mil- 
lion of  the  gold.  From  2000  to  2003  rare 
coin  buffs  got  to  view  the  treasure 
through  brass  portholes  on  a  dry-docked 
40-foot-long,  15-foot-tall  mock-up  of  a 
wooden  steamship  that  traveled  the  coun- 
try. Thompson  showed  up  to  sign  auto- 
graphs. The  exhibit  was  such  a  hit  that 
extra  guards  had  to  be  hired  for  crowd 
control. 

Manley  had  little  trouble  unloading  the 
hoards  7,800  coins.  Gold  ingots  were  either 
marketed  as  bars  or  melted  down  and 
struck  into  commemorative  $50  gold 
pieces,  using  dies  made  from  the  1855  orig- 
inals from  Kellogg  &  Humbert  of  San  Fran- 
cisco. (The  coins  are  hardly  discernible 
from  those  minted  in  the  1850s,  except  that 
they're  stamped  "S.S.  Central  America  gold 
CHS"  in  tiny  letters  on  one  side.) 

How  much  did  the  sale  raise?  That's  any- 
body's guess.  A  Nov.  19,  2003  press  release 
from  the  California  Gold  Marketing  Group 
says  that  the  treasure  "is  virtually  sold  out" 
and  characterizes  its  value  as  more  than  $100 
million.  But  now  Manley  refuses  to  confirm 
the  figure.  "I've  never  been  quoted  on  that," 
he  says.  "That's  pure  speculation."  He  declines 
to  say  how  much  the  sale  raised  or  what 
Thompson  pocketed. 

Fed  up,  shareholders,  as  well  as  other 
members  of  the  recovery  effort,  who  say 
they'd  been  promised  a  share  of  the  treas- 
ure, filed  suits  in  2005  and  2006,  demand- 
ing an  accounting  of  the  gold  and 
expenses.  But  in  April,  after  learning  that 
a  state  judge  considered  opening  the  case, 
Thompson's  lawyers  moved  it  to  a  federal 
court — where  most  of  the  case  was 
unsealed.  Thompson's  attorneys  are  con- 
testing that  decision,  arguing  that  records 
must  remain  secret  to  preserve  sensitive 
trade  and  business  information. 

There  may  be  something  to  that. 
Some  investors  who,  inexplicably,  are  still 
loyal  to  Thompson  say  that  he  has  been 
trying  to  raise  as  much  as  $40  million  for 
another  stab  at  the  rest  of  the  treasure 
down  there.  "He's  brilliant,"  says  Colum- 
bus insurance  broker  Donald  E.  Garlikov, 
who  invested  $200,000.  "I'd  happily  give 
him  more  if  he  asked  for  it."  F 
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0-1  is  ditching  plastic  and  focusing  on  its  traditional  glass  containers. 

It  sounded  like  a  good  idea  at  the  time.  The  worlds  largest  maker 
of  glass  bottles,  Owens-Illinois,  branched  into  plastics  in  the  mid- 
1990s,  fueling  top-line  growth.  The  container  outfit  already  had  the 
customers,  ranging  from  Anheuser-Busch  to  H.J.  Heinz,  in  place. 

But  that  expansion  led  to  an  unwieldy  debt  load:  $5.4  billion  by 
2001,  when  the  company  had  $4.3  billion  in  sales.  Add  in  asbestos 
litigation  reserves  of  $690  million  and  the  rising  price  of  natural  gas, 


which  fires  the  glass  furnaces. 

Small  wonder  that  the  glass- 
maker,  now  known  as  0-1  (1 7,  Ol), 
has  had  a  bad  time  of  it  lately.  In 
the  first  quarter,  ended  in  March, 
the  company  netted  $24.3  million, 
down  79%,  on  flat  sales  of  $  1 .6  bil- 
lion. For  2005  O-I  lost  $559  million 
on  sales  of  $7  billion.  The  stock  is 
off  19%  in  the  last  year. 

But  there's  a  heartening  turnaround  in  progress, 
says  Ghansham  Panjabi,  an  analyst  at  Wachovia.  Two 
years  ago  O-I  s  board  brought  in  former  DuPont  exec 
Steven  R.  McCracken,  who  is  shedding  the  plastics 
operations  and  expanding  the  glass  biz.  O-I  purchased 
European  glass  packager  BSN  Glasspack  in  2004. 

Helping  McCracken  is  a  shift  in  consumer  senti- 
ment away  from  plastic  and  metal  food  containers  to- 
ward the  more  inert  glass,  says  Panjabi.  This  allows 
O-I  some  pricing  power;  it  has  hiked  prices  4%  in  2005.  The  com- 
pany has  begun  to  whittle  down  debt.  Coupled  with  cost  reductions, 
these  moves  should  pay  off. 

With  enterprise  value  (stock  plus  debt  minus  cash)  at  just  seven 
times  operating  income  (in  the  sense  of  Ebitda),  O-I  is  in  line  with 
another  big  packager,  Crown  Holdings  (95%  of  it  metal),  and  is 
cheaper  than  glass-heavy  Ball  Corp.,  whose  enterprise  multiple  is  nine. 

—Susan  Kitchens 


Paper  Gains 


Stock  price 


The  vogue  in  the  paper 
business  is  for  produc- 
ers to  sell  off  their  tim- 
berland,  which  ties  up 
too  much  capital.  After 
all,  wood  isn't  scarce 
and  paper  companies 
will  not  want  for  suppliers.  So  the  largest 
such  outfit,  INTERNATIONAL  PAPER  (33,  IP), 
has  joined  its  competitors  and  moved  to 
ax  the  woodlands. 

IP  has  announced  the  sale  of  5.7  mil- 
lion acres  for  $6.6  billion.  Mark  Wilde, 
managing  director  at  Deutsche  Bank 
Securities,  thinks  the  rest  of  its  timber 
portfolio  will  fetch  at  least  $1.4  billion. 
Meanwhile,  the  company  is  going  through 
a  huge  restructuring  that  involves  plant 
closings.  It  is  focusing  on  uncoated  paper 
and  packaging,  and  ditching  the  likes  of 
coated  paper  (used  for  magazines  and  cat- 
alogs). That  looks  smart,  as  demand  for 


the  keeper  product  lines  is  high  and  prices 
are  rising.  Presumably  this  is  also  a  good 
time  to  exit  the  related  business  of  har- 
vesting timber  for  use  in  home  building. 

All  the  changes  have  made  for  charges 
that  have  crimped  results  lately:  There  was 
a  $1.2  billion  loss  in  the  first  quarter, 
following  a  $1.1  billion  profit  in  2005.  IP 
will  use  the  asset-sale  proceeds  to  pay 
down  debt  and  buy  back  shares.  To  Wilde, 
industry  leader  IP  should  have  an  advan- 
tage over  rivals.  With  an  enterprise  value  of 
1 . 1  times  annual  sales,  it  is  comparable  to 
Weyerhaeuser,  but  it  lacks  the  latter  s  expo- 
sure (via  lumber)  to  the  teetering  housing 
market.  —Tatiana  Serafin 

Too  Flashy 

As  cell  phones,  digital  cameras  and  MP3 
players  have  become  ubiquitous,  SANDISK 
(59,  SNDK)  has  soared.  That's  because  San- 
Disk  is  the  world's  biggest  supplier  of 
flash  memory  products,  which  store  data 
in  such  devices  even  when  their  power  is 


turned  off.  In  2005  earnings  climbed  45% 
to  $386  million  on  revenue  of  $2.3  bil- 
lion. For  2006's  first  quarter,  net  income 
was  halved  to  $35  mil- 
lion by  a  writeoff  for 
acquired  technology. 
No  matter:  The  stock 
has  shot  up  120%  over 
the  past  year. 

While  IMP  Securi- 
ties analyst  Krishna 
Shankar  calls  SanDisk  a 
"great  company,"  he  is 
troubled  by  the  com- 
moditizing  of  flash 
memory  and  increased 
price  competition  from  monsters  like 
Samsung  and  Intel.  Prices  for  flash  mem- 
ory have  been  falling  50%  to  60%  each 
year  for  the  past  three  years.  All  of  this 
should  lead  to  a  slowdown  in  SanDisk's 
earnings  growth,  predicts  Shankar.  Its 
price/earnings  ratio  of  29  is  high.  We  say 
short  the  stock.  — Megan  Johnston 


S:oc\  o 

-  :e 

60  Aa 

50 

IT 

40 

f 

4 

20 

164      FORBES      JUNE  19,  2006 


TOGETHER.  When  a  single  word  makes  all  the  difference. 

Transforming  your  enterprise  -  whether  you're  making  big  or 
\  small  changes  -  is  never  easy.  Experience  has  shown  us 
£  that  if  we  define  measurable  objectives  and  set  realistic 
schedules  together,  build  joint  teams,  and  above  all, 
anticipate  and  mitigate  risks  together,  then  we  improve  our  chances. 
Add  to  that  motivation  and  commitment  of  over  60,000  people  around 
the  world  and  the  knowledge  and  experience  we  share  with  you  daily, 
and  the  result  is  faster,  and  more  tangible  success  that  lasts. 
Together.  One  word  that  captures  the  difference  between  typical 
business  practice  and  Capgemini's  unique  branded  approach  to  delivering 
Consulting,  Technology  and  Outsourcing  Services  -  the  Collaborative 
Business  Experience. 

Let's  create  a  Collaborative  Business  Experience  -  together. 


www.us.capgemini.com 


^•Capgercrini 


CONSULTING. TECHNOLOGY. OUTSOURCING 


Dill  James  Grant 
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OLD  IS  AN  AUGUST  MONETARY  ASSET  BUT  AN 
undependable  investment.  Producing  no  income, 
it  is  inherently  speculative.  I  am  a  value  investor, 
but  I  am  also  a  gold  bull.  I  ought  to  try  to  explain 
myself. 

Value  investors  buy  stocks  or  bonds  by  the  numbers.  They 
compare  price  with  value  and  buy  if  the  discount  is  suitably  deep. 
They  turn  a  deaf  ear  to  macroeconomic  theorizing.  Whether  the 
gross  domestic  product  is  rising  briskly  or  not  at  all  is  immaterial 
if  a  particular  company  is  priced  at  less  than  its  readily  ascertain- 
able net  asset  value. 

Gold  is  something  different.  You  buy  it  solely  for  macroeco- 
nomic considerations.  I  buy  gold  as  a  hedge  against  the  stewards 
of  paper  money.  I  buy  Krugerrands,  the  metal  itself,  suitable  for 
burying  in  the  turnip  patch.  I  expect  the  price  of  the  South 
African  gold  coins  to  keep  going  up,  but  I  don't  know  how  high. 

There  is  much  I  don't  know  about  gold.  There  is  much  that 
nobody  can  know — critically,  for  example,  what  the  price  ought 
to  be.  It's  guesswork.  If  this  is  a  cockamamie  way  to  invest,  I  draw 
courage  from  the  theory  of  central  banking,  which  is  more  cocka- 
mamie still.  These  days  it  boils  down  to  picking  an  interest  rate 
and  imposing  that  rate  on  the  market.  Some  would  call  this 
"price-fixing."  Can  you  name  a  single  successful  government 
price-fixing  operation? 

For  a  year,  through  June  2004,  the  Federal  Reserve  held  the 
federal  funds  rate  at  1%.  Chairman  Alan  Greenspan  and  the 
chairman-to-be,  Ben  S.  Bernanke,  said  they  were  fighting  an 
anticipatory  battle  against  deflation.  They  wanted  to  preserve  the 
U.S.  from  a  Japanese-style  funk  following  the  bursting  of  the 
stock-market  bubble  in  2000-01.  So  they  dropped  lending  rates 
to  the  floor  and  pushed  home  prices  to  the  moon. 

Now  house  prices  are  falling,  and  mortgage  rates  are  rising. 
Do  you  remember  Greenspan's  advice  to  homeowners  in 
February  2004? 

He  suggested  they  take  out  adjustable-rate  mortgages.  Many 
did — and  are  discovering  that  their  disposable  income,  after 
mortgage  payments,  is  adjusting  to  the  down  side.  The  real- 
estate-dependent  U.S.  economy  is  starting  to  wheeze. 


And  inflation  is  inconveniently  starting  to  percolate.  It's  a 
quirk  of  the  U.S.  statistical  apparatus  that  residential  rents  count 
for  29%  of  the  measured  rate  of  consumer  price  inflation.  Dur- 
ing the  housing-price  boom,  rental  rates  sagged.  But  now  that 
homeownership  is  losing  some  of  its  luster,  rental  rates  are  turn- 
ing up.  They  are  taking  the  Consumer  Price  Index  up  with  them. 
You  are  Chairman  Bernanke.  What  do  you  do? 
A  conscientious  fellow,  you  try  first  to  do  no  harm.  You  have 
made  a  lifelong  study  of  deflation  and  the  Great  Depression.  Of 
all  the  mistakes  you  could  make  at  the  helm  of  the  Federal  Open 
Market  Committee,  there  is  one  you  really  want  to  avoid:  You  do 
not  want  to  go  down  in  history  as  the  scholar  of  the  Great 
Depression  who  inadvertently  steered  the  highly  leveraged  U.S. 
economy  into  Great  Depression  Part  II.  You  will  be  slow  to 
tighten  monetary  policy  when  home  prices  are  deflating,  let  the 
CPI  be  what  it  may. 

Gold  competes  with  the  Bernanke  dollar,  just  as  it  did  with 
the  Greenspan  dollar  and  just  as  it  has  with  government -issued 
money  since  the  invention  of  the  printing  press.  The  historical 

record  is  undebatable:  1)  Cur- 
rencies ultimately  lose  their 
value.  2)  Gold  is  a  lousy  long- 
term  investment.  3)  Yet  when 
markets  lose  confidence  in 
paper,  there  is  nothing  quite  like 
a  Krugerrand. 

How  confident  are  you?  The 
U.S.  annually  consumes  much 
more  than  it  produces.  It 
finances  the  deficit  with  dollars. 
More  than  $1.6  trillion  has  come 
to  rest  on  the  balance  sheets  of 
foreign  central  banks  (as  op- 
posed, say,  to  the  bank  accounts 
of  profit-seeking  corporations). 
In  recent  months  some  of  these 
central  banks  have  signaled  their  intention  to  diversify  into  other 
currencies.  Some  of  them  have  indicated  they  are  buying  gold. 

The  post- 1971  dollar  is  uncollateralized.  Its  value  is  derived 
from  the  world's  faith  in  America  as  much  as  from  the  strength  of 
the  U.S.  economy  or  the  level  of  U.S.  interest  rates.  Reading  the 
newspapers,  I  judge  that  faith  to  be  wavering. 

The  gold  price  has  doubled  in  the  past  three  years.  But  it  has 
only  just  kept  up  with  the  price  of  lead  and  has  badly  trailed  the 
prices  of  copper  and  zinc.  Arguably,  then,  gold's  rise  to  date  is  not 
as  much  a  reflection  on  \J.S'.  monetary  management  as  it  is  an 
echo  of  the  commodity  boom. 

You  can  be  sure  that  gold  will  have  its  own  bull  market  when 
the  dollar  resumes  its  bear  market. 

When  will  that  day  come,  and  how  high  is  up?  I  don't  know — 
and  neither  does  Bernanke.  F 


Gold's  run-up 
stems  from  the 
commodities 
boom.  Zinc  and 
copper  have 
done  better. 
But  gold  will 
shine  on  its 
own  when  the 
dollar  dims. 
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James  Grant  is  the  editor  of  Grant's  Interest  Rate  Observer. 
Visit  his  home  page  at  www.forbes.com/grant. 
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Why  does  anyone 
VOLUNTEER  FOR 
TROUBLE? 


For  125  years,  we've  put  ourselves  in  dire  situations  because  that's  where 

we're  needed.  In  the  face  of  often  impossible  conditions  we've  pressed 
tirelessly  on.  We  are  the  American  Red  Cross,  an  organization  of  volunteers 
who  give  our  time,  talent  and  strength  to  relieve  the  suffering  of  our 
neighbors  in  over  70,000  disasters  each  year. 

Serve  at  our  side.  Contact  your  local  American  Red  Cross 
in  this,  our  125th  anniversary  of  hope. 


JOIN    US    •  WWW.REDCROSS.ORG 
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IMPLOSION 


mm  F  YOU  STILL  DON'T  BELIEVE  THERE'S  A  MASSIVE  HOUSING 
I  bubble  that  is  beginning  to  deflate,  look  no  further  than  Toll 
I  Brothers.  This  home  builder  caters  to  the  mushrooming 
I  ranks  of  the  well-to-do  who  have  enough  income  and  assets 
Hi  to  laugh  off  rising  interest  rates  and  energy  costs.  But  in  the 
years  first  fiscal  quarter  Toll  orders  fell  32%  from  a  year  earlier. 
The  company  blames  the  fall  on  cancelations  by  speculators. 

With  dreams  of  huge  appreciation  dancing  in  their  heads, 
speculators  indeed  drove  the  housing  frenzy  in  the  high  end. 
Now  that  prices  are  flagging,  they  are  fleeing.  These  investors  and 
vacation-home  buyers  accounted  for  40%  of  house  sales  last  year, 
up  from  36%  in  2004.  A  lot  of  these  investors  rent  out  the  prop- 
erties. Despite  low-payment  interest-only  mortgages,  they  can- 
not cover  their  cash  outlays  with  rents,  which  are  depressed  by 
the  proliferation  of  spec  houses. 

This  is  the  first  nationwide  housing  bubble  since  the  1920s, 
and  it's  driven  by  three  nationwide  forces:  low  interest  rates,  loose 
lending  practices  and  the  desperate  search  for  a  stock  substitute 
after  the  2000-02  debacle.  Previous  real  estate  bubbles  were 
regional,  spurred  by  economic  cycles  like  the  rise  and  fall  of  the 
oil  patch  in  the  1970s  and  1980s,  and  southern  California's  aero- 
space leap  in  the  late  1980s  during  the  Reagan  defense  buildup, 
ending  with  the  Cold  War's  demise. 

The  speculative  housing  craze  is  crashing  from  its  own 
excesses,  not  Federal  Reserve  action.  Mortgage  payments  still  are 
low,  and  lenders  remain  accommodative.  Since  the  Fed  started  to 
tighten  in  June  2004,  30-year  fixed  mortgage  rates  first  dipped 
from  6.3%  to  5.6%  in  June  2005  and  now  sit  at  6.5%. 

To  reduce  monthly  payments  lenders  have  extended  mort- 
gages to  45  years.  In  2005's  second  half  25%  of  new  fixed-rate 
mortgages  were  interest-only  (meaning  the  payback  of  principal 
is  delayed)  versus  5%  a  year  earlier.  And  to  buoy  the  subprime 
market,  the  U.S.  Housing  &  Urban  Development  Department 
has  proposed  that  Federal  Housing  Authority-insured  mortgages 
eliminate  the  current  3%  minimum  down  payment.  The  scheme 
is  supposed  to  keep  housing  affordable  in  the  face  of  leaping 
prices.  But  they're  not  leaping  anymore. 

None  of  this  will  be  sufficient  to  offset  the  mass  exit  by  spec- 


A.  Gary  Shilling 


ulators  and  the  hesitation  of  builders  to  slash  production  in  the 
face  of  falling  sales.  Sure,  the  biggest  builders  claim  they  build 
only  to  firm  orders.  But  as  Toll  Brothers  shows,  cancelations  are 
starting  to  be  a  problem  for  them.  Moreover,  this  is  an  industry 
where  small  contractors  dominate.  These  guys,  who  are  often  one 
pickup  truck  away  from  insolvency,  will  get  slammed  when  spec 
houses  don't  sell  or  buyers  cancel.  The  ten  biggest  home  builders 
account  for  25%  of  output,  up  from  10%  five  years  ago,  yet  that 
leaves  a  whole  bunch  of  small  fry.  Further  sales  drops  are  antici- 
pated by  the  index  of  home  builder  sentiment — now  at  45,  down 
from  the  72  peak  last  June. 

With  inventories  high  and  sales  falling,  the  ratio  of  inventory 
to  sales  flow  is  rising.  Inventories  for  both  new  and  existing 
homes  have  jumped  from  3.5  months  in  2003  to  5.8  months  and 
6  months,  respectively.  It  is  reasonable  to  expect  those  ratios  to 
climb  into  the  6-to-8-month  range  of  the  real-estate-troubled 
early  1990s. 

Already  inventories  since  last  year  have  jumped  91%  in 
Boston,  236%  in  Miami  and  149%  in  Los  Angeles.  Asking  prices 

have  been  cut  on  one-third  of 
listings  in  Boston,  San  Diego, 
Sacramento,  Los  Angeles  and 
Miami.  Nationwide  median 
prices  will  probably  fall  at  least 
20%  before  the  break  is  over.  It 
will  take  a  35%  fall  to  return 
prices  to  their  long-run  link  to 
the  Consumer  Price  Index; 
markets  overshoot  on  the 
downside  as  well  as  the  up. 

Even  a  20%  price  decline 
will  be  devastating  for  many 
homeowners.  On  average,  those 
with  mortgages  have  37% 
equity  in  their  abodes.  Of  those  who  borrowed  or  refinanced  in 
2005,  29%  have  zero  or  negative  equity,  calculates  First  Ameri- 
can Real  Estate  Solutions. 

A  house-price  collapse  will  be  far  worse  than  the  2000-02 
bear  market  on  Wall  Street  and  will  bring  a  serious  global  reces- 
sion. Half  of  households  own  stocks  or  mutual  funds,  but  69% 
own  homes.  The  resulting  unemployment  will  kill  many  sub- 
prime  borrowers'  ability  to  make  payments.  Both  Toll  Brothers 
at  the  high  end  and  DR  Horton  in  the  starter  market  will  suffer. 

It's  not  too  late  to  sell  home  builder  stocks,  as  I  recommended 
in  my  Oct.  3, 2005  column.  You  can  short-sell  the  bunch  through 
the  SPDR  Homebuilders  Index  Fund  (XHB).  Building  suppliers 
and  mortgage  lenders  are  suspect.  Golden  West,  the  king  of 
option  mortgages  that  permit  negative  amortization  (that  is,  your 
principal  grows),  timed  its  recent  sale  to  Wachovia  brilliantly. 
Home  appliance  makers  and  do-it-yourself  retailers  are  also  vul- 
nerable. Wait  to  remodel  until  contractors  are  hungry.  F 


When  even  Toll 
Brothers,  the 
high-end 
builder,  suffers 
cancelations, 
you  know  the 
real  estate 
boom  is  over. 
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A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co., 
economic  consultants  and  investment  advisers.  Visit  his 
home  page  at  www.forbes.com/shilling. 
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Better  answers,  faster. 


ENTERPRISE  INTELLIGENCE  PLATFORM 

DATA  INTEGRATION 
INTELLIGENCE  STORAGE 
BUSINESS  INTELLIGENCE 
ANALYTICS 


Challenged  with  balancing  efforts  to  support  strategic  initiatives  while  still  lowering 
operational  costs?  SAS  takes  you  beyond  traditional  Bl  query  and  reporting  to  a  higher 
level  of  shared  decision  making  that  drives  innovation.  Our  fully  integrated  Enterprise 
Intelligence  Platform  sets  the  foundation,  linking  technologies  for  data  integration 
and  storage,  reporting  and  analysis.  Proven  software,  industry-specific  solutions  and 
domain  experience  extend  the  value  of  your  investment.  Bridging  the  gap  between 
what  you  have  -  growing  expectations  to  deliver  a  return  on  investment  -  and  what  you 
want  to  achieve  -  increased  profits,  reduced  risk  and  improved  performance. 

Want  Proof?  Find  out  why  SAS  is  at  work  in  96  of  the  top  100  companies  on  the 
FORTUNE  Global  500  —  with  customer  retention  rates  exceeding  98%  annually  for 
30  years. 


www.sas.com/innovation  ■  Free  white  paper 
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*S  and  all  other  SAS  Institute  Inc  product  or  service  names  are  registered  trademarks  or  trademarks  of  SAS  Institute  Inc  in  the  USA  and  other  countnes.  ®  indcates  USA  registration.  Other  brand  and  product  names  are  trademarks  of  their  respectrve 
mpanies.  ©  2006  SAS  Institute  Inc  A3  rights  reserved  379O74US03O6 
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Stock  Trends 


CHANGE  FOR 
THE  WORSE 


STICK  SHIFT  OR  AUTOMATIC?  THAT  USED  TO  BE  AN 
option  for  sports  car  buyers,  but  no  longer.  I  walked 
into  a  BMW  dealership  the  other  day,  and  the  sales  rep 
told  me  that  stick  was  passe.  The  culprits  here,  he 
said,  are  Starbucks  and  cell  phones.  It's  hard  to  down- 
shift when  your  right  hand  is  otherwise  occupied.  While  many 
states  now  are  mandating  hands-free  phones  in  cars,  not  one  has 
banned  lattes. 

Change  isn't  always  for  the  best.  I've  written  before  how  cur- 
rent market  trends  don't  favor  the  individual  investor,  but  rather 
the  hotshot  trader  found  at  hedge  hinds  and  the  like.  The  quick- 
trading  mentality  always  has  been  with  us,  of  course.  Back  when 
I  worked  at  Salomon  Brothers,  the  firm's  chief,  William  Salomon, 
didn't  like  to  see  cash  lying  idle.  Surely  someplace  in  some  mar- 
ket, Billy  Salomon  would  tell  us,  there  was  an  opportunity  and 
our  job  was  to  find  it.  Trouble  is  that  today  this  approach  has  sub- 
sumed everything.  That's  a  big  reason  that  large-company  stocks 
haven't  gone  much  of  anywhere,  since  their  prices  can't  zip  up  fast 
enough  for  the  trading  crowd. 

Another  change,  Sarbanes-Oxley,  intended  to  clean  up  Wall 
Street,  has  imposed  huge  costs  on  smaller  companies.  A  study  by 
the  Government  Accountability  Office,  released  in  early  May 
found  that  onerous  new  auditing  requirements  are  pushing  com- 
panies to  go  private.  The  Securities  &  Exchange  Commission  has 
turned  back  a  staff  proposal  to  exempt  smaller  companies  (70% 
of  U.S.  publicly  listed  issues)  from  the  Sarbox  audit  dictums.  The 
Sarbox  reform  is  going  to  be  not  much  of  a  blessing  for  investors 
if  it  removes  a  large  chunk  of  the  capital  market  from  their  reach, 
leaving  profits  from  smaller  firms  in  the  exclusive  possession  of 
private-equity  players. 

Meanwhile,  the  crackdown  on  research  abuses  has  left  us 
with  very  little  that's  useful.  Many  of  the  best  equity  analysts  have 
fled  to  the  lightly  regulated  hedge  funds.  Nowadays  the 
public  gets  pretty  skimpy  stuff  from  analysts.  Recently  I 
received  a  two-page  research  report  from  a  large  bro- 


Laszlo  Birinyi  Jr. 


kerage,  with  five  pages  of  legal  boilerplate  attached. 

Institutional  memory  is,  as  a  result,  fading  away.  Earlier  this 
year,  with  little  notice  paid  on  Wall  Street,  we  experienced  a 
yield-curve  inversion  where  yields  on  three-month  Treasurys 
exceeded  those  of  ten-year  Treasurys.  In  four  of  the  last  seven 
such  occurrences  a  bear  market  began  within  a  month — but  not 
this  time.  The  reason  for  the  exception  appears  to  be  that  the  ten- 
year  yield  was  held  down  by  massive  foreign  buying,  which  since 
has  eased,  with  the  yield  curve  returning  to  its  customary  shape. 

What  bothers  me  is  that  too  few  in  the  financial  community 
cared  that  the  curve  had  inverted.  Maybe  their  indifference  stems 
from  superior  insight,  but  I  doubt  it.  When  the  next  storm  warn- 
ing comes,  will  the  present  crop  of  Wall  Street  pros  see  it? 

Another  change  for  the  worse  is  that  financial  fundamentals 
count  for  less  lately.  One  seasoned  investor  I  know  created  a 
screen  for  lousy  stocks  that  he  could  short.  He  looked  for  the 
usual  indicators:  low  return  on  capital,  low  yield,  prices  within 
15%  of  their  52-week  high.  Three  months  later  these  stocks, 
which  should  have  gone  down,  were  vexingly  up  17.7%. 

Alas,  what  should  be  short- 
term  dislocations  now  are  long- 
term.  Ebay,  which  continues  to 
expand  new  listings  while 
increasing  revenue  and  earn- 
ings smartly,  is  in  a  stock  slump 
since  it  narrowly  missed  its 
fourth-quarter  2004  earnings 
consensus  estimate.  Ebay's  valu- 
ation has  been  halved. 

For  most  individuals  this  is 
a  difficult  climate.  Unless 
investing  is  your  full-time  job, 
my  advice  is  to  diversify  more 
than  ever.  Some  ideas: 
Energy  is  an  area  I  continue  to  favor,  as  demand  for  it  will 
keep  driving  prices  higher.  In  addition,  I  enjoy  being  paid  to  own 
a  stock,  like  PrimeWest  Energy  Trust  (28,  PWI).  This  Canadian 
royalty  trust  is  not  taxed  at  the  corporate  level,  since  it  passes 
through  income  to  investors.  U.S.  investors  are  taxed  just  15%  on 
the  dividend — a  quirk,  because  no  U.S.  entity  gets  both  flow- 
through  taxation  (that  is,  no  corporate  tax)  and  the  right  to  pay 
dividends  taxed  at  the  favorable  15%  rate.  PrimeWest,  trading  at 
just  11  times  trailing  earnings,  yields  13.5%  and  pays  monthly. 

King  Pharmaceuticals  (17,  KG)  faces  patent  expirations  on  its 
two  biggest  products,  Skelaxin  (muscle  relaxant)  in  2007  and 
Altace  (for  high  blood  pressure)  in  2008.  But  King  is  working 
hard  on  promising  new  drugs  and  is  worth  its  43  multiple  (only 
9  times  from  continuing  operations).  The  Rydex  S&P  Equal 
Weight  exchange-traded  fund  (43,  RSP)  gives  you  the  broad 
diversification  of  the  S&P  500  without  its  heavy  weighting  of  the 
still-lagging  large  companies.  F 


Do  you  think 
"advances"  like 
Sarbox  and 
crackdowns  on 
analysts  have 
really  helped 
investors?  Not 
a  chance. 


Forbes 


Laszlo  Birinyi  Jr.  is  president  of  Birinyi  Associates,  a  Westport, 
Conn.-based  financial  consulting  firm.  Web  site:  www.lbirinyi.com. 
Visit  his  home  page  at  www.forbes.com/birinyi. 
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What  if  everyone  just  settled  for  average?  What  if  nobody 
raised  the  bar?  What  if  everyone  decided  to  let  someone  else 
figure  it  out?  At  ConocoPhillips,  we're  not  only  finding  new  resources 
for  natural  gas,  we're  developing  new  technologies  to  solve  the 
demanding  increase  in  global  energy  needs.  By  investing  in 
Russia's  oil  and  natural  gas  reserves,  the  world's  second  largest, 
we're  helping  ensure  global  energy  production  for  decades  to  come. 
Turning  "what  ifs"  into  "what's  next"  —  it's  what  we  do  every  day. 


^^^^^^ 


ConocoPhillips 

conocophillips.com 
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AUCTION 


DIRECT  GULF  ACCESS  !!  NO  BRIDGES 
TUES  •  JUNE  20,  2006  •  2PM 


MARCO  ISLAND,  FL 

•  2  Magnificent  Homes  auctioned  separate 
+  .45  acre  lot  w/  142'  deep  water  frontage 

•  4BR/5.5  Bath  home  w/  80'  water  frontage 
+  12,000  lb.  Boat  Lift  included 

•  3BR/3.5  Bath  home  w/  173'  water  frontage 
+  30,000  lb.  &  7,000  lb.  Boat  Lifts  included 

•  Both  homes  offered  FULLY  FURNISHED! 

•  1  property  will  be  sold  ABSOLUTE 
-  no  minimum  ! !  no  reserve  ! ! 

Come  Prepared  to  Bid  &  Buy! 

Grand  estates 

AUCTION  COMPANY 

call  for  a  FREE  color  brochure 

1.800.552.8120 


www.GrandEstalesAuction.com  •  Robert  Kirk  FL  Auctioned  AU3384  /  Broker  BK315/296 1 


Capital  Available 


Southeastern  Oregon 
Historic  Highlands  Cattle  Ranch 


ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  with  excellent  manage- 
ment and  growth  potential. 
ARBOC  INC.  561-627-7110 


Mortgages 


Luxury  Homes  Lender 


George  Hart 

AHM  Mortgage  Nationwide  Lender 
1-888-531-7888 

George.  Hart@Americanhm.  com 
Lending  to  St 2, 000,000 
Licensed  mortgage  lender  in  ait  50  states 


One  ownership  since  1880's.  56,552  deeded  acres.  140,000  BLM  acres. 
70  miles  year  round  streams.  5  large  reservoirs,  75  smaller  ponds. 
2,200-3,000  cow  capacity.  Elk,  Deer,  Antelope,  Upland  Birds,  Trout. 
Exclusive  Mineral  rights/  Superior  Water  Rights.  $16  million 

$283.00  per  acre  Wilburn  Ranch  Brokerage  541-421-5300 
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Media  Options  1-800-442-6441  mediopt@aol.com 


The  Forbes  Stock  Market  Course 


The  Forbes  Stock  Market  Course 

is  an  easy-to-read  common  sense 
guide  to  building  wealth.  It  is  a 
perfect  gift  for  family  and  friends 
...for  anyone  who  is  interested  in 
investing.  The  newest  edition  gives  - 
you  a  better  understanding  of  every- 
thing from  Financial  Statements  to 
Fundamental  and  Technical  Analysis  - 
Stocks  and  Bonds  to  Futures  and 
Options  -  Mutual  Funds  to  Hedge 
Funds.  As  a  reader  of  Forties  Magazine 
you  are  invited  to  take  advantage  of 
a  special  price  of  just  $99.95 
(save  $50  off  the  regular  S1 49.95  price.) 

Go  to  www.forbesinc.com/smc4  and  place  your 
order  now  or  call  1-6OO-429-0106  and  give  the 
operator  a  special  savings  code  of  S3Q05 


r  THE  WORLD  IS  WNgjgjj 


Nanotechndogy  is  changing  our  woHd 
...  our  dothes,  the  military,  science, 
autos,  medical  technology ...  every- 
thing! Ifs  the  investment  opportunity 
of  a  lifetime  for  those  vvho  bcr/ tomor- 
row's superstars  today.  The  monthly 
Forbes/Wolfe  Nanotech  Report 
puts  you  on  the  right  ade  of  history, 
separates  the  true  leaders  from  the 
overhyped.  Subscribe  risk-free  at  just 
$195.  Save  67.5%  and  get  2  valuable 
Free  Reports.  Satisfaction  guaranteed 
by  Forbes  Call  800-523-7967  or  go 
to  vvvvw.forbeswolfe.com/frb. 
Please  use  savings  code  JN5SAVE 
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lnsure.com 


Auto 


Life 


Health 


Home 


0  View  instant  quotes  —  over  200  companies! 

0  Buy  from  the  company  of  your  choice 

0  A  quick  and  easy  way  to  shop  for  insurance 

Life  insurance  rates  drop  to  all-time  lows 


Monthly  Rates  for  Females 

Age 

$1,000,000 

$2,500,000 

$5,000,000 

35 

$21 

$44 

$84 

40 

$30 

$66 

$125 

45 

$47 

$110 

$214 

50 

$70 

$168 

$331 

55 

$107 

$260 

$514 

60 

$158 

$388 

$771 

65 

$257 

$637 

$1,269 

70 

$419 

$1,041 

$2,078 

Monthly  Rates  for  Males 

Age 

$1,000,000 

$2,500,000 

$5,000,000 

35 

$21 

$44 

$84 

40 

$30 

$68 

$131 

45 

$47 

$110 

$214 

50 

$75 

$179 

$353 

55 

$124 

$301 

$597 

60 

$198 

$486 

$967 

65 

$414 

$1,027 

$2,050 

70 

$651 

$1,619 

$3,233 

Also  available:  15,  20,  25  and  30  year  level  plans 


"The  premier  Web  site  in  terms  of  details  and  ease  of  use, 
(best  of  all,  it's  free)"  —  Yahoo!  FINAM  E 

"...we'd  recommend  you  do  your  insurance  shopping 
here..."  — Barron's 

"New  source  for  best  buys  in  insurance.  One  way  to  get 
to  know  the  market."  —  Kiplinger's  Personal  Finant  e 

"...provides  rock-bottom  quotes  for  life  insurance... 
this  site  is  flush  with  useful  features."  —  Forbes.com 


"A  godsend  for  those  who  are  shopping  around  for  the 
best  deal  in  insurance."  —  Independent  Business 

"The  best  Web  site  I've  found..."  —  The  Dallas  Morning  NeM  s 

"...outstanding  -  as  good  as  a  Web  site  on  insurance  can 
possibly  be.  Hats  off  and  a  gold  star  to  the  top  insurance 
site  on  the  Web."  —  Insurance  for  Dummies 

"This...  solution  has  value  for  those  who  prize 
immediacy  and  privacy."      US  Vews  &  World  Report 


visit  lnsute.com 

Or  call  1-800-441-0072  for  FREE  quotes  and  advice 

Ad  Code:  FORBS  6/06 


NOTE  The  sample  10-year  term  life  Pennsylvania  rates  shown  above  are  not  specific  to  any  individual  person  or  insurer  Please  call  1-800-441-0072 
or  visit  www  msure.com  to  obtain  personal  quotes  specific  to  your  health  history  profile  Copyright  ©  1984-2006  Quotesmith  com,  Inc.  8205  South  Cass 
Avenue.  Suite  102.  Danen.  Illinois,  60561.  All  rights  reserved  CA  agent  #0A13858,  LA  agent  #200696,  MA  agent  #333509159.  Quotesmith.com.  Inc. 
dba  Insure  com  Insurance  Services  in  CA  under  agent  #0827712,  in  LA  under  agent  #205078  Quotesmith  com,  Inc  dba  Insure  com  Insurance 
Services.  Inc.  in  UT  under  agent  #90093.  Quotesmith  com  dba  Insure  com  and  Life  Quotes,  Inc.  in  CO. 
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Office  Furniture 


*  FAST,  FREE  DELIVERY  FROM 
80  DISTRIBUTION,  CENTERS  . 
COAST  TO  COAST 

*  LOWEST  PRICES  GUARANTEED 

•  *  20  YEARS  EXPERIENCE 

*  '  W)  • 


Hon  4  Draw 
Lateral  Fi 
$299.99  to  $ 


■ 


Setting  the  Standard  for  Online  Office  Furniture 

^(planet 

/P\    OFFICE  FURNITURE 

www.PlanetOfficeFurniture.com 
ftfc  1-866-380-4978 
Authorized  Online  Dealer  for  HUN 
Save  even  more!  Enter  special  promo  code  1616891 
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Luxury  Yachting 


vRent  A  Greek 
^^Cruising  Palace 


And  sail 
among  the 
,000  Greek 
islands 


Founded  In  1969 


THEN  YOU  CAN  SELECT  YOUR  OWN 
ENVIRONMENT,  YOUR  OWN  SCENERY,  YOUR  OWN  ISLAND! 
Charter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (for  4  to  200  guests, 
from  60'  to  490'  and  $1,500  to  $200,000  per  day  for  entire  yacht  with 
its  liill  crew)  from  VALEF  YACHTS,  agents  for  the  largest  fleet 
of  crewed  yachts  for  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 
BUT 

•  You  can  plan  your  own  itinerary  with  your  own  captain 
•  Your  food  with  your  own  chef 
•  Your  drinks  with  your  own  steward,  or  leave  it  up  to  them 
to. .  .pamper  you. 

VALEF  YACHTS  LTD. 

International  Headquarters:  7234  Fir  Rd.,  P.O.B.  385,  Ambler,  PA  1$XX)2  U.S.A. 
Tel: (215) 641-0423  •  (800) 223-3845  •  Fax: (215)641-1746 
E-mail:  1NF()(«'VALEFYACI  ITS.com  •  Website:  VALEFYACHTS.com 


Art  Gallery 


Corporate  Seminars 


LUXURY  MODEL  HOME 

for  SALE 
N.  Scottsdale,  AZ 
.88  acres,  4186  s.f.,  5bd  /4.5ba 
3  masters,  gated  comm.,  furnished, 
decorated,  infinity  pool  w/spa.  Premier 

area,  near  everything 
asking  $1,595,000,  will  consider  lease 
call  Christy  @  Diamond  GMAC 
(602)363-3404 


Help  Wanted 


FINANCIAL  OFFICER  -  Coordinate  the  financial 
planning,  budgeting,  internal  guidelines,  staff 
planning,  conditions  of  employment  activities  of 
UAD.  Develop  and  direct  preparation  of  financial 
statements,  business  and  financial  activity  reports, 
annual  budgets  and  reports  required  by  New  York 
State  (NYS)  guidelines.  BA  in  Economics, 
Marketing  or  related  &  2  yrs.  exp.  Fax  resume  to  - 
United  Aluminum  Door  (UAD),  Inc.  -  Mr.  Alfred  Chan 
718-599-3592 


BACK  PAIN? 


Gel  FREE  information  on 
GUARANTEED  seat  and  back  supports. 

Posture  Education 

I  www.postureeducation.com 


CALL  TOLL-FREE  1-800-392-0363 


ia  Capital 

■aae  Finance/ 


Workini 

P.O./  Tra'rj 
Letters  of  Credit 
Domestic  and  International 
Accounts  Receivable  Factoring 
Capstone  Business  Credit,  LLC 


212-755-3636 
212-755-6833  (Fax) 


Legal,  Sep 


Award 
Winning 
Book 

Order  Now 


Steven  Sears,  CPA  •  Attorney  at  Law 

949-262-1100  •www.searsatty.com 


Forbes  Business  Classified 

For  Advertising  Information 
and  Rates  Contact: 
Media  Options 
1-800-442-6441 

mediopt@aol.com 


FOR  SALE  -  FINE  ART 
GALLERY 

Located  in  the  hottest  art  district  in 
Denver,  CO.  Sales  exceed  $2M; 

EBITDA  400K.  Contact 
Justin  Bronk  @  303-846-3070 
(jbronk@themesagroup.com). 


ice  Furniture 


Premium  Ergonomic 
Task  Seating 

Regular  $890 
Internet  $399 

Full  features. mesh 
back,  cradle 
lumbar  support 

Free  shipping  for  a 
limited  time. 

www.e-chairusa.com 


©-chairUSA  866-474-8748 


You  can  I 

charge  your  ad  1 


Forbes 


SLAM  DUNK  INVESTING  IN  OIL 


Curtis  Hesler,  Editor  of 
Professional  Timing  Service,  rec- 
ommended Enerplus  Resources 
(ERF)  at  $17.  It's  now  $43,  and 
still  pays  a  10%  dividend.  He 
believes  that  there  are  4  major 
opportunities-crude  oil,  gold, 
stocks  and  bonds— that  will  make 
and  break  millionaires.  Subscribe 
today  and  get  his  free  special 
report,  Oil:  Slam  Dunk  Investing 

for  Income  &  Capital  Gains. 
Call  toll  free  1-877-733-7876  or 
www.forbesnewsletters.com/pts 


Forbes  Subscribers  Service.. .to  plan  your  order,  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at.. .www.forbes.com/customerservice  or  call. ..800-888-9896 
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The  fastest  way 
to  learn  a  language. 
Guaranteed^ 


Award-winning  software  successfully  used  by  U.S.  State  Department 
diplomats,  Fortune  500®  executives  and  millions  of  people  worldwide. 

Finally,  a  different  approach  that  has  millions  of  people  talking.  Using  the 
award-winning  Dynamic  Immersion1"  method,  our  interactive  software  teaches 
without  translation,  memorization  or  grammar  drills.  Combining  thousands 
of  real-life  images  and  the  voices  of  native  speakers  in  a  step-by-step  immersion 
process,  our  programs  successfully  replicate  the  experience  of  learning  your 
first  language.  Guaranteed  to  teach  faster  and  easier  than  any  other  language 
product  or  your  money  back.  No  questions  asked. 

Rosetta  Stone  is  available  for  learning: 

Arabic  •  Chinese  •  Danish  •  Dutch  •  English  •  Farsi  •  French  •  German  •  Greek  •  Hebrew  •  Hindi 
Indonesian  •  Italian  •  Japanese  •  Korean  •  Latin  •  Pashto  •  Polish  •  Portuguese  •  Russian 
Spanish  •  Swahili  •  Swedish  •  Tagalog  'Thai  -  Turkish  •  Vietnamese  •  Welsh 


"Stupendous...  the  juxtaposition 
of  text,  sound  and  picture  was 
masterful.  The  quality  of  both 
sound  and  graphics  was  first  rate. " 

The  Boston  Globe 

"  Rosctta 

SAVE 
10% 

Your  Price 

Level  1  CD-ROM  $175.50 
Level  2  CD-ROM  $Zi*r  $202.50 
BEST  VALUE! 

Level  1  &  2  Set       $329     $296.1 0 

Personal  Edition.  Solutions  for  organizations  also  available. 

Call  today  or  buy  online  for  a  1 0%  discount. 

RosettaStone.com/fbs066 
1-800-399-6162 

Use  promotional  code  fbs066  when  ordering. 

RosettaStone 

Language  Learning  ^^^ft  Success 


Business  Opportunities 


Own  a 
Private  Bank 
800-733-2191 


WBC 

WORLDWIDE 
BUSINESS  CONSULTANTS 


BUSINESSES  FOR  SALE 


International  Investment  Banking  Firm 
has  Middle  Market  Businesses  for  Sale 

GW  EQUITY 

Mergers  A  Acquisitions 
877-213-1792 


www.GWEQUITY.com 


LAWSUIT  PROTECTION 


Neveda  Corps.  /  $10  plus  fees 
Domestic  or  Offshore  Solutions 
Asset  Protection  Trusts 

800-710-0002 

Visit  www.Assetprotection.com 


You  can  charge  your  ad 


0  \w 

MMMi 

Timeshare 


TIMESHARES 


save  up  to... 

70* 

off  retail! 


.  BEST  RESORTS, 
PRICES  &  WEEKS 

,  GREAT  RCI  &  II 
tXCHANUbS 

•  FREE  CATALOG 


CALL  800-640-7639 

HOLIDAYGROUP.com/fm 


NATIONAL  WATCH  &  DIAMOND 
•  BUY  •  SELL  •  TRADE 


OVER  300  PRE-OWNED 

ROLEX  IN  STOCK 
also  Cartier,  Breitling  &  Tag 

Largest  Selection  of 
Certified  Diamonds 
1-800  S  WATCHES 

Visit  Our  Web  Site:  nationalwatch.com 

8lh  t  (hetlnut  Slrith,  ffcjjo  ,  PA  *  w  0  a  g  m      I  jg^ 


Diamond  Jewelry 


W  Diamond  Manufacturer 

selling  to  the  public  all  shapes  and  qualities  of 
diamonds.  AGS  and  GIA  diamonds 
Ideal  Cuts.  Hearts  and  Arrows, 
and  Fancy  Colors. 
Best  Prices.  Satisfaction  Guaranteed. 
Our  28*  year. 
wmv.thediamondma\  cn.com 
1-800-435-2872  1-212-944-8491 
infod  thediamondmaven.com 


RARE  DALI  PRINTS 

If  you  own,  or  are  considering  the  purchase 
of  a  Salvador  Dali  print. . . 

Our  exclusive  catalog  features  full -color 
pictures  of  more  than  500  signed  limited 
edition  Salvador  Dali  prints.  Each  print  is 
fully  documented  by  Albert  Field,  curator  of 
the  Salvador  Dali  Archives,  and  guaranteed 
authentic.  The  catalog,  Salvador  Dali:  A 
Retrospective  of  Master  Prints,  is  a  must  for 
anyone  interested  in  works  signed  by  Dali. 
Call  now  and  we  will  rush  you  a  free  copy  of 
"The  Salvador  Dali  Collector's  Newsletter". 
($15  per  issue) 

l-(800)-275-3254 

ask  for  Dept.  FM 

31 103  Rancho  Viejo  Rd.  #  2-193,  San  Juan  Capistrano,  CA.  92675 
http://www  daligallery.com  .  FAX  949-373-2446 
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THOUGHTS 


On  the  Business  of  Life 


'm  never  sure  whether  to  be  flattered  or  hurt  when  someone  asks,  "Who  writes  your  editorials?" 
It's  less  ego-bruising  to  assume  that  the  querier  is  implying  that  these  comments  are  so  good  that  I 
couldn't  have  written  them.  But  more  and  more  one  senses  that  they're  really  wondering  how  anyone 
could  print  such  stuff,  fluff  and  guff.  Regardless  of  what  motivates  the  question,  I  can  only  say  nothing  exceeds 
the  fun  of  personally  writing  these  comments  and  lining  up  the  facts  to  suit.    —MALCOLM  S.  FORBES  (1987) 


At  home  I'm  a  nice  guy:  but  I  don't  want 
the  world  to  know.  Humble  people,  I've 
found,  don't  get  very  far. 

—MUHAMMAD  ALI 


I've  never  had  a  humble  opinion  in  my  life. 
If  you're  going  to  have  one,  why  bother  to 
be  humble  about  it? 

—JOAN  BAEZ 


Nothing  is  more  deceitful  than  the 
appearance  of  humility.  It  is  often  only 
carelessness  of  opinion,  and  sometimes 
an  indirect  boast. 

—JANE  AUSTEN 


Humility  has  its  origin  in  an  awareness 
of  unworthiness,  and  sometimes  too  in  a 
dazzled  awareness  of  saintliness. 

—COLETTE 


I  am  no  lover  of  pompous  title,  but  only 
desire  that  my  name  be  recorded  in  a  line 
or  two,  which  shall  briefly  express  my 
name,  my  virginity,  the  years  of  my  reign, 
the  reforma  tion  of  religion  under  it,  and 
my  preservation  of  peace. 

—ELIZABETH  I 


Modest?  My  word,  no.  He  was  an 
all-the-lights-on  man. 

—HENRY  REED 


If  I  only  had  a  little  humility,  I'd  be  perfect. 

—TED  TURNER 


m 

In  1 969 1  published  a  small  book 
on  humility.  It  was  a  pioneering 
work,  which  has  not,  to  my  knowledge, 
been  superseded. 

—LONG  LONGFORD 


No  one  working  in  the  English  language 
now  comes  close  to  my  exuberance, 
my  passion,  my  fidelity  to  words. 

— JEANETTE  WINTERSON 


Anybody  can  become  Pope;  the  proof 
of  this  is  that  I  have  become  one. 

—POPE  JOHN  XXIII 


A  man  who  has  humility  will  have 
acquired  in  the  last  reaches  of  his  beliefs 
the  saving  doubt  of  his  own  certainty. 

—WALTER  LIPPMAN 


The  fact  that  people  do  not  understand 
and  respect  the  very  best  things,  such  as 
Mozart's  concertos,  is  what  permits  men 
like  us  to  become  famous. 

—JOHANNES  BRAHMS 


The  trodden  worm  curls  up.  Thus  it 
reduces  its  chance  of  being  stepped  on 
again.  In  the  language  of  morality — 
humility. 

— FRIEDRICH  NIETZSCHE 


Those  who  are  believed  to  be  most  abject 
and  humble  are  usually  most  ambitious 
and  envious. 

—SPINOZA 


Humility  is  just  as  much  the  opposite 
of  self-abasement  as  it  is  of  self  exaltation. 

—DAG  HAMMARSKJOLD 


Too  humble  is  half  proud. 

—YIDDISH  PROVERB 


T€X^ — Ul  

And  the  King  shall  answer  and  say 
unto  them,  Verily  I  say  unto  you, 
Inasmuch  as  ye  have  done  it  unto 
one  of  the  least  of  these  my 
brethren,  ye  have  done  it  unto  me. 

—Matthew  25:20 

Sent  in  by  Donald  Crawford,  Baton  Rouge,  La. 
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With  network  security,  if  you're  not  ahead  of  the  threat... 

you  're  only  reacting  to  it. 


Let  Internet  Security  Systems  stop 
network  threats  More  they  impact  your  business. 

How  do  you  ensure  compliance  and  manage  costs  when  your  security  is  less  than  certain?  Even  "zero-day"  solutions  aren't  fast 
enough  to  protect  against  losses  once  an  Internet  attack  hits.  The  alternative  is  preemptive  security  from  Internet  Security  Systems. 
Because  our  enterprise  solutions  are  based  on  the  world's  most  advanced  vulnerability  research,  only  ISS  can  can  offer  preemptive 
security  and  stop  threats  before  they  impact  your  business.  So  why  rely  on  "reaction"  when  security  can  be  a  sure  thing? 

Need  proof?  Get  a  free  whitepaper,  Preemptive  Security:  Changing  the  Rules,  at  www.iss.net/proof  or  call  800-776-2362. 
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